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tem 2247
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NORTHERN PACIFIC RAILWAY COMPANY
1956 ASSESSMENT PLAINTIFF'S EXHIBIT

VALUATIONS AND TAXES ON BASIS OF PRIMARY
VALUE OF ISB.SOO.OOO

COUNTY
"TD
Adams
Benton
Clark
Columbia
Cowlitz
Franklin
Grant
Grays Harbor
King
Kittitas
Lewis
Lincoln
Mason
Pacific
Pierce
Skagit
Snohomish
Spokane
Thurston
Walla Walla
Whatcom
Whitman
Yakima

VALUATIONS AND TAXES ON BASIS OF
PRIMARY VALUE OF I32.O78 .6I<.7

PRIMARY EQUALIZED
VALUE RATIO V/JLUE

"T7) fTJ nn

—

; I4., 679,01^.0

3,537,758
2,500,656
,
219,759

^,381,01;^
l4-,690,55§

1,870,168
2,1+60,677

11,991,1+09
6,205,651
1+,U3,993
3,289.913

o
?o?'575

8,1+76,567
1,109,006
2,550,805
6,175,866
l+,6oi;,i57

3,992,1+39
1,638,221
?'^^9,513
6,8?9,8tf?

14+

kh
1+1

^7

1+7

l+i

2,058,778
1,556,605
1,025,51+3

l,66i+;7qg
2, 20k, 562
878,97?

1,107,304

2,' 668^^50
2,118,285
1,1+80,14.61

152,735
555,773

3,985,966
1+76,873

1,122,353
2,901,717
1,795,621
1,360,675
688,055

1,100,195
2.80t+.555

PRIMARY
TAX VALUE

T5T

27,765.89
51,285.16
36,71+6.68
2,159.68
70,689.02
58,757.38
2k,7lL.7l+
56,106.57

216,658.58
77,992.02
65,298.60
31,791.56
1+,650.L9
15,251.65

181,879.26
15,670.112
14.0,851.61

105,775.57
69,691.70
50,500.09
28,1+78.50
23,669.98
102.1+55.96

T5T

1,696,0111.

1,262,526
906, L80
79,656

1,567,999
1,700,189

677,881

,

891,925
U,3C6,533
2,21+9,566
1,599.616
I,l92,k97

125,825
295,085

5,072,506
1+01,982
92l+,5?l

1,666,872
1,120,918

593,807
1+9,1+961iAll

EQUALIZED
VALUE

~T7T

^ 71+6,21^6

561+, 221+

371,657
,35,0^9
605,1+1+0
79q,o8q
516,6014.

1+01,565
2,01.2,870

967,227
767,816
536,62i<.

55,362
128,957

l,i+l4i+,076

172,852
1+06,820

1,051,787
650,660
1+93,201+

598; 766
1,016, 1^89

CORRECT
TAX

—w)
$ ie,o61+.52

18,588.61+
15,519.59

25,^22,69
21,297.82
8,958.57
20,556.91
78,532.57
28,269.81
22,9^5.88

i;685!67
5,521.02

65,925.88
5,680.07

lI+,800.26
57,6li+.87
25,261.19
10,982.89
10,522.55
8,579.67
37.137.27

EXCESS
TAX

T9)

> 17,701.57
52,691+. 52
25,1+27.09
1,576.86

1+5,066.55
57,1+59.56
15.756.57
55,769.1+6
156,126.21
1+9,722.21
l+0,55l+.72

20,2§7.93
2,96l+.62
9,710.61

115,955.58
9,990.35

26,051.55
66,158.70
l+i+,1+50.51

19,517.20
18,155.75
15,090.31
65. 518.69

TAX
PAID

5 15,882.95
25,61+1.58
18,573.31
2,1^9.66
55,5%.5l
29,578.69
12,557.57
28,055.19
108,529.29
58,996.01
51,61+9.50

EXCESS TAX
PAID

-~rm

—

c^
UNPAID

TAX
(12)

15,895.68
f+,650.k9
7,615.81
90,959.65
7,655.21

20,1+15.81

5i+,8i+5.65

15,150.05
4,259.15
ll,85l+.92

^1.227

5,818.6^
7,052.91+

i;57^*p
^'721.82
6,080.87
5,599.00
7,716.28
29,796.92
10,726.20
8,705.1+2
l+,572.25
2,96l+.82
2,09l+.79

25,015.75
2,155.4

si -ik

5,615.55

9,'5|l+i66
l+,l67.l6
i, 916. 60
,255.52
090*71

115,882. 9k
25,61+1.58
18,575.31+

55,51+4.51
29,578.69
12,557.57
28,055.16
108,529.29
58,996.01
31,61+9.30
15,895.68

7,615.82
90,959.63
7,835.21

20,ki5.8o
51,886.78
3l+,81+5.6j

i, 150.0k

li;85ki9«
259.15

51.227.

$88,500,000 39,258,515 $l,55k,596.k9 !l3^,078,6k7 ll+,222,807 Ik85,75l.99 $850,8!+!+. 50 $670,705.35 Il86,95i.56$665,893.ll4.
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II.lint iff Lliibit one. oheet

NORTHERN PACIT^IC RAILWAY COMPANY '

Market Value of Stock and Bonde Outstanding ae of December 3I, 193^

19"^^ Assespment

PAR VALUE
OUTSTANDING
Dec. 3 1,193^

YEAR
19-5^^

TWO YEARS THPEE YEARS
ENDED ENDED

Dec.31.1Q3^ Dec. 3 1.19 "^'4-

Average Market Value

FOUR ifEARS FIVE YEARS
ENDED ENDED

Dec. ^1.193^ Dec. 31. 19^^

Northern Pacific Railway Comoany, caoital stock t 2k& 000 000 « 60 l^J-O 000 | 55 335 000 $ k9 290 000 $ 60 527 500 $ S5 250 000

Bonds (as oer detailed statement In annual
report to Washington Tax Commission)

Exclusive o^ Series "B" and "C" bonds
issued in connection with Burlington stock

total stock and bonds
(Exclusive of Series "B" and "C" bonds)

195 5^5 600 169 780 279 156 g'Og 792 151 Oil g35 153 S72 90^^ 157 031 605

$ J;l4.3 51+5 600 229 920 279 212 Ikj 792 200 3OI S35 2lk iWO hOk 2^2 2S1 6O5

1^36 Assessment PAR VALUE
OUTSTANDING
De c. 11. 19^5

YEAP
19-?^

TWO YEARS THREE YEARS
ENDED ENDED

Dec. 31. 19*^5 Dec. 31. 1935

T^OUR YEARS iflVE YEARS
ENDED ENDED

Dec.31.19'^5 Dec. -^1.1935

Northern Pacific Railway Company, caoital stock ^ 2^« 000 000 % k-k- Q50 000 % 52 5'4-5 000 | 51 770 000 ^ kS 127 5OO I 57 35O 000

Bonds (as oer detailed stetement in annual
reoort to Washington Tax Commission)

Exclusive of Series "P** and "C" bonds
issued in connection with Burlington stock

Total stock and bonds
(Exclusive of Series "B" and »C" bonds)

195 12 6 600 180 356 793 17^ ^59 O36 ISU- 52^1 4lO

* Uij.3 126 600 225 306 79^ 227 ^0^ 036 216 29IV illO

157 951 097 15g S91 2t^9

206 07g 597 216 2i<.l 2ll9
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PLAINTIFF'S EXHIBIT ONE,

Sheet 3

Northern Pacific Railway Company

DBDITTIONS FOR NON-OPERATING PROPERTY AS CLAIMED BY
PLAINTIFF AS APPLICABLE TO SYSTEM VALUE BASED ON
STOCK AND BOND MARKET VALUE

1935 1936

1. Northwestern Iiuprovenient Company Capi-

talization at 6% of regular dividend as re-

ceived from that company $16,533,333

(Based on 5 years end. Dec. 81, 1934)

Value considering net income and securities

as owned by N. W. I. Co $15,000,000

2. Spokane, Portland & Seattle Ry. Co. and sub-

sidiaries (Oregon Trunk Ry. Oregon Electric

Ry. and United Railways Companies)

Based on assessed value (Northern Pa-

cific propn. 1/2 ) as determined by Washington

and Oregon Tax Commissions

1934 Assessment 18,313,717

1935 Assessment 17,437,939

3. Unsold land grant property. Full value de-

termined by using as a base the assessed

value of such property.

Value based on 1934 assessment 31,304,739

Value ))ased on 1935 assessment 29,692,743

4. Balance as outstanding on contracts for

sale of land grant lands as shown by accoiints

December 31, 1934 2,638,010

Decemlier 31, 1935 2,153,419

5. Non-operating lands, etc.

(Exclusive of land grant lands)

Full value as based on assessed value

1935 Assessment 10,318,811

Capitalizing average income in Acets.

510 Misc. rent income

511 Misc. non-operating physical property

519 Misc. income

For average of 5 years ended

December 31, 1934 9,5()(l,4;!4 [1716]



2228 Adams County et al, vs.

PLAINTIFF'S EXHIBIT ONE,

Sheet 4

1935 1936
Assessment Assessment

6. Lines in Manitoba $ 5,000,000
Average annual rental of $300,000 for 3

years ended Dec. 31, 1935

Capitalized at 6%
Line leased to Provincial Government of

Manitoba.

Capitalization of Acct. 509, income from lease

of road (which includes line leased to Pro-

vincial Government of Manitoba) $ 5,837,550

7. Northern Pacific Terminal Co. of Ore«fon.

Northern Pacific proportion 40% of ap-

praised value for tax purposes based on 1935

assessment. State of Oregon 3,076.619

8. Cash on hand as of December 31st

1934 6,078,680

1935 10,537,312

9. Miscellaneous treasury securities

Accts. 513 Dividend income

514 Income from funded securities

515 Income from unfunded securities

and accounts.

Average for 5 years to December 31, 1934

capitalized at 6% 3,527,666

U. S. Government securities 2,795,399

Total $93,734,129 $96,012,242

[1717]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 5

Northwestern Improvement Company

NET INCOME

Year ended December 31, 1931 $1,603,157

1932 979,413

1933 566,937

1934 802,096

1935 598,020

Total for five years, 1931-1935 $4,549,623

Average year $ 909,925

Capitalized at 6% $15,165,417

[1718]

PLAINTIFF'S EXHIBIT ONE,

Sheet 6

Northern Pacific Railway Company

DIVIDENDS AS RECEIVED FROM NORTHWESTERN IMPROVE-
MENT COMPANY 1929 TO 1936, INCLUSIVE

Regular Special

dividend dividend Total

Year ended December 31, 1929 $ 992,000 $ 3,500,000 $ 4,492,000

do. 1930 992,000 — 992,000

do. 1931 992,000 5,000,000 5,992,000

do. 1932 992,000 5,600,000 6,592,000

do. 1933 992,000 4,000,000 4,992,000

do. 1934 992,000 2,500,000 3,492,000

do. 1935 992,000 2,800,000 3,792,000

do. 1936 992,000 — 992,000

Total 1929-1936, inclusive $7,936,000 23,400,000 31,336,000

[1719]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 7

is headed ^^ Dividend (regular) of 4% as received

by Northern Pacific Railway from Northwestern

Improvement Company" and shows the regular

dividend so received to have been $992,000.00 for

each of the calendar years, 1930 to 1935 inclusive,

and the average annual regular dividend for such

period to have been $992,000.00, followed by the

statement: ^^Capitalizing above dividend on basis

of 6% equals $16,533,333." [1720]

PLAINTIFF'S EXHIBIT ONE,

Sheet 8

Northern Pacific Railway Company

CAPITALIZATION OF NON-OPERATINC INCOME AND ADDITION
OF NON-OPERATINO ITEMS FROM WHICH NO DIRECT IN-

COME IS RECEIVED.
Less Burlington Total Excluding

Non- and Special Burlington &
Operatinj: Dividends and Special Dividends

Income SP&S Interest & SP&S Interest

Non-operating Income

:

Year ended Dec. 31, 1930 $17,984,869 $15,294,517 $ 2,690,352

1931 16,852,586 13,801,790 3,050,796

1932 10,603,628 8,162,956 2,440,672

1933 8,892,909 6,715,537 2,177,372

1934 7,537,548 5,490,537 2,047,011

1935 7,233,303 5,185,358 2,047,945

1936 5,597,110 3,320,716 2,276,394

$74,701,953 $57,971,411 $16,730,542

Average 5 yrs. end. Dec. 31, 1934 $ 2,481,241

Average 3 yrs. end. Dec. 31, 1935 $ 2,090,776

Capitalized at 6%
Average for 5 yrs 1930-1934 inclusive $41,354,017

Average for 3 yrs 1933-1935 inclusive $34,846,267



Northern Pacific Railway Co. 2231

(Plaintiff's Exhibit One, Sheet 8—Continued)
1935 1936

Assessment Assessment

Capitalized non-operating income exclusive of

Burlington dividends, S. P. & S. interest and

special dividends from Northwestern Improve-

ment Company and Northern Pacific Express

Company $41,354,017 $34,846,267

Add additional Non-operating deductions not

included above

Land grant deductions 31,304,739 29,692,743

Contracts—sale of land grant lands 2,638,010 2,153,419

Spokane, Portland & Seattle Ry 18,313,717 17,437,939

Cash on hand, Dec. 31st 6,078,680 10,537,312

Total $99,689,163 $94,667,680

[1721]
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2234 Adams County et al. vs.

PLAINTIFF'S EXHIBIT ONE,

Sheet 10

shows the "number of shares of Northern Pacific

capital stock as traded on New York Stock Ex-

change" to have been as follows: for 1930, 390,050,

for 1931, 685,420, for 1932, 1,548,360, for 1933, 1,-

567,272, for 1934, 961,300, for 1935, 1,650,000 and

for 1936 2,052,500. [1723]



h^et 11

NORTHERN PACIFIC RAILWAY COMPANY

2235

Net Railway Operatiner Income
As Originally Stated to Interstate Commerce Commission

Years Ended December "^1.

1930 1931 1932 1933 193i+ 1935

Railway operating revenues # %

Railway operating expenses #
Net revenues -^rom railway operations
Railway tax accruals
Uncollectible railway revenue
Railway operating income
Equipment rents - net
Joint facility rents - net

Net railway operating income

! go 61+2 Ul2 ^62 312 0g7 $ hi 0gi+ 177 3 1+7 57g 676 I! 51 ^07 775
^1 550 gl3

$ 53 gl+5 651+

kk- 093 60062 73»+ 1+20 52 0g2 gU7 ^1 ^33 IgO 3g 993 1+92

17 907 992 10 22Q 2i+0 5 650 997 g 5S5 ig^ 9 g56 962 9 752 05^
7 1+gO 77? 6 gl6 3gg 6 677 355 5 gg3 250 5 312 592 5 2g6 070

IS 796 10 072 23 209 23 g^g 16 575 15 616
10 i+Og gig 3 i+02 7gO Dr. 1 Oi+9 567 2 67g Og6 k 527 795 1+ 1+50 36g
1 il21 760 022 217 573 561 729 g9g

2 U76 »+23 2 1+66 3^5 2 567 9gq
gi+2 055 767 601

2 i+62 635 2 5i+5 359 2 50g 373

Ik 293 213 6 gOl »+20 1 990 3g9 5 ?75 973 7 ?15 20^ 7 726 3^+2

1935 ASSESSMENT 19^6 ASSESSMENT

Year Average Average Year 1935 Average Average Year
193^ Year Year Ad- Year 1931-193^

Adjusted 1932-193*+ 1930-193'+ justed 1933-1935 Inclusive
Inclusive Inclusive Inclusive Adjusted
Ad .lusted Ad .lusted

Railv/ay operatin/;; revenues 51 ^+07 775
Railvmy operatinfr expenses

jf
k-1 090 32g

Ket revenues from railv/ay oper^ations 10 317 3^7
Railv/ay tax accruals ' 5 312 592
Uncollectible railv/ay reveaue I6 575
Railway operawing income ' k 9gg 220
lilquipnent rents - net glj.2 055
Joint facility rents - net 2 5I+5 359

Wet railv/ay operating income g 375 63!^.

I l+g 69c 209 %
1+0 505 6g6
g lg4 523
5 957 732

21 211
2 205 5gO

715 171
2 526 5gO

57 g05 025
hj 266 g65
10 53g 160
6 29^+ 779

Ig ^20
i+ 221+ 961

g97 g9g
2 i+g7 357

153 gi+5 65l+ mo 91+1+
' 035 ^52 i+i+5 67'h

hk 55^ 025 41 5^5 96g 1+3 630 V^:;?

^9g 067 g gli+ gS7
493 971 5 909 i+^S

Ig 6g0 17 S6^-

gS5 ^16 2 SS7 535
779 g5l 767 O66
5IK) 57^ 2 501 612

291 629
2g6 070
15 616

9g9 91+3

767 601
50g 373

5 ^^7 331 7 610 216 7 265 917 7 205 gi+i 6 1R6 213

#Note:
^tl^^ll

°^
''^r"* ^^w*""?.

expenses are shown in annualreoorts as made to Washington Tax Commission.





Northern Pacific Raikvaij Co. 2237

PLAINTIFF'S EXHIBIT ONE,

Sheet 11-A

Northern Pacific Railway Company

NET RAILWAY OPERATING INCOME
Increase or

Decrease in

1936 1935 1936

7 months to July 31st $ 2,256,134 $ 217,392 $2,038,742

August to December, incl 8,532,053 7,508,949 1,023,104

Total year $10,788,187 $7,726,341 $3,061,846

Increase or

Decrease in

1935 1934 1935

7 months to July 31st $ 217,392 $2,774,998 D-$2,557,606

August to December, incl 7,508,949 5,140,211 2,368,738

Total year $ 7,726,341 $7,915,209 D-$ 188,868

7 months to July 31, 1936 $ 2,256,134

7 months to July 31, 1934 2,774,998

Decrease in 1936 $ 518,864

[1725]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 12

Northern Pacific Railway Company

1936 Assessment

Net Railway Operating Income

A COMPARATIVE STATEMENT SHOWING
DECLINE SINCE 1929.

Year Amount

1929—As reported $21,410,344.09

Add. a/c Wash. Suit 233,318.62

As adjusted $21,643,662.71

1930—As reported 14,293,213.26

Add. a/c Wash. Suit 242,721.97

As adjusted 14,535,935.23

1931—As reported 6,801,419.80

Add. a/c Wash. Suit 371,731.64

As adjusted 7,173,151.44

1932—As reported 1,990,389.21

1933—As reported 5,975,972.63

1934_As reported 7,915,208.82

Add. a/c R. R. Act 460,424.66

As adjusted 8,375,633.48

1935—As reported 7,726,341.61

Ded. a/c R. R. Act 460,424.66

As adjusted 7,265,916.95

Adjusted net railway operating income for 1935 is:

66.43% less than for 1929

50.00% less than for 1930

13.25% less than for 1934

[1726]



Northern Pacific Railway Co. 2239

PLAINTIFF'S EXHIBIT ONE,

Sheet 13

Northern Pacific Railway Company

CAPITALIZATION OF NET RAILWAY
OPERATING INCOME.

1935 1936
Assessment Assessment

Annual net railway operating-

income for

5 years ended

December 31, 1934 $ 7,610,216

3 years ended

December 31, 1935 $ 7,205,841

Capitalized at 6% equals

5 years ended

December 31, 1934 $126,836,940

3 years ended

December 31, 1935 $120,097,350

Note

:

Annual net railway operating income has been adjusted

to reflect adjustment of tax accruals and joint facility rents

for years 1930 and 1931 as included in settlement of tax liti-

gation for years 1925-1932, and also charges and credits in

connection with Railroad Retirement Act of 1934 are included.

[1727]



2240 Adams County et al. vs.

PLAINTIFF'S EXHIBIT ONE,

Sheet 14

Northern Pacific Railway Company

PERCENTAGE OF INTEREST PAYMENTS ON BONDS
TO MARKET VALUE

,.
,

1935 1936
Assessment Assessment

1. Bonds (exclusive of Equipment
Trust Certificates) as outstand-

ing Dec. 31, 1934 (Par Value) $307,577,500 $

Dec. 31, 1935 '' '' 307,437,500

2. Average interest rate on above

bonds 4.61% 4.61 %
3. Market value of bonds, as above,

Average of 5 years to December

31, 1934 '

$260,130,478

Average of 3 years to December

31, 1935 265,420,291

4. Annual interest on bonds $14,164,800 $ 14,159,200

5. Percentage of interest to market

value 5.45 5.33

[1728]

PLAINTIFF'S EXHIBIT ONE,

Sheet 15

Northern Pacific Railway Company

ALLOCATION FACTORS

State of Washington
State of

System Washington

1. Operating Revenues

1930 $ 80,642,412 $ 22,296,847

1931 62,31 2,087 17,645,849

1932 47,084,1 76 12,845,326

1933 47,578,677 12,064,954

1934 51,407,775 13,368,674

1935 53,845,654 13,618,241



Northern Pacific Railway Co. 2241

(Plaintiff's Exhibit One, Sheet 15—Continued)

1935 Assessment

Avg. 5 years 1930-1934 $ 57,805,025 $ 15,644,330

Percent 100.00 27.06

Avg. 3 years 1932-1934 $ 48,690,209 $ 12,759,651

Percent 100.00 26.21

1936 Assessment

Avg. 5 years 1931-1935 $ 52,445,674 $ 13,908,609

Percent 100.00 26.52

Avg. 3 years 1933-1935 $ 50,944,035 $ 13,017,289

Percent 100.00 25.55

2. Car and Locomotive Mileage

1930 474,834,1 94 107,890,964

1931 388,483,482 91,054,001

1932 308,091 ,273 71,025,624

1933 328,696,568 72,139,203

1934 386,218,190 82,412,031

1935 401,260,037 85,687,01

4

1935 Assessment

Avg. 5 years 1930-1934 377,264,741 84,904,365

Percent 100.00 22.50

Avg. 3 years 1932-1934 341,002,010 75,192,286

Percent 1 00.00 22.05

1936 Assessment

Avg. 5 years 1931-1935 362,549,910 80,463,574

Percent 100.00 22.19

Avg. 3 years 1933-1935 372,058,265 80,079,416

Percent 100.00 21 .52

[1729]



2242 Adams County et al. vs.

PLAINTIFF'S EXHIBIT ONE,

Sheet 16

bein2: a continuation of Plaintiff's Exhibit One,

Sheet 15, is as follows:

Stale of

System Washingtoa

3. Revenue Traffic Units

1930 5,677,940,730 1,326,548,680

1931 4,275,272,733 1,095,141,572

1932 3,243,526,345 796,457,567

1933 3,733,514,868 877,039,901

1934 4,140,388,390 995,104,234

1935 4,596,143,787 1,061,296,254

1935 Assessment

Average 5 years 1930-1934 4,214,128,613 1,018,058,391

Percent 100.00 24.16

Averao-e 3 years 1932-1934 3,705,809,668 889,533,901

Percent 100.00 24.00

1936 Assessment

Average 5 years 1931-1935 3,997,769.224 965,007,906

Percent 100.00 24.14

Avorniie 3 years 1933-1935 4,156,682,348 977,813,463

Percent 1 00.00 23.52

4. Track Mileage Owned and Operated

1935 Assmt. Dee. 31, 1934 9,854.27 2.933.99

Percent 100.00 29.77

1936 Assmt. Dec. 31, 1935 9,845.04 2,927.53

Percent 100.00 29.74



Northern Pacific Railway Co, 2243

(Plaintife's Exhibit One, Sheet 16—Continued)

5. Physical Property

Cost of Reproduction, less depr.

as of December 31st

1935 Assmt. (Dec. 31, 1934) $ 406,671,775 $ 135,164,742

Percent 100.00 33.24

1936 Assmt. (Dec. 31, 1935) $ 395,685,894 131,073,812

Percent 100.00 33.13

Average of Above Five Factors

1935 Assmt.—5 year basis 100.00 27.348

3 year basis 100.00 27.06

1936 Assmt.—5 year basis 100.00 27.15

3 year basis 100.00 26.69

[1730]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 17

Northern Pacific Railway Company

COMPARISON OF AMOUNT BY WHICH VALUE AS DE-
TERMINED BY USING ONE-HALF OF VALUE AS
DETERMINED BY STOCK AND BOND METHOD
AND ONE-HALF AS DETERMINED BY CAPITALIZED
INCOME WAS INCREASED BY ADDITIONAL
AMOUNT AS ADDED FOR COST OF REPRODUCTION
LESS DEPRECIATION.

State of Washington

Valuation as found for operating property.

,- 1925 assessment—valuation as determined by Judge

Wel)ster before considering cost of reproduction.

Market value of stock and bonds (50%) $ 44,844,487

Capitalization of net railway operating income

—

(50%) 50,018,770

Totnl sto('k-l)ond and capitalized income basis $ 94,863,257

Total value as determined 104,078,987

Excess over stock and bond and capitalization of

net basis ^ ^'21 5,730

Percentage by which stock and bond and capital-

ized income was increased 9.715

Percentage by which 100% of capitalized income

value was increavsed 4.040

[1731]



Northern Pacific Bailway Co, 2245

PLAINTIFF'S EXHIBIT ONE,

Sheet 17-A

THIS STATEMENT SHOWS THE AMOUNT BY WHICH
THE ASSESSED VALUE EXCEEDS THE COMPOSITE
OF THE SECURITIES AND NET RAILWAY OPER-
ATING INCOME CAPITALIZED VALUES (5 YEARS
AVERAGES) ALLOCATED TO WASHINGTON BY
USE OF 2/3 OF THE RELATIVE TRACK MILEACE
AND 1/3 RELATIVE COST, BEING THE ALLOCATION
FACTORS AS USED IN THE 1925-1926 CASE.

Deductions in 1935 for non-operating properties is

as found by Tax Commission for 1933 $53,152,225

For 1936 deductions of $38,100,000 as stated by Tax

Commission was used.

State of Washington

Value as found for operating- property by Tax

Commission.

1935 Assessment:

Value based on composite of stock and bond and

capitalized net railway operating income.

Market value of stock and bonds (50%) 29,248,859

Capitalization of net railway operating income

6% basis (50%) 19,061,233

Composite stock and bond and capitalized net rail-

way operating income value 48,310,092

Value as assessed 90,000,000

Amount of excess of value as assessed over com-

posite value by stock and bond and capitalized

net railway operating income 41,689,908

Percentage by which total assessed value exceeded

composite value of stock and bonds and capital-

ized net railway operating income 86.30

Percentage by which total assessed value exceeded

capitalized net railway operating income value 136.08

[1732]



2246 Adams County et al. vs.

PLAINTIFF'S EXHIBIT ONE,

Sheet 18,

being a continuation of Plaintiff's Exhibit One,

Sheet 17-A, is as follows:

1936 Assessment

Value based on composite of stock and bond and

capitalized net railway operating income

Market value of stock and bonds (50%) $27,496,102

Capitalization of net railway operating income

6% basis (50% ) ^ 15,645,600

Composite stock and bond and capitalized net rail-

way operating income value 43,141,702

Value as assessed 88,500,000

Amount of excess of value as assessed over compo-

site value by stock and bonds and capitalized

net railway operating income 45,358,298

rorcoiitnge by which total assessed value exceeded

stock and bond value and capitalized net rail-

way operating income value 105.14

Percentage by which total assessed value exceeded

capitalized net railway operating income value 182.83

[1733]



Northern Pacific Itailway Co. 2247

PLAINTIFF'S EXHIBIT ONE,

Sheet 19

Northern Pacific Railway Company

COMPARISON OF NET RAILWAY OPERATING INCOME FOR
STATE OF WASHINGTON AND BALANCE OF SYSTEM.

Other Total

Washingiton States System

Year ended Dec. 31, 1934

Operating revenues $13,368,674 $38,039,101 $51,407,775

Operating expenses 11,547,131 29,543,258 41,090,389

Net revenue from ry. oper 1,821,543 8,495,843 10,317,386

Railway tax accruals 1,853,750 3,458,842 5,312,592

Uncoil, railway revenue 4.303 12.272 16,575

Railway operating income ( 36,510) 5,024,729 4,988,219

Equipment rents—net 188,932 653,123 842,055

Joint facility rents—net 1,302,225 1,243,134 2,545,359

Net railway operating inc 1,454,647 6,920,986 8,375,633

Year ended December 31, 1935

Operating revenues $13,618,241 $40,227,413 $53,845,654

Operating expenses 12,587,161 31,966,864 44,554,025

Net revenue from ry. oper 1,031,080 8,260,549 9,291,629

Railway tax accruals 1,617,941 3,668,129 5,286,070

Uncoil, railway revenue 3,880 11,736 15,616

Railway operating income ( 590,741) 4,580,684 3,989,943

Equipment rents—net 159,466 608,135 767,601

Joint facility rents-net 1,278,826 1,229,547 2,508,373

Net railway operating inc 847,551 6,418,366 7,265,917

Note : Income account as above adjusted to include charge to operating

expenses in 1934 in connection with R. R. Retirement Act of

1934 and credit in 1935 account. Act declared invalid by Su-

preme Court.

( ) indicates deficit.

[1734]



2248 Ada7ns County et ah vs,

PLAINTIFF'S EXHIBIT ONE,

Sheet 20

Northern Pacific Railway Company

COMPARISON OF VARIOUS OPERATING STATISTICS
STATES OF MINNESOTA AND WASHINGTON
THREE YEARS ENDED DECEMBER 31, 1935.

Percent

Washington

to

Washington Minnesota Minnesota

I. C. C. cost of reproduction new, less

depreciation, to December 31, 1935..$131,073,812 $ 74,267,055 176.49

Track miles (adjusted) as of Decem-

ber 31, 1935 2,927.53 1,883.77 155.41

Operating revenues

Average three years ended Decem-

ber 31, 1935 $ 13,017,290 $ 13,171,662 98.83

Operating revenues per thousand

dollars of physical property $ 99.31 $ 177.36 55.99

Locomotive and car mileage (transpor-

tation service) 80,079,416 79,420,854 100.83

Per thousand dollars of physical

property 610.95 1,069.39 57.13

Revenue traffic units 977,813,463 940,872,503 103.93

Per hundred dollars of physical

property '^46.00 1,266.88 58.88

[1735]



Northern Pacific Railway Co. 2249

PLAINTIFF'S EXHIBIT ONE,

Sheet 21

Northern Pacific Railway Company

COMPARISON OF JOINT FACILITY RENTS—NP^T,

YEARS 1926-1935

Peroentase

of joint

facility rents

Net railway Joint of total net

operating facility rents railway optg.

System income net Cr. income

Year ended December 31, 1926 $24,666,531 $1,941,290 7.87%

1927 23,126,803 2,094,524 9.06

1928 25,454,369 2,309,357 9.07

1929 21,643,663 2,347,566 10.85

1930 14,535,935 2,437,105 16.77

1931 7,173,151 2,419,941 33.74

1932 1 ,990,389 2,466,395 1 23.92

1933 5,975,973 2,567,989 42.97

1934 7,915,209 2,545,359 32.16

1935 7,726,342 2,508,374 32.47

Percentage

of joint

facility rents

Net revenue Joint net to net

from facility rents operating

State of Washington operation net Cr. revenue

Year ended December 31, 1926 $ 7,374,671 $1,127,776 15.29%

1927 5,920,566 1,217,788 20.57

1928 6,380,523 1 ,219,035 19.11

1929 6,173,669 1,246,753 20.19

1930 4,122,818 1 ,277,576 30.99

1931 2,261,955 1,270,536 56.17

1932 508.507 1,378,302 271.05

1933 919,912 1,355,064 147.30

1934 1,693,591 1,302,225 76.89

1935 1,158,756 1,278,826 110.36

Note: Net railway operating income and joint facility rents—net, years

1926-1931, have been revised to reflect adjustment of Washing-

ton taxes as a result of tax litigation.

[1736]



2250 Adams Count ij et al, vs.

PLAINTIFF'S EXHIBIT ONE,

Sheet 22

Northern Pacific Railway Company

COMPARISON OF NET OPERATING REVENUE—STATE OF
WASHrNGTON ABSORBED BY TAXES ON OPERATING
PROPERTY

State of

State of Washington Percentage

Washinston Taxes of taxes to

net operating on operating net operating

revenue property revenue

Year ended December 31, 1926 $7,374,671 $2,419,617 32.81

1927 5,920,566 2,568,057 43.38

1928 6,380,523 2,629,096 41.21

1929 6,173,669 2,703,676 43.79

1930 4,122,818 2,643,383 64.12

1931 2,261,955 2,421,244 107.04

1932 508,507 2,465,209 484.79

1933 919,912 #2,002,231 217.65

1934 1,693,591 #1,822,584 107.62

1935 1,158,756 #1,558,566 134.50

Special taxes as follows are included

in the vears indicated

:

1933 $ 35,640

1934 71,322

1935 157,017

#This represents Excise Tax and former Occupation Tax, filing- fee

Department of Public Service, sales and fuel oil taxes.

Taxes for yeai\s 1926-1932 are on basis as adjusted as result of

Washington Tax litij^ation.

[1737]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 24

Northern Pacific Railway Company

STATE OF WASHINGTON—1935 ASSESSMENT
TAXES ON OPEEATING PROPERTY

(A) Average market value of stock and bonds, 5 years to

December 31, 1934 (exclusive of Series ^^B" and ^'C"

bonds) and other non-operating deductions $148,547,476

(B) Capitalization of net railway operating income (average

for 5 years to December 31, 1934) as adjusted, on

basis of 6% 126,836,940

(C) Cost of reproduction new, less depreciation, (system)

on basis as used by Northern Pacific 406,671,775

40% of market value of stock and bonds as assigned to

operating property 59,418,990

40% of capitalized net railway operating income 50,734,776

20% of cost of reproduction new, less depreciation 81,334,355

Total system value as determined by above method $191,488,121

(D) Less value of large eastern and western terminals on

ratio of cost of reproduction less depreciation of such

terminals to similar system cost of reproduction less

depreciation (14.78% of item (C)) 28,301,944

(E) Value of system, exclusive of above large eastern and

western terminals 163,186,177

(F) Allocation of above value (item E)) to State of Wash-

ington on basis of gross operating revenue (including

joint facility rent income), revenue traffic units and

locomotive and car mileage (24.94%) 40,698,633

(G) State of Washington proportion of value of large east-

ern and western terminals (46.10% of ^^D") 13,047,196

(H) Value of operating property in State of Washington,

(Items ^^F" and ^'G") 53,745,829

[1739]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 25

Northern Pacific Railway Company

STATE OF WASHINGTON—1936 ASSESSMENT
TAXES ON OPERATING PROPERTY

(A) Average market value of stock and bonds, 3 years to

December 31, 1935, (exclusive of Series '^B" and ''C"

l)onds) and other non-operating deductions $120,282,168

(P>) Capitalization of net railway operating income (average

for 3 years to December 31, 1935) as originally stated

on basis of 6% 120,097,350

(C) Cost of reproduction new, less depreciation, (system)

on basis as used by Northern Pacific 395,685,894

40% of market value of stock and bonds as assigned to

operating property 48,112,867

40% of capitalized net railway operating income 48,038,940

20% of cost of reproduction new, less depreciation 79,137,179

Total system value as determined by above method $175,288,986

(D) Less value of large eastern and western terminals on

ratio of cost of reproduction less depreciation of such

terminals to similar system cost of reproduction less

depreciation (14.78% of item (C)) 25,907,712

(E) Value of system, exclusive of above large eastern and

western terminals 149,381,274

(F) Allocation of above value (item (E)) to State of Wash-

ington on basis of gross operating revenue, (including

joint facility rent income), revenue traffic units and

locomotive and car mileage (24.69%) 36,882,237

(G) State of Washington proportion of value of large east-

ern and western terminals, 46.10% of '^D" 11,943,455

(H) Value of operating property in State of Washington

(Items '^F" and 'Tx") 48,825,692

[1740]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 26

Northern Pacific Railway Company

WASHINGTON ASSESSMENT 1935 AND 1936

Percentage of System Cost of Reproduction, Less Depreciation,

Represented by Large Eastern and Western Terminals

1—Cost of reproduction, less depreciation, as of December

31, 1934, for System (as reported to Washington Tax
Commission $406,671,775

2—Cost of reproduction, less depreciation, as of December

31, 1934, of large eastern and western terminals

:

Superior, Wisconsin $ 4,614,164

Duluth, Minnesota 11,042,193

St. Paul, '' 10,855,252

Minneapolis, '' 5,883,180

Seattle, Washington 14,920,543

Auburn, '

'

1,092,730

Tacoma (incl. So. Tacoma) Wash 11,697,964

Total of above terminals 60,106,026

3—Ratio of above terminal cost of reproduction, less depre-

ciation, to corresponding System figure as shown under

item 1 14.78%

Larger eastern and western terminals by states:

Amount Total

Wisconsin $ 4,614,164 7.68

Minnesota 27,780,625 46.22

Washington 27,711,237 46.10

$60,106,026 100.00

[1741]
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PLAINTIFF'S EXHIBIT ONE,

Sheet 28

Northern Pacific Railway Company

COMPARISON OP ELEMENTS USED BY JUDGE WEBSTER IN
DETERMINATION OF 1925 AND 1926 ASSESSMENT STATE
OF WASHINGTON TAXES ON OPERATING PROPERTY WITH
1936 ASSESSMENT.

Primary Federal

value .IS Court

assessed by Primary value valuation

Washington Tax as found by Ratio

Commission Federal Court of 1925

Year 1925 $126,460,000 $104,078,987 100.00%

" 1926 131,200,000 106,017,715 101.86

Average of years 1925 and 1926 128,830,000 105,048,351 100.93

Year 1936 # 88,500,000 85.03

Ratio of value as found by Fed-

eral Court to that found by

Washington Tax Commission

Year 1925 82.30%
'^ 1926 80.81

#Subject to review by Washington Board of Equalization.

Market value of stock and l)onds

(excluding Series '^B" and ^'C" bonds)

Average for three years ended December

3;^ ;^924 330,469,358 100.00%

Average for three years ended December

3^ ;i^925
322,413,822 97.56

Average for three years ended December

3^ ^935 216,294,410 65.45

Net railway operating income

capitalized at 6%
Average for three years ended December

3j ^924 313,400,823 100.00%

Average for three years ended December

3^ 1925
328,827,517 104.92

Average for three years ended December

Qi 1 QOK 120,097,350 38.32
^^' ^^'^^

[1742]
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PLAINTIFF ^S EXHIBIT ONE,

Sheet 29

Northern Pacific Railway Company

DETERMINATION OF VALUE OF OPERATING PROP-
ERTY IN STATE OF WASHINGTON FOR 1936 AS-

SESSMENT, BY USE OF METHOD AS STATED BY
JUDGE WEBSTER IN ARRIVING AT SIMILAR VAL-
UES FOR YEARS 1925 AND 1926 USING DEDUC-
TIONS FOR NON-OPERATING PROPERTY AS
CLAIMED BY NORTHERN PACIFIC RAILWAY
COMPANY

Proportionate

Total Amount

Stock and bond market value

(exclusive of Series ''B'' and ''C" bonds)

40% of stock and bond market

value as determined for three

years 1933-1935 inclusive, applic-

able to operating' property of

System $120,282,168 $ 48,112,867

Capitalized income

40% of average net railway oper-

ating income (System) for three

years ended December 31, 1935

(capitalized at 6%) 120,097,350 48,038,940

Physical property

20% of system reproduction cost,

less depreciation as of December

31, 1935 395,685,894 79,137,179

Total $175,288,986



2256 Adams County et al. vs.

(Plaintife's Exhibit One, Sheet 29—Continued)
Allocation to State of Washington

% of percentage of all tracks operated in Wash-

ington to total for system, December 31, 1935

% of 29.74 19.83

% of percentage of cost of reproduction in Wash-

ington to System

% of 33.126 11.04

Total percentage for allocation to Washington 30.87

Value of operating property as assigned to Wash-

ington

30.87% of $175,288,986 equals $54,111,710

[1743]
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PLAINTIFF'S EXHIBIT ONE
Sheet 31

COMPARISON OF VALUES FOR 1933 AND 1934 ASSESSMENTS
STATE OF WASHINGTON AS PRESENTED BEFORE BOARD
OF EQUALIZATION AND VALUE AS ASSESSED.

1933 1934
System Value Assessment Assessment

Market value of stock and bonds excluding

series ''B" and ''C" for average of four

years to December 31, 1933 $244,734,407
(Less non-operating deductions) 102,000,000

142,734,407

Average of stock and bonds market value 3

years to Dec. 31, 1932 $179,587,864

Capitalization of net railway operating income

at 6% for average of four years to Dec. 31,

1933 123,647,700

at 7% for average of three years to Dec. 31,

1932 112,854,643

Composite of stock and bond and capitalized

net railway operating income for four years

ended December 31, 1933 133,191,054

Three years to Dec. 31, 1932 146,221,253

Allocation to Washington

27.18% of $133,191,054 #36,201,328

Operating revenue, car miles, revenue traffic

units, track miles owned and cost of re-

production.

26.21% of $146,221,253 ##38,324,590

Value as assessed 100,450,000 92,804,500

Excess of assessed value 62,125,410 56,603,172

#Based on four years ended December 31, 1933. Data for three

years to December 31, 1933 was also shown in our exhibit which

produced $25,944,455 for Washington as compared with $36,201,328

for four year period.

##Data for years 1931 and 1932 was also shown in our exhibit which

produced $26,293,984 as compared with $38,324,590 for three year

period. [1745]
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PLAINTIFF'S EXHIBIT 2

is a copy of ^'Exhibit A" attached to the Complaint,

and is omitted to avoid duplication. [See page 38

of this printed record.] [1746]

PLAINTIFF'S EXHIBIT 3,

Page 1

To the State Tax Commission,

Olympia, Washington.

Under date of June 30, 1936, the Northern Pa-

cific Railway Company was advised that your Com-

mission had found the full 100% value of the com-

pany's operating real and personal property within

the State of Washington to be $88,500,000 for taxa-

tion for the year 1936.

In order that it may be advised of the facts which

the State Tax Commission supposed to be estab-

lished bearing upon the true cash market value of

its operating property for the year 1936 and effec-

tively avail itself of its right to a hearing before

the Commission, this company now requests the

Commission to advise it and make of record the

following information and facts which bear upon,

determine and control the true cash market value

of its property for the year 1936, viz

:

1. What sum was found to be the market

value of the shares of stock of the North-

ern Pacific Railway Company and as of

what date?
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2. What sum was found to be the value of the

funded debt of the Northern Pacific Rail-

way Company and as of what date ?

3. What sum was found to be the system net

railway operating income of the Northern

Pacific Railway Company and for what

years 1

4. What sum was found to be the net railway

operating income in the State of Wash-

ington and for what years?

5. For what year or period of years was the

value of the capital stock and fimded debt

averaged and used in determining the

value of said property by the stock and

bond method?

6. For what year or years w^as the net rail-

way operating income capitalized, averaged

and used in determining the value of said

property by the capitalization of income

method? [1747]

7. What sum was deducted from the value of

stock and bonds for non-operating prop-

erty of said company; what items were

classified as non-operating property and

what amount deducted for each of them?

8. Did the Commission use and consider the

cost of reproduction of the property of this

company either for the system or within

the state and, if so, what was the figure

which the Commission so found and used?

9. What sum was found by the Commission
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to be the value of the whole system of said

company ?

10. What percentage of system value was allo-

cated to the State of Washington in deter-

mining its assessed value"?

11. What factors were used in allocating a

proportion of system value to the State of

Washington ?

12. If there are any other facts reflected in and

bearing upon the assessed value of $88,-

500,000, the Commission is requested to ad-

vise this company thereof.

The Northern Pacific Railway Company protests

that the valuation of $88,500,000 fixed by the Com-

mission is grossly excessive and in violation of its

rights under the constitution and laws of the State

of Washington, the 14th Amendment, and Article 1

of Section 8 of the Constitution of the United

States.

NORTHERN PACIFIC
RAILWAY COMPANY,

By W. C. SMITH,
Assistant Tax Commissioner.

Dated the 21st day of

August, 1936. [1748]
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PLAINTIFF'S EXHIBIT 4

MEMORANDUM
August 26, 1936.

At the opening of the hearing today before the

State Tax Commission there were present Mr. Ten-

ner, Mr. Hedges, Mr. Manschreck, Mr. Mclntyre

(all of the State Tax Commission) and Mr.

daPonte, Mr. McCrary, Mr. Smith, Mr. Peterson

and Mr. Macfarlane.

The hearing was largely informal and Mr. Ten-

ner at once said that he did not have a written an-

swer to our communication dated August 21, 1936,

requesting answers to certain questions. However,

he said, in answer to questions 1, 2, 3 and 4 that the

figures they used were largely figures we had sup-

|)lied or which were obtained from reports we had

filed.

In answer to questions 5 and 6 he stated tliat the

Commission used one, three and five year figures.

In answer to question 7 he stated that the sum

deducted for nonoperating property was $38,100,-

000. He also stated that the Burlington bonds had

been eliminated from the stock and bond value.

Upon immediate protest made by Mr. daPonte,

Mr. Jenner said this amount of deductions ^^may

be small under any theory''.

In answer to question 8 he stated that the Com-

mission had found 472 million plus for the system

and 156 million plus for the state and that they had

considered reproduction cost.
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In answer to question 11 he stated that the fac-

tors used in allocating system value to Washing-

ton were reproduction cost, traffic units, joint facil-

ity rents, equipment rental and mileage owned and

operated.

In answer to questions 9, 10 and 12 he said that

many sets and bases of figures were used but no

particular one had been controlling. He said the

answer to these questions would not have much

bearing because the figures used were based on their

best judgment, different results having been ob-

tained from different bases; that they had consid-

ered the prospects for the present and future and

that they had used no mathematical figure or for-

mulae.

ROBERT S. MACFARLANE.
[1749]

PLAINTIFF'S EXHIBIT 5

Northern Pacific Railway Company

1935 ASSESSMENT
A valuation of $78,007,527 instead of $90,000,000

would have been found for 1935 had the Tax Commis-
sion followed the method used in 1933 without variation.

(Bill of Complaint, page 8).

System stock and bond value $189,129,380

40% of $189,129,380 75,651,752

Washington's proportion at 37.46% $28,339,146

System capitalized value $123,254,012

40% of $123,254,012 49,301,605

Washington's proportion at 37.46% 18,468,381

20% of cost of reproduction of $156,000,000 31,200,000

Total $78,007,527

[1750]
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PLAINTIFF'S EXHIBIT 6

Page 1 of 7 pages

Northern Pacific Railway Company

1935 Assessment

NONOPERATING DEDUCTIONS CLAIMED IN REPORT FOR THE
YEAR ENDED DECEMBER 31, 1934 ON ACCOUNT OF UNSOLD
LAND GRANT PROPERTY.

Assessed Value Basi^ of Market

State Acres for 1934 Assessment Valne

Lands

Wisconsin 1,600 $ 4,330 100% $ 4,330

Minnesota 41,150 127,332 33V3% 381,996

North Dakota 882 4,604 50% 9,208

Montana 3,963,150 14,734,120 100% 14,734,120

Wyoming 61,235 106,061 100% 106,061

Idaho 486,805 818,243 100% 818,243

Washington 1,129,906 3,478,997 Note ''A" 7,906,208

Oregon 37,520 210,188 Note'^B" 303,512

5,772,248 $19,483,875 $24,263,678

Mineral Reservations

Montana 1,124,167 $ 330,992 100% $ 330,992

Washington 57,143 64,126 Note^^\" 143,426

1,181,310 $ 395,118 $ 474,418

Unmined Iron Ore

Minnesota 26,327,203 tons $ 3,209,563 50% $ 6,419,126

Miscellaneous Property

Montana $ 6,451 100% $ 6,451

Idaho ^ 6,590 100% 6,590

Washington 62,130 Note ''
A" 134,476

$ 75,171 $ 147,517

Grand Total $23,163,727 $31,304,739
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Note ''A"—The statutory basis for assessment of

property in Washington is 50% of full value but

the State Board of Equalization having found the

actual basis in each county to be less than 50% the

ratios reported by the State Board have been used

to compute the full or market values shown in this

statement.

Note ^^B"—The statutory basis for assessment of

property in Oregon is full cash value but the State

Tax Commission having found the actual basis in

each county to be less than full value, the ratios re-

ported by the Tax Commission have been used to

compute the full or market values shown in this

statement. [1751]

PLAINTIFF'S EXHIBIT 6,

Pages 2 to 7 inclusive

purport to show in detail, by states and the several

counties therein, the material summarized by states

in Plaintiff's Exhibit 6, page one. [1752]
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PLAINTIFF'S EXHIBIT 7

June 19, 1933.

W. C. Smith, Assistant Tax Commissioner,

Northern Pacific Railway Company,

Seattle, Washington.

Dear Sir:

In reply to your letter of the 17th inst. relative

to the amount of $53,152,225 allowed as a deduc-

tion for non-operating property, you are advised

that the items listed below were used in arriving at

this amount.

Land Grant Land $ 7,500,000

Other Real Estate 6,000,000

Other Miscellaneous Property 1,662,225

N. W. Lnp. Co 14,275,000

S. P. & S 18,372,000

Manitoba Railway 5,000,000

N. P. Express... 343,000

Total $53,152,225

This amount is some $13,000,000 in excess of the

capitalization of non-operating income for the year

1932 and approximately $14,000,000 in excess of

that used in the exhibit submitted by Mr. daPonte

on the 11th of May, 1933.

Yours very truly,

TAX COMMISSION OF THE
STATE OF WASHINGTON,

(Signed) By GEO. L. HARRIGAN,
Secretary. [1753]
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PLAINTIFF'S EXHIBIT 8,

Page 1 of 7 pages

Northern Pacific Railway Company

1936 Assessment

NONOPERATING DEDUCTIONS CLAIMED IN REPORT FOR THE
YEAR ENDED DECEMBER 31, 1935 ON ACCOUNT OP UNSOLD
LAND GRANT PROPERTY

Assessed Value Busis of Market

State Acres for 1935 Assessment Value

Lands

Wisconsin 1,642 $ 4,130 100% $ 4,130

Minnesota 37,054 120,496 33^3% 361,488

North Dakota 882 4,458 50% 8,916

Montana 3,953,894 13,325,023 100% 13,325,023

Wyoming 61,235 77,362 100% 77,362

Idaho 484,241 776,624 100% 776,624

Washington 1,111,400 3,424,526 Note ''A" 7,670,456

Oregon 88,659 206,562 Note'^B" 294,164

5,739,007 $17,939,181 $22,518,163

Mineral Reservations

Montana 1,121,237 $ 316,264 100% $ 316,264

Washington 56,752 64,071 Note ''A'' 138,549

1,177,989 $ 380,335 $ 454,813

Unmined Iron Ore

Minnesota 26,315,315 tons $ 3,208,646 50% $ 6,417,292

Miscellaneous Property

Montana $ 5,902 100% $ 5,902

Idaho 6,590 100% 6,590

Washington 140,874 Note ^

'A '

'

289,983

$ 153,366 $ 302,475

Grand Total $21,681,528 $29,692,743
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Note ^^A^'—The statutory basis for assessment of

property in Washington is 50% of full value but

the State Board of Equalization having found the

actual basis in each county to be less than 50%, the

ratios reported by the State Board have been used

to compute the full or market values shown in this

statement.

Note ^^B''—The statutory basis for assessment of

property in Oregon is full cash value but the State

Tax Commission having found the actual basis in

each county to be less than full value the ratios re-

ported by the Tax Commission have been used to

compute the full or market values shown in this

statement. [1754]

PLAINTIFF'S EXHIBIT 8,

Pages 2 to 7 inclusive,

purport to show in detail by states and the several

counties therein, the material summarized by states

in Plaintiff's Exhibit 8, page one. [1755]
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PLAINTIFF'S EXHIBIT 9,

Page 1 of 5 pages

Northern Pacific Railway Company

1935 Assessment

NONOPERATING DEDUCTIONS CLAIMED IN REPORT FOR THE
YEAR ENDED DECEMBER 31, 1934, ON ACCOUNT OF MIS-
CELLANEOUS NONOPERATING PHYSICAL PROPERTY.

Assessed Value Basis of Market
State for 1934 Assessment Value

Wisconsin $ 470,760 100% $ 470,760

Minnesota 1,164,577 SS%% & 40% 2,956,140

North Dakota 49,547 50% 99,094

Montana 256,409 100% 256,409

Idaho 35,370 100% 35,370

Washington 2,471,916 Note ^'A" 5,439,896

Oregon 10,700 Note ''B'' 15,286

$4,459,279 $9,272,955

Note ^'A^'—The statutory basis for assessment of

property in Washington is 50% of full value but

the State Board of Equalization having found the

actual basis in each county to be less than 50%, the

ratios reported by the State Board have been used

to compute the full or market values shown in this

statement.

Note ^*B"—The statutory basis for assessment of

property in Oregon is full cash value but the State

Tax Commission having found the actual basis in

each county to be less than full value, the ratios re-

ported by the Tax Commission have been used to

compute the full or market values shown in this

statement. [1756]
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PLAINTIFF'S EXHIBIT 9,

Pages 2 to 5 inclusive,

purport to show in detail by states and the several

counties therein, the material summarized by states

in Plaintiff's Exhibit 9, page one. [1757]

PLAINTIFF'S EXHIBIT 10

Northern Pacific Railway Company

1935 Assessment.

NONOPERATING DEDUCTIONS CLAIMED ON ACCOUNT OF MIS-

CELLANEOUS PHYSICAL PROPERTY NOT USED IN OPERA-
TION OF THE RAILROAD.

By an exhibit filed with the Washington State Board

of Equalization on September 5, 1935, there was claimed

a deduction of $ 9,500,434

This amount was based on a capitalization of nonoperat-

ing income—5 year average—at 6%.

Schedule of miscellaneous nonoperating physical property

filed with the annual report for the year ended December 31,

1934, included locally assessed nonoperating property with

a value of $ 9,272,955

Said schedule did not include:

Leased sites in North Dakota classified as nonoperating

property and assessed for 1934 on a value of $ 955,610

N. P. Ry. Co's. one-half interest in property in Winnipeg

classified as nonoperating property and assessed for 1934 at

a value of approximately ^ 450,000

Total Value Based on Assessed Values $10,678,565
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PLAINTIFF ^S EXHIBIT 11,

Page 1 of 5 pages

Northern Pacific Railway Company

1936 Assessment

NONOPERATING DEDUCTIONS CLAIMED IN REPORT
FOR THE YEAR ENDED DECEMBER 31, 1935 ON
ACCOUNT OF MISCELLANEOUS NONOPERATING
PHYSICAL PROPERTY.

Assessed Value Basis of Market

State for 1935 Assessment Value

Wisconsin $ 460,760 100% $ 460,760

Minnesota 1,171,554 33^^% & 40% 2,973,591

North Dakota 582,606 50% 1,165,212

Montana 251,822 100% 251,822

Idaho 32,560 100% 32,560

Washington 2,504,187 Note'^A" 5,421,416

Oregon 9,550 Note^'B" 13,450

$5,013,039 $10,318,811

Note ^^A''—The statutory basis for assessment of

property in Washington is 50% of full value but

the State Board of Equalization having found the

actual basis in each county to be less than 50% the

ratios reported by the State Board have been used

to compute the full or market values shown in this

statement.

Note *^B"—The statutory basis for assessment of

property in Oregon is full cash value but the State

Tax Commission having found the actual basis in

each county to be less than full value, the ratios

reported by the Tax Commission have been used to

compute the full or market values shown in this

statement. [1759]
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PLAINTIFF \S EXHIBIT 11,

Pages 2 to 5 inclusive,

purport to show in detail by states and the several

counties therein, the material summarized by states

in Plaintiff's Exhibit 11, page one. [1760]

PLAINTIFF'S EXHIBIT 12

Northern Pacific Railway Company

1936 Assessment

NOXOPERATINO DEDUCTION CLAIMED ON ACCOUNT
OF MISCELLANEOUS PHYSICAL PROPERTY NOT
USED IN OPERATION OF THE RAILROAD.

By an exhibit filed with the Washington State

Tax Commission on August 26, 1936, there was

claimed a deduction of $10,318,811

This deduction was based on assessed values

for 1935 as shown by scheduled incorporated in

the annual report to the Tax Commission.

Income from property in this class has been

:

Year Misc. Rent Inc. #810 Misc. Phys. Prop. #511 Total

1931 $526,324.53 $179,645.29 $705,969.82

1932 474,742.36 177,169.82 651,912.18

1933 448,475.27 140,388.84 588,864.11

1934 418,665.88 147,747.68 566,413.56

1935 416,772.35 169,823.85 586,596.20

Average annual income capitalized at 6% :

Five years, 1931-1935 $619,951.17 $10,332,520

Three years, 1933-1935 580,624.62 9,677,077

One year, 1935 586,596.20 9,776,603

[1761]
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PLAINTIFF'S EXHIBIT 13

Northern Pacific Railway Company

1935 Assessment

NONOPERATING DEDUCTION CLAIMED ON
ACCOUNT OF SPOKANE, PORTLAND AND
SEATTLE RAILWAY COMPANY STOCK AND
BONDS BASED ON ASSESSED VALUES FOR
1934 $18,313,717

State Property Assessed Value

Washington S. P. & S $21,859,250

Oregon Trunk 500,000

Total $22,359,250

Oregon S. P. & S $ 7,306,227

Oregon Trunk 3,115,660

Oregon Electric 2,502,955

United Railways 1,343,343

Total $14,268,185

Grand Total $36,627,435

N. P. Ry. Go's, proportion—50% - $18,313,717

[1762]
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PLAINTIFF'S EXHIBIT 14

Northern Pacific Railway Company

1936 Assessment

NONOPERATING DEDUCTION CLAIMED
ON ACCOUNT OF SPOKANE, PORTLAND AND
SEATTLE RAILWAY COMPANY STOCK AND
BONDS BASED ON ASSESSED VALUES, FOR
1935 $17,437,939

State Property Assessed Value

Washiii^ton S. P. & S $21,000,000

Oregon Trunk 500,000

Total $21,500,000

Oregon S. P. & S $ 6,864,663

'* Oregon Trunk 2,977,245

'* Oregon Electric 2,250,880

*' Ignited Railways 1,283,090

$13,375,878

rand Total $34,875,878

N. P. Ry. Co.'s proportion—50% $17,437,939

[1763]
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PLAINTIFF'S EXHIBIT 15

Northern Pacific Railway Company

1935 ASSESSMENT

Nonoperating deduction claimed on account of land grant

contracts as of December 31, 1934 $2,638,010

Value of land grant property under contract based on as-

sessed values for 1934:

State

Assessed

Value

Basis of

Assessment

Full Cash

Value

Minnesota 3,807.56

Montana 691,898.00

Wyoming 1,329.52

Idaho 5,125.08

Washington 89,499.80

Oregon 53,164.46

Total 844,824.42

Washington

Grand Total

Lands

$ 11,183

2,836,475

3,893

38,815

350,327

125,658

$3,366,351

Town Lots

765

$3,367,116

331/3%

100%

100%

100%

Note'^A"

Note'^B"

Note ''A

$ 33,549

2,836,475

3,893

38,815

842,793

176,341

$3,931,866

1,628

$3,933,494

[1764]
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PLAINTIFF'S EXHIBIT 16

Northern Pacific Railway Company

1936 ASSESSMENT

Nonoperatinji- deduction claimed on account of land grant

contracts as of December 31, 1935 $2,153,419

Value of land grant property under contract based on as-

sessed values for 1935:

State

Minnesota 4,180.96

Montana 655,450.82

Wyoming 875.00

Idaho 5,684.48

Washington 97,397.41

Oregon 53,164.46

Total 816,753.13

Washington .

Grand Total

AHsessed

Value

Basis of

Assessment

Full Cash

Value

Lands

$ 11,681 331/3% $ 35,043

2,057,853 100% 2,057,853

875 100% 875

31,940 100% 31,940

355,901 Note^'A" 826,856

125,658 Note^'B" 173,900

$2,583,908 $3,126,467

Town Lots

$ 763 Note^'A" 1,628

$2,584,673 $3,128,095

[1765]
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PLAINTIFF'S EXHIBIT 17

Northern Pacific Railway Company

NONOPERATING DEDUCTIONS CLAIMED ON ACCOUNT
OF INVESTMENT IN NORTHERN PACIFIC TERMI-
NAL CO. OF OREGON

1935 1936
Assessment Assessment

Operating property assessed by Oregon

State Tax Commission $8,000,000 $7,800,000

Less property owned by G. N. Ry. Co.

(25% of Guilds Lake Terminal) 240,348 240,761

$7,759,652 $7,559,239

Nonoperating property

As assessed by County Assessor 155,070 $ 145,525

Basis of assessment 54% 55%
Full cash value $ 287,167 $ 264,590

Total value $8,046,819 $7,823,829

N. P. Ry. Co's. proportion—40% $3,218,728 $3,129,531

Note: No deduction was claimed in 1935 and $3,076,619 was

claimed in 1936

[1766]
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l-'l-iintiff 's exhibit 10:

HORTHWESTSRI IMPROVEMEliT COMPaIT
Phyaioal Property aa Aaaaaaad for 1935

StaU Aerea
Asaeaaed Baala of
Value Asaaaaaent

Full
value

ONSOLD I^HDS

Innaaota
orth Dakota
Montana
Washington
Orogon

e
200
467
116

783

909
422
134
920
_321

706

• 48
567

1 797
b64

...10,

$ 3 078

990
507
245
081
530

353

33-1/3JJ

100J{

Varioua
65X

1

•

146 970
735 014

1 797 246
1 922 952

16 200

4 618 381

MINERAL RESERVES

Montana
Waahlngton

169 006
7 780

• 42
47

482
_490 Varioua

# 42 482
110 014

176 786 • 89

OTMINED
972
IRON ORK

« 162 496

innaaota 5 127 560 tona I 204 925 50i • 409 850

INS IMPTS. ft PERS. PROPBRTT

innaaota
ontana
laahlngton

• 25
51
339

961
610
180

33.1/3J
t 77 884

51 610
788 791

• 416 751 • 918 285

PUBLIC UTILITIES

ontana - water
Washlngton-Eleetrlo

• 8
18

654
916 'SS

• 8 664
48 988

• 27 569 $ 52 642

ISCELLAIKOUS PROPERTT

Wiaoonaln
Innaaota
orth Dakota
ontana
Waahlngton
Oregon

1 267
65
1

51
210
35

5O0
566
678
250
432
740

looi
33-1/^ ft

lOOi
Varioua

5Si

ii
257 500
140 268

3 156
51 250

463 600
64 982

• 612 065 • 970 743

ST PROCEEDS OK MINES

ontana • 733JAB lOOX • .
733 348

OIUID TOTAL # 5 162 983 # 7 856 745
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PLAINTIFF'S EXHIBIT 23

is identical with ''Exhibit B" attached to the Com-

plaint, and is omitted here, to avoid duplication.

[See page 42 of this printed record.] [1772]

PLAINTIFF'S EXHIBIT 24

is identical with Plaintiff's Exhibit C-1, except that

vertical columns 10, 11 and 12 appearing in said

Exhibit C-1 do not appear in said Exhibit 24. [See

page 2223 of this printed record.] [1773]

PLAINTIFF'S EXHIBIT 25

is a cop}^ of the decree, Findings of Fact and Con-

clusions of Law entered in the U. S. District Court

for the Eastern District of Washington, Northern

Division, in Equity Cause No. 4300, in which North-

ern Pacific Railway Company is complainant, and

Adams County (and the other county defendants in

the present suit) are defendants. Said decree, so

far as material, is as follows

:

''This cause came on to be heard and was

argued by counsel and the court having made

and filed Findings of Fact and Conclusions of

Law, it is ordered, adjudged and decreed that

the plaintiff. Northern Pacific Railway Com-

pany, have and recover"
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(Here the decree states the name of each defend-

ant followed by the amount of recovery against the

same, which separate sums aggregate $889,366.25.)

The decree then adjudges that any and all taxes

appearing upon the rolls of each and all of the de-

fendant counties for the years 1925 and 1926 be

cancelled and stricken therefrom, and perpetually

enjoins the defendants from collecting the same.

The decree then grants recovery to plaintiff

against defendants severally the amount set oppo-

site the name of each, said amounts totalling one-

third of the sum of $29,181.68 allowed the Special

Master as compensation, clerk hire and exj)ense.

Otherwise no costs allowed.

The decree is dated September 7, 1932, and is

signed by '^J. Stanley Webster, District Judge."

[1774]

The Findings of Fact, so far as material, are as

follows

:

In Finding No. 1 the Court finds that defendants

are municipal corporations and that the amount in

controversy exceeds $3,000, exclusive of interest and

costs as between plaintiff and each defendant.

Finding No. 2 : Plaintiff owns and operates a rail-

road system from a point on Lake Superior in Wis-

consin through the States of Minnesota, North Da-

kota, Montana, Idaho and Washington to Portland

and other points in Oregon, with main and branch

lines into or through the several coimties defendant.

The system consists of 10,458.27 miles of all track
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operated, of which 3,227.59 miles are in Washing-

ton. The percentage of system all track mileage

operated in Washington for the assessment year

1925 was 30.86% and for the year 1926 was 31.29%.

Finding No. 3 : The system cost of reproduction

new less depreciation as found by the Interstate

Commerce Commission in its valuation proceedings

pursuant to Sec. 19a of the Interstate Commerce

Act, in its condition on the 30th day of June, 1917, at

prevailing prices as of June 30, 1914, plus net ex-

penditures for additions and betterments, depre-

ciated at the same rate as used by the Commission,

to December 31, 1924, was $441,547,329, and to De-

cember 31, 1925, was $446,833,095. The percentage

of said cost in Washington to system cost was

34.05% for 1924 and 33.77% for 1925.

In Finding No. 4 the Court finds the par value of

the stock and bonds and of each of the several issues

thereof outstanding on December 31, 1924, and De-

cember 31, 1925. [1775]

Finding No. 5: ''Said stocks and bonds are

listed, quoted daily and have a well established mar-

ket value on the New York Stock Exchange, and

have had for many years. They are and have long

been extensively bought and sold on said exchange.

Market value based on the monthly average of the

high and low prices at which said stocks and bonds

were bought and sold on said exchange for three

year periods ended December 31, 1924, and 1925

Avas as follows:
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1925 1926
Assessment Assessment

3 years to 3 years to

Dec, 31, 1924 Dec. 31, 1925

Stock $168,433,333 $159,133,333

Bonds

Nor. Pac. Ry. Prior Lien Mtge $ 92,207,223 $ 91,098,309
'' General Lien Mtge 33,049,117 32,844,549
^^ St. Paul-Dul. Div. Mtge 332,073 350,562

'' " '' Ref.&Impt. Mtge. Series ''A" 17,158,333 16,991,667
'' '' " " " " " ^'D" 9,418,750 9,500,000

St. Paul-Dul. R. R. 1st Mtge 991,667 992,500

St. Paul-Dul. R. R. 1st Cons. Mtge 895,000 896,667

Washington & Col. Riv. Ry. 1st Mtge 140,000 140,000

Washington Central Railway Co 643,862 641,235

Equipment Trust Certificates—1920 3,150,000 2,700,000

1922 4,050,000 3,600,000

1925 3,525,000

Total bonds excl. Series ''B"

and ^'C" (See Note) $162,036,025 $163,280,489

Note: Bonds as shown above exclude Nor.

Pac. Ry. Ref. & Tmpt. Series B and C

in connection with C. B. & Q. stock.

Total stock and bonds (exclu. Series B and

C bonds) $330,469,358 $322,413,822

Nor Pac. Ry. Ref. & Lnpt. Mtge. Ser. '^B" 113,689,142 113,421,743

^^ " " ^^ '' '' ''C" 8,321,275 8,278,063

Total Series ^B" and '^C' $122,010,417 $121,699,806

Total stocks and bonds $452,479,775 $444,113,628

[1776]
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Finding No. 6: Plaintiff owned on and prior to

March 1, 1925, and 1926, and subsequent thereto,

various stocks, bonds and other property not used

in the operation of its railroad and not assessable

by the state valuing officers. Said property, and its

market value at said time is as follows

:

Stock of Chicago, Burlington &

Quincy Eailroad Company pur-

chased with bonds of Series B
and C $136,000,000

Land grant from the United States... 19,677,571

Bonds of Spokane, Portland & Se-

attle Railway Company 7,900,000

Manitoba Railway Company 4,968,300

Stock of Northern Pacific Express

Co 343,000

Stock of Northw^estern Improve-

ment Co 16,600,000

The total value of said non-operating properties

was at said times the sum of $49,488,871. Said sum

should be deducted from the market value of plain-

tiff's stock and bonds for each of the assessment

years 1925 and 1926 in finding the market value of

plaintiff's operating property for each of said years

by the stock and bond method.

The value of the Burlington stock purchased with

the proceeds of Series B and C bonds exceeds the

value of said bonds. In determining system value



2288 Adams Comity et al. vs.

by the stock and bond method the B and C bonds are

excluded and no deduction is made for the stock.

Finding No. 7: I treat the stocks and bonds in

the way stated in Paragraph (6) hereof because

plaintiff in its brief has expressed its consent to

that method, and it is as favorable to defendants as

they have any reason to ask.

Finding No. 8: The net railway operating in-

come earned by plaintiff for the years 1922 to 1925

inclusive was as follow^s : [1777]

Year ended December 31, 1922, $19,450,514

" 1923, 17,100,557

" " " " 1924, 19,861,077

" " '' " 1925, 22,227,319

Said net income for the year 1924 capitalized at

0% is $331,017,950.

Said net income for the year 1925 capitalized at

6% is $370,455,317.

The average annual net income for the years 1922,

1923 and 1924 is $18,804,049. Capitalized at 6% is

$313,400,817.

Said average annual net income for the years

1923, 1924 and 1925 is $19,729,651. Capitalized at

6% is $328,827,517.

In Findings Nos. 9 and 10, the Court finds that

plaintiff's Washington operating property was val-

ued for taxation purposes at $126,460,000 for 1925,

and at $131,200,000 for 1926; that the equalized as-

sessed valuation thereof was fixed at $51,999,425 for
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1925, and at $56,112,727 for 1926, and that the total

taxes levied thereon were $2,626,340.32 for 1925 and

$2,991,136.98 for 1926.

Finding No. 12: The fair cash market value of

plaintiff's operating property in the State of Wash-

ington for the assessment years 1925 and 1926 was

$104,078,987 and $106,017,715 respectively. The

equalized value thereof which should have been ap-

portioned to each defendant at the county ratios

found by the State Board of Equalization was the

sum of $42,796,540 and $45,342,553 for 1925 and

1926 respectively; the tax which should have been

levied on said equalized valuations was $2,161,-

528.10 and $2,415,830.24, for the years 1925 and 1926

respectively. ^ * *

The method by which said vahiations are foimd is

as follows

:

(A) 1925 Valuation

The system value by the use of the stock and bond

method [1778] averaged over three immediately

preceding years is $330,469,358. This does not in-

clude the value of the Series B and C bonds with

the proceeds of which the stock of the Chicago, Bur-

lington & Quincy Railroad Company was acquired

by the Northern Pacific Company. From this must

be deducted the value of the non-operating prop-

erty. I find the value of the land grant to be $19,-

677,571; stock of Northwestern Improvement Com-

pany $16,600,000; bonds of Spokane, Portland &
Seattle Raihvay Company $7,900,000 ; lease of Mani-
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toba railroad $4,968,300; stock of Northern Pacific

Express Company $343,000, total of $49,488,871.

Making this deduction leaves a system value of the

operating property by the stock and bond method of

$280,980,487.

Capitalizing the average net railway operating in-

come of the system at 6% over the three immedi-

ately preceding years gives $313,400,817 as market

value of the system by the capitalized net income

method.

The cost of reproduction of the system as found

by the Interstate Commerce Commission in its valu-

ation proceedings pursuant to Sec. 19a of the Inter-

state Commerce Act, ])lus depreciated net additions

and betterments to December 31, 1924, is $441,-

547,329.

Forty per cent of value of system operating prop-

erty by \\\Q stock and bond method is $112,392,195

;

40% of system value by capitalizing net railway op-

erating income is $125,360,327; 20% of cost of re-

production is $88,309,466. The sum of the three is

$326,061,988 which I find to be the system fair cash

market value for the assessment year 1925.

31.92%) of the total is the fair market value of that

portion of the Northern Pacific system in the State

of Washington, or the sum of $104,078,987. The

31.92% is found by using relative miles of all tracks

operated and relative cost of reproduction, giving

two thirds weight to the first named factor. There

is an ovei^aluation of $22,381,013, or 21.50%. [1779]
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(B) 1926 Valuation

By the same method used for 1925 and making the

same deduction for non-operating property, the sys-

tem vahie by the stock and bond method for 1926

is $272,924,951 and 40% is $109,169,980; capitalized

three years average net railway operating income at

6% is $328,827,517 and 40% is $131,531,007; cost of

reproduction plus depreciated net additions and bet-

terments to December 31, 1925 is $446,833,095 and

20% is $89,366,619. The sum of the three is $330,-

067,606, which I find to be the system fair cash mar-

ket value for the assessment year 1926. The alloca-

tion factor for 1926 found in the same way as for

1925 is 32.12%. The fair cash market value of that

part of the system in the State of Washington is

$106,017,715. There is an overvaluation for the year

1926 of $25,182,285 or 23.75%.

I find 6% to be a fair rate for capitalizing net in-

come for determination of market value of the

system.

In Finding No. 13 the Court finds that of the

taxes so levied for 1925, plaintiff paid under protest

$1,842,724.52 leaving unpaid the sum of $783,615.80,

and that of the taxes so levied for 1926, plaintiff

paid imder protest $1,756,523.95, leaving unpaid the

sum of $1,234,613.03. The Court further finds that

pursuant to stipulation that plaintiff might have

judgment of refund for the same if found illegally

excessive, plaintiff thereafter in May, 1927, paid the

balance of said taxes for 1925 and 1926 under pro-
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test except a jurisdictional amount left unpaid in

each county.

In Finding No. 14, the Court finds the amoimt of

overpayment of taxes so made by plaintiff to each

defendant county for the assessment years 1925 and

1926 respectively, and the amounts which plaintiff

is entitled to recover severally from each defendant

county are the several amounts set forth in said find-

ings, which, in the aggregate, are found to be $383,-

358.32 for 1925 and $506,007.93 for 1926, or a total

of $889,366.25. [1780]

In Conclusion of Law No. 3 the Court concludes

that plaintiff is entitled to recover from each de-

fendant the several amounts set forth therein,

amounting in all, to $889,366.25, and that the unpaid

balance of taxes should be cancelled and stricken

from the rolls.

The Findings of Fact and Conclusions of Law are

dated September 7, 1932, and signed by ^^ J. Stanley

Webster, District Judge.'' [1781]

PLAINTIFF'S EXHIBIT 26

is a copy of the decree, findings of fact and conclu-

sions of law entered in the U. S. District Court for

the Eastern District of Washington, Northern Divi-

sion, in Equity Cause No. 4386, in which the North-

ern Pacific Railway Company is plaintiff, and Spo-

kane County (and the other county defendants in
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the present suit) and their respective treasurers are

defendants. Said decree, so far as material, is as

follows

:

After reciting the hearing of the evidence and the

making of the Court's findings of fact and conclu-

sions of law, the Court orders, adjudges and de-

crees (1) that there is due and unpaid by plaintiff

to each defendant as taxes for the years 1927, 1928

and 1929, the several amounts set forth aggregating

$667,541.85 for the 1927 tax, $625,169.13 for the

1928 tax, and $620,117.58 for the 1929 taxes, or a

grand total of $1,912,828.56. (2) That upon payment

of said several amounts, the balance of the taxes

levied for said years shall be cancelled and stricken

from the rolls, and defendants enjoined from col-

lecting the same. (3) That said payments are to be

made by crediting on the amount payable to each de-

fendant the amount of the judgment entered against

said defendant in Cause No. 4300, and the balance

to be paid by plaintiif in cash, according to the

schedule of debits and credits set forth in said

decree.

Said schedule shows the total amount due defend-

ants for 1927, 1928 and 1929 taxes to be $1,912,-

828.56, the amount of judgments due [1782] plain-

tiff to be $899,093.48, the net amount due the de-

fendant counties other than Adams, Benton, Frank-

lin and Lincoln after off-setting the judgment in

plaintiff's favor to be $1,033,069.63, and the balance

of plaintiff's judgment against defendants Adams,
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Benton, Franklin and Lincoln counties, after so off-

setting the judgment in plaintiff's favor to be

$19,334.55, the latter balance to be carried forward

to 1930.

The decree further provides that neither party

shall recover costs.

The decree is dated February 20, 1933, and is

signed by ^M. Stanley Webster, District Judge."

The Findings of Fact, so far as material, are as

follows

:

In Finding No. 1 the Court tinds that defendants

are duly organized counties of the State and the in-

dividual defendants are their respective duly elected

and qualified treasurers, and that the amount in

controversy between plaintiff and each defendant

exceeds $3,000 exclusive of interest and costs.

In Finding No. 2 the Court finds that plaintiff's

Washington operating property was valued for tax-

ation purposes at $131,500,000 for 1927, for $131,-

750,000 for 1928, and at $131,750,000 for 1929; that

the equalized assessed valuation thereof was fixed at

$56,642,954 for 1927, at $57,102,359 for 1928, and at

$56,861,151 for 1929 ; and that the total taxes levied

thereon were $3,015,173.71 for 1927, were $3,092,-

709.11 for 1928, and were $3,180,440.45 for 1929.

In Finding No. 3 the Court finds that prior to the

commencement of said action, plaintiff paid taxes

foT- the year 1927 in the sum of $1,900,514.77, leav-

ing unpaid the sum of $1,114,658.94; for the year

1928 plaintiff paid taxes in the sum of $2,003,927.04,
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leaving unpaid the sum of $1,088,782.07; and for

the year 1929, plaintiff paid taxes in the sum of $2,-

083,558.54, leaving unpaid the sum of $1,096,-

881.90. [1783]

In Finding No. 4 the Court finds that in Cause

No. 4300, on September 7, 1932, judgment was ren-

dered for plaintiff and against defendant counties in

the sum of $889,366.25 on account of taxes for 1925

and 1926 theretofore paid under protest, besides

costs.

In Finding No. 5 the Court finds that the parties

thereto have agreed upon the terms of a compromise

and settlement of the present cause involving the

1927, 1928 and 1929 taxes. Cause No. 4300 involving

the 1925 and 1926 taxes. Cause No. 4397 involving

the 1930 taxes. Cause No. 4438 involving the 1931

and 1932 taxes and Cause No. 4342 relating to re-

assessment of plaintiff* 's operating property for the

year 1924.

Finding No. 6 : The terms of compromise and set-

tlement of this cause and said causes relating tx) the

taxation of plaintiff ^s operating property for said

years are as follows

:

(1) That plaintiff shall pay taxes on a full value

of its operating property, after equalization at the

ratios fixed by the State Board of Equalization for

the respective years, of $112,000,000 for the years

1927 to 1931, inclusive, and on a valuation of $105,-

000,000 for the year 1932.
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(2) That there be credited on the amount pay-

able by plaintiff the amount of the judgment in said

Cause No. 4300 against each county respectively,

without interest, and the balance shall be paid in

cash without interest, penalties or costs by means of

draft on its treasurer which shall be paid in the

customary way, and upon such payment or tender

plaintiff shall receive from the coimty treasurer a

receipt in full for all taxes, interest, penalties or

costs appearing on the tax rolls of the several coun-

ties to be due for the years 1927 to 1931, inclusive,

and each of them.

(3) That taxes for the year 1932 shall be paid

by Northern Pacific Railway Company on said valu-

ation of $105,000,000 as when provided by law.

[1784]

(4) Immediately after such payment, plaintiff

shall satisfy the judgment in said Cause No. 4300

on the docket of this court as paid in full, and both

parties shall dismiss the appeal heretofore taken

herein.

(5) That the taxes for the year 1924 as re-

assessed and spread upon the tax rolls of defendant

counties for the years 1927 and 1928 shall be can-

celled by decree to be entered in Cause No. 4342,

together with all penalties, interest and costs ap-

pearing to have accrued thereon, and plaintiff shall

be given a receipt in full for all taxes, penalties, in-

terest and costs reassessed for said year 1924.
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(6) That neither party to either or any of said

causes shall recover costs against the other, except

only the costs as taxed in the judgment of this court

in said Cause ^o. 4300.

Finding No. 8: The court finds, upon evidence

submitted, that the terms of compromise and settle-

ment of this cause and of said other causes are just,

fair and in the public interest and should be carried

out and consummated accordingly.

Finding No. 9: Under this settlement there re-

mains due by the plaintiff to defendant counties the

difference between the amount of taxes which have

been paid as above stated, and the amount of taxes

w^hich would have been levied on the valuation of

$112,000,000, amounting to the sum of $1,912,828.56.

* * * and said sum is the full amount of taxes which

plaintiff owes and should pay the said defendant

counties for said years 1927, 1928 and 1929.

The amount of the judgment obtained by plaintiff

against the defendants in said Cause No. 4300, and

the amount due to each defendant, after crediting

the amomit of said judgment uj)on the unpaid taxes

for said years 1927, 1928 and 1929, is shown in de-

tail on Exhibit No. 3 hereto attached and made a

part hereof, and in the aggregate amoimts of $1,-

013,735.08. In the counties of Adams, Benton,

Franklin and [1785] Lincoln the amount due plain-

tiff on said judgment is in excess of the amount of

taxes due and unpaid for said three years to said

four counties as shown on said Exhibit No. 3 hereto
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attached, and said balance due said plaintiff from

said four counties will be carried forward and de-

ducted from the taxes which plaintiff will pay to

said four counties for the year 1930 by the Decree

this day entered in Cause No. 4397.

(Exhibit No. 3 referred to said findings shows

that the said balance due plaintiff from said four

counties aggregated $19,334.55.)

In Conclusion of Law No. 2 the Court concludes

that upon payment or tender of the net amount

stated in the findings of fact plaintiff is entitled to

a receipt in full for all taxes, penalties, interest and

costs for each of said years, 1927, 1928 and 1929,

and cancellation of the balance appearing on the

rolls to be due for each of said years, and to an in-

junction perpetually restraining the collection

thereof. [1786]

PLAINTIFF'S EXHIBIT 27

is a copy of the decree, findings of fact and conclu-

sions of law entered in the U. S. District Court for

the Eastern District of Washington, Northern Divi-

sion, in Eqviity Cause No. 4397, in which the North-

ern Pacific Railway Company is plaintiff* and King

County (and the other county defendants in the

present suit) and their respective treasurers, are

defendants. Said decree, so far as material, is as

follows

:

After reciting the hearing of the evidence and the

making of the Court's findings of fact and conclu-
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sions of law, the Court orders, adjudges and decrees:

(1) that there is due and unpaid by plaintiff to each

as taxes for the year 1930 the several amounts there-

in set forth aggregating $848,014.24; (2) that upon

payment of said several amounts, the balance of the

taxes levied for said year shall be cancelled and

stricken from the rolls, and defendants enjoined

from collecting the same; (3) that neither party

shall recover costs from the other.

The decree is dated February 20, 1933, and is

signed by ^M. Stanley Webster, District Judge.''

Finding No. 1 is in substance the same as Finding

No. 1 in Cause No. 4386 set forth in Plaintiff's Ex-

hibit 26.

In Finding No. 2 the Court finds that for 1930

plaintiff's Washington operating property was val-

ued for taxation purposes at $131,750,000, that the

equalized assessed valuation thereof was fixed at

$56,514,263, and the total taxes levied thereon were

$3,109,159.49.

In Finding No. 3 the Court finds that prior to the

commencement of said action, plaintiff paid taxes

for the year 1930 in the sum of $1,775,731.76, leav-

ing unpaid the sum of $1,333,427.73.

Finding No. 5 is in substance the same as Finding

No. 5 in Cause No. 4386 set forth in Plaintiff's

Exhibit 26.

Finding No. 6 is identical with Finding No. 6 in

Cause No. 4386 set forth in Plaintiff's Exhibit 26.

[1787]
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Finding No. 8: The Court finds, upon evidence

submitted, that the terms of compromise and settle-

ment of this cause and of said other causes are just,

fair and in the public interest and should be carried

out and consummated accordingly.

Finding No. 9: Under this settlement there re-

mains due by plaintiff to defendant counties the dif-

ference between the amoimt of taxes which have

been paid in the sum of $1,775,731.76, as above

stated, and the amount of taxes which would have

been levied on a valuation of $112,000,000, amount-

ing to $848,014.21, after crediting to plaintiff the

balance due on the judgment in said Cause No. 4300

by Adams, Benton, Franklin and Lincoln Counties,

in the sum of $19,334.55, as provided by the decree

this day entered in said Cause No. 4386, as shown

in detail on the statement hereto attached, marked

Exhibit 2, and made a part hereof, and said sum of

$848,014.24 is the full amount of taxes which plain-

tiff owes and should pay defendant counties for said

year 1930.

In Conchision of Law No. 2 the Court conchides

that upon payment of tender of the net amomit

stated in the findings of fact plaintiff is entitled to

a receipt in full of all taxes, penalties, interests and

costs for the year 1930, and cancellation of the bal-

ance ai)pearing on the rolls to be due for said years,

and to an injunction perpetually restraining the

collection thereof.
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The findings and conclusions are dated February

20, 1933, and are signed by ''J. Stanley Webster,

District Judge." [1788]

PLAINTIFF'S EXHIBIT 28

is a copy of the decree, findings of fact and conclu-

sions of law entered in the U. S. District Court for

the Eastern District of Washington, Northern Divi-

sion, in Equity Cause No. 4438, in which the North-

ern Pacific Railway Company is plaintiff and Yak-

ima County (and the other county defendants in the

present suit) and their respective treasurers, are

defendants. Said decree, so far as material, is as

follows

:

After reciting the hearing of the evidence and the

making of the Court's findings of fact and conclu-

sions of law, the Court orders, adjudges and decrees:

(1) that there is due and unpaid by plaintiff to each

defendant as taxes for the year 1931 the several

amounts therein set forth aggregating $894,399.17,

and that there is due and unpaid by plaintiff to de-

fendant counties as taxes for the year 1932 the sev-

eral amounts therein set forth aggregating $2,464,-

985.88; (2) that upon payment of said several

amounts, the balance of the taxes levied for said

years shall be cancelled and stricken from the rolls,

and defendants enjoined from collecting the same;

and (3) that neither party shall recover costs from

the other.
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The decree is dated February 20, 1933, and is

signed by ^'J. Stanley Webster, District Judge.''

Finding No. 1 is in substance the same as Finding

No. 1 in Cause No. 4386 set forth in Plaintiff's Ex-

hibit 26.

In Finding No. 2 the Court finds that plaintiff's

Washington operating property was valued for tax-

ation purposes for 1931 at $131,750,000 and for 1932

at $112,970,000; that the equalized assessed valua-

tion thereof was fixed for 1931 at $56,516,818, and

for 1932 at $48,048,468, and that the total taxes

levied thereon for 1931 were $2,845,844.59 and for

1932 were $2,652,090.06.

In Finding No. 3 the Court finds that ])rior to the

commencement of said action, plaintiff paid taxes

for the year 1931 amounting [1789] to $1,524,838.73,

leaving unpaid the sum of $1,321,005.86, and that

for the year 1932 the taxes were not due when said

action was brought and no part of said taxes have

been paid.

Finding No. 4 is in substance the same as Finding

No. 5 in Cause No. 4386 set forth in Plaintiff* 's Ex-

hibit 26.

Finding No. 5 is identical with Finding No. 6 in

Cause No. 4386 set forth in Plaintiff's Exhibit 26.

Finding No. 7: The Court finds, upon evidence

submitted, that the terms of compromise and settle-

ment of this cause and of said other causes are just,

fair and in the public interest and should be carried

out and consummated accordingly.
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Finding No. 8: Under this settlement there re-

mains due by plaintiff to defendant counties for the

year 1931 the difference between the amount of

taxes which have been paid in said sum of $1,524,-

838.73 and the sum of $2,419,237.90, which is the

amount of taxes which would have been levied on a

valuation of $112,000,000, or the sum of $894,399.17,

* * * and said sum is the full amount of taxes which

plaintiff owes and should pay defendant counties

for said year 1931. For the year 1932 there remains

due and unpaid to the defendant counties the sum

of $2,464,985.88, being the amount of taxes that

would have been levied on a full valuation of $105,-

000,000, and said sum is the full amount which

plaintiff owes and should pay to defendant comi-

ties for the year 1932, as shown in detail on Exhibit

1 heretofore referred to and made a part hereof.

In Conclusion of Law No. 2 the Court concludes

that upon payment or tender of the net amount

stated in the findings of fact plaintiff is entitled to

a receipt in £li11 of all taxes, penalties, interest and

costs for the years 1931 and 1932, and cancellation

of the balance appearing on the rolls to be due for

said years, and to an injunction perpetually re-

straining the collection thereof.

The findings and conclusions are dated February

20, 1933, and are signed by "J. Stanley Webster,

District Judge.'' [1790]
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PLAINTIFF'S EXHIBIT 29

Seattle, Washington,

June 6, 1933

State Tax Commission,

Olympia, Washington.

Gentlemen

:

I observe statement in the Press that the Commis-

sion valued the railroads by a formula which it is

entirely willing to communicate to the companies.

Mr. Dudley tells me that Mr. Jenner confirmed this

in a conversation with him.

If correctly informed, I would be greatly obliged

if you would give me the formula w^hich w^as used

for the S. P. & S. and the Northern Pacific this

year.

Yours ti'uly,

(Signed) L. B. daPONTE
daP/em

cc: W. C. Smith [1791]

PLAINTIFF ^S EXHIBIT 30

Seattle, Washingi:on,

Jime 1, 1934.

State Tax Commission,

Olympia, Washington.

Gentlemen:

This will acknowledge receipt of your advice of

May 31 giving the primary valuation of the operat-
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ing property of the Northern Pacific Railway Com-

pany. Last year you kindly gave us the fornuilas

by which you arrived at our valuation.

Kindly give me the same information for this

year for the Northern Pacific and the Spokane,

Portland & Seattle.

Very truly yours,

(Sgd.) W. C. SMITH
Assistant Tax Commissioner [1792]

PLAINTIFF'S EXHIBIT 31

PROTEST

To the State Board of Equalization,

Olympia, Washington

:

The membership of this Board acting as the Tax

Commission of the State of Washington, on June 1,

1934, advised this company that the primary value

of its operating property in the State of Washing-

ton for taxation for the year 1934 was $94,800,000.

By letter of June 1, 1934, Mr. W. C. Smith, Assist-

ant Tax Commissioner, asked the State Tax Com-

mission for the formula by which it had arrived at

said valuation and for the same information for the

year 1934 with respect thereto w^hich the Tax Com-

mission gave for the year 1933. The Tax Commis-

sion, under date of June 6, 1934 answered said let-

ter of June 1, 1934, as per copy attached hereto.
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The information requested in letter of June 1,

1934, was not given in said letter of June 6, 1934,

nor is any information given in said letter from

which this company can determine how its assessed

value for the year 1934 was found to be $94,800,000,

nor did said letter of June 6, 1934, give any informa-

tion from which this company can determine and

point out the errors which the Tax Commission com-

mitted in fixing the assessed valuation of this com-

pany's operating property in the State of Washing-

ton for the year 1934 at $94,800,000, which valuation

is grossly excessive.

In view of the foregoing and in order that it may

be advised of the facts which the State Tax Com-

mission supposed to be established bearing upon the

true cash market value of its operating property

for the year 1934 and effectively avail itself of its

right to a hearing before this Board, this com])any

now requests the Board to advise it and make of

record the following information and facts w^hich

bear upon, determine and control the true cash mar-

ket value of its property for the year 1934, viz

:

[1793]

1. What sum was foiuul by the Tax Com-

mission to be the market value of the shares of

stock of the Northern Pacific Railway Company

and as of what date?

2. What sum was found to be the value of

the funded debt of the Northern Pacific Rail-

way Company and as of what date ?
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3. What sum was found to be the system net

operating income of the Northern Pacific Rail-

way Company and for what years ^

4t. What sum was found to be the net rail-

way operating income in the State of Vv^ashing-

ton and for what year'?

5. For what year or period of years was the

value of the capital stock and funded debt av-

eraged and used in determining the value of

said property by the stock and bond method 'f

6. For what year or years was the net rail-

way operating income capitalized, averaged and

used in determining the value of said property

by the net income capitalized method "?

7. What sum was deducted from the value

of stocks and bonds for nonoperating property

of said company; what items were classified as

nono})erating property and what amount de-

ducted for each of them?

8. Did the Board use and consider the cost

of reproduction of the property of this com-

j)any either for the system or within the state

and, if so, what was the figure w^hich the Tax

(Commission so found and used*?

9. What sum was found by the Board to be

the value of the whole system of said company?

10. What percentage of the system value

was allocated to the State of Washington in de-

l(M*mining its assessed value?
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11. What factors were used in allocating a

proportion of system value to the State of

Washington ?

12. If there are any other facts reflected in

and bearing upon the assessed value of $94,800,-

000, the Board is requested to advise this com-

pany thereof.

The Northern Pacific Railway Company protests

that the valuation of $94,800,000, fixed by the State

Tax Commission, is grossly excessive and in viola-

tion of its rights under the constitution and laws of

the State of Washington, the 14th Amendment, and

Article I of Section 8 of the Constitution of the

United States, and prays that [1794] the same be

reduced to a sum not exceeding $47,400,000; and

further requests that the Board advise it of the mat-

ters and things inquired about and make the same

of record before it finally determines the assessed

valuation of said property for the year 1934.

NORTHERN PACIFIC RAILWAY
COMPANY

By: L. B daPONTE
Western Counsel

Dated the 6th day of

September, 1934. [1795]
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State of Washington

Tax Commission

Olympia

June 6, 1934.

Northern Pacific Railway Company,

Smith Tower,

Seattle, Washington.

Attention: Mr. W. C. Smith, Assistant

Tax Commissioner.

Gentlemen

:

This commission has recently received requests

from representatives of certain interstate railroads

that they be furnished the formula employed in de-

termining the primary valuation of the operating

property of such railroads for the year 1934.

You are advised that in arriving at such valua-

tions no rigid mathematical formula was used or in-

vented; the commission, however, considered and in

some measure utilized the generally accepted meth-

ods of determining the value of railroad operating

property.

Due consideration was given to all evidence, testi-

mony, argument and information supplied or ad-

duced through our own independent investigations,

and we are of the opinion that the valuations deter-

mined and set forth below actually represent the

true and fair 100% primary values of the operating

properties of the respective railroads in the State

of Washington as of March 1, 1934

:
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Railroad Real Property Personal Property Total

Northern Pacific Ry $82,891,710.00 $11,908,290.00 $94,800,000.00

Great Northern Ry 55,827,274.00 6,372,726.00 62,200,000.00

Oregon-Washington

RR & Nav. Co 33,795,999.00 2,704,001.00 36,500,000.00

Spokane, Portland &
Seattle Railway Co 20,684,900.00 1,665,100.00 22,350,000.00

Chicago, Milwaukee,

St. Paul & Pac. RR 29,474,922.00 2,725,078.00 32,200,000.00

Very truly yours,

TAX COMMISSION OF THE
STATE OF WASHINGTON

By T. M. TENNER
Commissioner. [1796]

PLAINTIFF'S EXHIBIT 32

Seattle, Washington,

Jime 14, 1935.

State Tax Commission,

Olympia, Washington

Gentlemen

:

I have received the value you placed on the oper-

ating property of the Northern Pacific Eailway

Company for 1935, and Mr. Daries forwarded to me

a copy of your advice giving the value of the Spo-

kane, Portland & Seattle Eailway Company's oper-

ating property.
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If consistent, please advise how you arrive at the

two values. You will remember that in 1933, you

kindly gave the method used by you, and it is sim-

ilar information I am asking for the 1935 values.

Very truly yours,

(Sgd.) W. C. SMITH
Assistant Tax Commissioner [1797]

PLAINTIFF'S EXHIBIT 33

State of Washington

Tax Commission

Olympia

June 17, 1935.

Mr. W. C. Smith,

Assistant Tax Commissioner,

Northern Pacific Railway Company,

Smith Tower,

Seattle, Washington.

Dear Sir:

In response to your letter of Jime 14th relative to

the commission's findings in fixing the primary

values of the operating properties of the Northern

Pacific Railway Company and the Spokane, Port-

land & Seattle Railway Company within the State

of Washington for the year 1935, we advise you that

the commission did not adhere to any fixed mathe-

matical formula.
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Consideration was given to all the indicia of val-

ues customarily used by assessing officials and by

the courts in arriving at railroad values.

The values found, to-wit, the sum of $90,000,000

for the Northern Pacific and $21,000,000 for the

Spokane, Portland & Seattle are, in the judgment

of this commission, the full values of said operating

properties within this state for assessment and tax-

ation for the year 1935.

Very truly yours,

TAX COMMISSION OF THE
STATE OF WASHINGTON

By: H. H. HENNEFORD
Chairman [1798]

PLAINTIFF'S EXHIBT 34

Seattle, Washington,

March 16, 1937.

State Tax Commission,

Olympia, Washington.

Attention Mr. Jenner

:

Gentlemen

:

We would like to know, in connection with our

pending tax case, whether the Commission will give

us similar information concerning the 1935 assess-

ment that it gave us at the hearing on the 1936 as-

sessment. Our request was in the form of certain

questions, and I am enclosing you copy for conven-
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ient reference. You will recall that Mr. Jenner gave

certain information in answer to these questions.

We would also like to have a list of the non-oper-

ating property and the value placed on each item

and deducted from the system value by the stock

and bond method for both 1935 and 1936. You will

recall that the Commission gave us this information

in connection with the 1933 assessment.

Yours very truly.

W. C. SMITH
Assistant Tax Commissioner [1799]

1. What sum was found to be the market value

of the shares of stock of the Northern Pacific Rail-

way Company, and as of what date 1

2. What sum was found to be the value of the

funded debt of the Northern Pacific Railway Com-

pany and as of what date"?

3. What sum was found to be the system net

railway operating income of the Northern Pacific

Railway Company and for what years?

4. What sum w^as found to be the net railway

operating income in the State of Washington and

for what years "?

5. For what year or period of years was the

value of the capital stock and funded debt averaged

and used in determining the value of said property

by the stock and bond method "?

6. For what year or years was the net railway

operating income capitalized, averaged and used in
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determining the value of said property by the capi-

talization of income method ?

7. What sum was deducted from the value of

stock and bonds for non-operating property of said

company; what items were classified as non-operat-

ing property and what amount deducted for each of

them?

8. Did the Commission use and consider the cost

of reproduction of the property of this company

either for the system or within the state and, if so,

what was the figure which the Commission so found

and used?

9. What sum was found by the Commission to be

the value of the whole system of said company ?

10. What percentage of system value was allo-

cated to the State of Washington in determining its

assessed value?

11. What factors were used in allocating a pro-

portion of system value to the State of Washington ?

12. If there are any other facts reflected in and

bearing upon the assessed value of $88,500,000, the

Commission is requested to advise this company

thereof. [1800]
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PLAINTIFF'S EXHIBIT 35

State of Washington

Tax Commission

Olympia

May 25, 1937.

Mr. W. C. Smith
Assistant Tax Commissioner

Northern Pacific Railway Company
Seattle, Washington

Dear Sir:

In response to your letter of March 16, relative to

certain information requested by you bearing upon

the railroad valuation for the year 1935, we advise

you that in view of the pending litigation attacking

this valuation the Commission does not deem it

proper to answer your questionnaire.

Yours very truly,

TAX COMMISSION OF THE
STATE OF WASHINGTON

By T. M. JENNER [1801]

PLAINTIFF'S EXHIBIT 36

Seattle, Washington

May 21, 1936

Mrs. Irene Schafer

Treasurer, Adams County,

Ritzville, Washington

Dear Madam;

The Northern Pacific Railway Company herewith

pays to you the sum of $17,326.55, being first half of



2316 Adams County et al. vs.

1935 taxes, levied on its operating real and personal

property in your county, but nevertheless makes

such payment under protest on the ground that the

total amount of the taxes levied on its operating

property for the year 1935 is unjust and excessive,

due to the gross overvaluation of said operating

property for said year by the State Tax Commis-

sion and the State Board of Equalization.

Very truly yours,

W. C. SMITH
Assistant Tax Commissioner [1802]

PLAINTIFF'S EXHIBIT 37

Seattle, Washington,

November 13, 1936

Mrs. Irene Schafer,

Treasurer, Adams County,

Ritzville, Washington.

Dear Madam:

The Northern Pacific Railway Company hereto-

fore paid the first half of taxes levied on its operat-

ing real and personal in your county, but under pro-

test, and now herewith pays to you the second half

of the personal property taxes, amounting to

$2,003.70, protesting that it has heretofore paid

more than the just and lawful tax which it should

pay, and the payment is now made under protest

on the ground that its operating property was
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grossly overvalued by the Tax Commission and

Board of Equalization and v^^as discriminatory and

at a far greater percentage of fair market value

than applied to the general property in the state,

and that the assessment and taxation of the operat-

ing property of this company violates the 14th

Amendment to the State Constitution and the stat-

utes of the state and the due process and equal pro-

tection clauses of the 14th Amendment to the Con-

stitution of the United States and imposes an un-

just burden upon interstate commerce in violation

of Article 1, Section 8 of the Constitution of the

United States.

NORTHERN PACIFIC RAILWAY
COMPANY

By W. C. SMITH
Its Assistant Tax Commissioner

[1803]
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Passenp:er revenue (.^count 102 ) : Niimber of tons of L.C.L. freight

Percent : Percent

of 1920 ; Total
I of 1920
: (Total) •Year ended December 31 : Total (Total) : Ori/5:inated : carried

: SYS T E M

1920 : $21 llj.3 708 100. 677 103 831 176 ; 100. 1

1921 17 015 155 80A7 kSj llH- 596 326 • 71.74- :

1922 15 551 897 73.55 510 297 618 129 7^.37
i

1923 15 438 78^ 73.02 k90 273 609 332 73.31 :

192)| 13 167 3^2 62.28 1+58 ^52 566 989 68.22 :

1925 13 201 179 62.1+11. 1+62 651 576 928 69.1+1 i

1926 12 639 990 59.78 1+35 I26 511-6 81+8 65.79 i

1927 11 773 283 55.68 1+19 059 531 lO^ 63.98 :

1928 10 732 830 50.76 i|20 511-9 531 050 63.89 :

1929 9 820 918 H-6.115 393 17^ 500 107 60.17 :

1930 7 727 955 36.55 315 006 1+02 818 1+8.1+6
i

1931 5 ^72 083 25.88 235 2011- 305 797 36.79 ;

1932 3 6)|8 156 17.25 160 878 217 011-5 26.11 1

1933 3 208 871 15.18 135 635 192 020 23.10
i

193H- 3 362 558 15.90 152 072 217 381+ 26.15 •'

1935 3 525 510 16.67 132 445 195 531 . 23.52 :

Interstate Intrastate

STATE OF V;ASHIITOTOH

Year ended December 31

1920 $ 2 550 895 ^3 ^22 658 $ 5 973 553 100. 199 1^63 221+ 622 : 100. ;

1921 2 0^7 6il9 2 719 631 k 767 280 79.81 13H- 387 201 1^73 : 89.69 ;

1922 1 926 110 2 l]-8l 650 i| 1^07 760 73.79 1I+5 758 215 022
i 95.73

i

1923 2 026 !+87 2 390 171 4- ^If 658 73.9^ 1I+6 97^ 218 200 : 9Mi+ '.

l92i^• 1 776 108 1 901 2i^5 3 677 353 61,56 . 128 631 192 20I+ : 85.57 ;

1925 1 992 220 1 766 329 ^ 758 5^9 62.92 126 51+0 190 515 • 81+. 82 :

1926 1 791 I5i| 1 fhl 385 3 ^32 539 57.^6 120 694 183 591 : 81.73 i

1927 1 615 638 1 J+81 865 3 097 503 51.85 .
110 570 171 021+ ; 76.11+

i

1928 1 k9J 230 1 ^00 207 2 897 ^37 4-8.50 : 110 910 . 172 139 : 76.63 i

1929 1 325 ^'{1 1 171 ^85 2 !|96 956 H-1.80 ; 105 478 163 880 : 72.96 :

1930 1 102 512 792 992 1 895 50^ 31.73 :

7I+ 2I+0 122 933 : 54-. 73 :

1931 851- 692 51^-5 211 1 396 903 23.38 ; 11-5 696 81+ 127 : 37.^5 1

1932 563 536 379 715 943 251 15.79 I 27 865 56 977 : 25.37 i

1933
1934

'
l|19 807 312 i|49 732 256 12.2f : 23 797 51 827 : 23.07 :

^23 060 317 255 7^0 315 12.39 ; 25 261
211. 563

;

57 307
i

55 679 :

25.51 i

2^^.79
i

1935 : ^-89 Okk 336 578 825 622 13.82 :
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PLAINTIFF'S EXHIBIT 40

Northern Pacific Railway Company

REVENUE FREIGHT IN STATE OF WASHINGTON
Coal

Originated on N«r. Pac. All other freij?ht Total freight carried

within the State carried in State in the State

Ratio Ratio Ratio

Calendar of of of

Year Ton. 1922 Tons 1922 Tons 1922

1922 817,004 100 136,918 100 953,922 100

1923 780,356 96 112,171 82 892,527 94

1924 761,140 93 148,806 109 909,946 95

1925 811,808 99 129,720 95 941,528 99

1926 826,653 101 116,299 85 942,952 99

1927 837,537 103 114,379 84 951,916 100

1928 785,763 96 142,007 104 927,770 97

1929 816,529 100 167,081 122 983,610 103

1930 749,121 92 140,940 103 890,061 93

1931 622,781 76 113,774 83 736,555 77

1932 502,557 62 89,281 65 591,838 62

1933 400,633 49 73,454 54 474,087 50

1934 385,286 47 73,561 54 458,847 48

1935 428,991 53 101,504 74 530,495 56

1936 474,853 58 96,028 70 570,881 60

[1806]
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PLAINTIFF'S EXHIBIT 42

Northern Pacific Railway Company

REVENUE FREIGHT IN STATE OF WASHINGTON
REFINED PETROLEUM AND ITS PRODUCTS

Originated on Nor. Pae. All othei• freight Total freight carried

within the State carried ;in State in the State

Ratio Ratio Ratio

Calendar of of of

Year Tons 1922 Tons 1922 Tons 1922

1922 46,777 100 128,497 100 175,274 100

1923 49,577 106 179,326 140 228,903 131

1924 54,974 118 183,789 143 23S,763 136

1925 91,656 196 169,575 132 261,231 149

1926 141,639 303 157,874 123 299,513 171

1927 133,200 285 170,083 132 303,283 173

1928 176,802 378 177,798 138 354,600 202

1929 167,462 358 188,778 147 356,240 203

1930 152,600 326 194,594 151 347,194 198

1931 106,946 229 162,518 126 269,464 154

1932 90,688 194 136,573 106 227,261 130

1933 79,193 169 101,417 79 180,610 103

1934 91,612 196 121,470 95 213,082 122

1935 74,719 160 126,646 99 201,365 115

1936 77.831 166 142,977 111 220,808 126

[1808]
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Conparison of freiRht and passenger revenues - State of Wasninpton, Class 1 roads.

Chf:o.,Milw.St.P.i Pac Great Northern By. Co. Northern Pacific Rv

: Ratio Percent
"^;;:w;sh:ir;:^;;;" Spokane Int rnational H». Spok..P{irt.& Seattle %;c'o;'""

Percent ^ Hatio
i

; Ratio
,
Percent . Ratio ;Percent ' Ratio Percent . Ratio Percent ;

; to of to of to of to of to of to of
:

to of ;

Revenue : 1922
l

total _^ Revenue 1922 . total Revenue 1922 total Revenue 1922 total Revenue _122.2_ total Revenue 1922 total Bevenue
; 1922 total

F_^ E 1 :; H T R E V E ;i U E (Account 101)

i
1922 $ 7 "^20 587 ; 100.00

'.

16.30 $ 8 802 944 100.00- 19.33 $19 096 829 100.00 41.94 * 5 722 217 100.00 ; 12.57 $ 201 849 100.00 .44 $ 4 283 168 100.00 9.42 $45 532 594 ; 100.00 100.

: 1923 8 205 817 ': 110.55 : 15.52 11 271 048 128.04! 21.32 21 479 927 112.48 40.62 6 556 732 114.23 ; 12.35 166 285 82.38 .31 .5 218 775 121.70 9.87 52 876 584 : 116.15 100,
: 1921V 7 f49 899 ': 103.09 : 15.81 10 042 264 114.08 i 20.75 19 568 476 101.42 1-0. 03 5 857 233 102.01 ; 12.06 161 513 79.92 .33 5 332 211 124.35 11.02 48 391 401 : 106.28 100.
; 1925 7 735 2lH loif.^i. : 15.46 10 413 371 118.29: 20.81 20 481 192 107.25 40.95 5 976 467 104.44

; 11.95 190 244 94.25 .38 5 240 601 122.21 10.47 50 037 116 : 109.69 100.
: 1926 7 i+lf 217 ; 99.94 : 13.93 11 543 836 128.86; 21.51 21 f.89 254 115.58 40.74 7' 5 197 118.19 ; 12.70 133 073 90.70 .34 5 845 468 156.52 10.98 53 24l 025 ; 116.93 100.
. 1927 6 953 352 ; 93.70

'

13.46 11 425 125 129.79 i 22.11 20 601 486 107.38 59.88 f 272 025 109.61 ; 12.14 192 666 95.45 .37 6 217 969 145.00 12.04 51 662 625 : 113.46 100. •

. 1928 7 "^3^ 953 i
100.22 ; 13.35 12 842 075 145.88; 23.0f 21 954 562 114.86 59.58 1 618 294 115. CS ; 11.88 180 6J)4 69.49 .33 6 6,85 922 155.92 12.00 55 698 250 : 122.55 100. ;

; 1929 t 91^5 931 : 93.60 12.74 12 628 995 145.46; 25.17 21 580 917 115.01 39.59 ' 505 on 113.^^4
; 11.93 191 930 96.09 .35 (^ 661 404 155.44 12.22 54 512 258 : 119.72 100.

• 1930 5 210 095 70.21 11.23 11 621 573 152.02: 25.05 18 5B9 952 9'-. 30 39. t4 5 556 051 95.60 : 11.55 l4l 735 70.22 .31 5 671 567 152.26 12.22 46 390 973 ; 101.89 100.
• 1931 3 721 689 50.15 10.27 8 982 610 102.04: 24.79 l4 657 048 76.75 40.45 4 517 052 75.44 ; 11.92 120 870 59.88 .33 4 432 920 105.58 12.24 36 232 169 ': 79.57 100.

i

; 1932 2 701 267 36.1^0 10.48 ' 351 791 72.16 i 24.(4 10 570 '^•09 55.35 41.01 2 655 224 49.51 10.99 91 055 45.11 .36 5 226 525 75.24 12.52 25 774 291 56.61 100. :

; 1933 2 39c 621; : 39.03 11.23 f' 315 390 71.74; 24.49 10 155 554 55.17 39.37 5 021 756 52.81 . 11.72 77 997 5b. '4 .50 3 324 549 77.53 12.89 25 789 650 ;
%.G^ IOC. ;

; m^ 3 202 331 1^3.15 10.98 7 109 451 80. 76 : 24.38 11 215 257 58.73 58. 4( 5 596 998 f.2.86 : i:.54 93 932 46.54 .32 5 943 562 91.96 13.52 29 161 531 ; 64.05 100.
; 1935 3 553 800

;
117.89 11-73 7 164 309 81.39

;
23.65 11 284 500

0_

59.09

i . E :; L

37.-^'

I 1:

5 950 6o4

?, K V L ;i L'

(9.04 ' 13.04

E (Account 102

96 970

1

48.04 .32 4 233 356 98.84 14.00 30 288 519 : 66.52 100.

1922 $ 1 i;07 962 : 100.00 11.10 3 481 659 100.00; 27.44 i; 4 40? 7to 100.00 34.74 ^ ^ 25t 810 100. JO , i,-.(,3 i 24 907 100.00 .20 1 128 679 100.00 3.39 i12 687 777 • 100.00 100.
1923 1 1^97 1+59 106.56 11.45 3 627 369 104.19: 27.74 4 '*!' ^58 100.20 33.78 2 Af 573 100.43

: 17.16 31 055 lU.i'O .24 1 257 117 111.53 9.61 13 076 oil ; 103.06 100.
1924 1 319 828 93.7"^ 11.68 3 254 527 93.48. 28.79 3 ( 77 353 85.45 32.54 1 9.7 4.7 6 '.17 17.05 25 241 101,54 .22 1 098 577 97.33 9.72 u 302 953 : 89.09 100.
1935 1 166 337 : 82.98 10.78 3 038 454 87.27 : 28.02 3 758 549 85.27 34.rf 1 801 042 BO. 52 : 1( .-1 21 752 87.25 .20 1 055 207 93.49 9.73 10 843 321 ; 85.46 100.
1526 1 108 869 . 7&.76 11.16 2 819 432 80.98 : 28.37 . 3 452 559 77.87 34.54 1 533 159 f8.54

: 15.45 19 240 77.25 .19 1 024 368 90.30 10.31 9 938 107 ; 78.33 100.
l-,tl 1 214 78f- . 86.28

.
12.85 2 705 044 77.69 : 28.61 5 097 503 70. 27 32. 7t 1 471 0?', ''5.7'

: I'l.^l- 18 056 72.49 .19 947 84l 83.9s 10.05 9 454 256 : 74.51 IOC.
ly.'a 1 298 897 92.25 14,59 2 578 312 74.05: 28.96 i 2 897 437 •5,73 52.55 1 239 537 55.41 15.92 K 664 (( .90 .19 871 565 77.22 9.79 8 902 212 ; 70.16 100.

: l)->9 1 061+ 4.07 7SfO ; 13.13 2 594 49f 74.52 ' 32.00 ;
2 1^9, 957 5f..5 50.80 1 109 079 49.58 : 15.(8 13 834 55.54 .17 828 974 75.45 10.22 8 107 747 : 65.90 100.

1930 782 695 ; 55.59 i
12.57 -2 034 470 58,43: 32. < 7 1 895 504 4J.00 30.44 834 l(.5 57.29 : 15.40 9 439 57.90 .15 670 907 59.44 10.77 6 227 180 : 49.08 100.

1931
; 514 643 ' 3^.55 11.51 t 444- 427 41.49 ; 3-51 1 39f 905 .3l-'9 51.24 (07 136 27.14 : 13.58 5 217 20.95 .12 502 759 44.54 11.24 4 471 085 35.24 100.

1932 : 284 567 : 20.21
:

9.57 1 008 523 28.97 ' 33.94 945 251 : 21.40 51.74 409 385 16.30 i 13.79 3 393 13.12 .11 322 (54 28.59 10,8t 2 971 771 : 23,42 100.
1933 258 767 : 18.38 10.17 8t4 t.73 24.84 ; 34.00 752 25f. ! 16.61 28.79 380 409 17.01 : l4.9f 2 376 9.54 .09 305 082 27.05 11.99 2 543 563 : 20.05 100,
193"^ 267 899 '; 19.03

;
9.71 • 889 356 25.54; 32.24 740 315 : 16.80 2^.84 499 832 22.55 i

18.12 2 &63 10.69 .10 356 408 31.75 12.99 2 758 453 ; 21. 7H. 100.

. 1935 281 341 • 19.98 ; 9^29 : 969 526 27,85 : 52.01 825 f^Z : 18.74 27. 2( 553 371 24.74
;
18.27 2 300 11.24 .09 396 04: 35.09 13.08 3 028 704 ; 25.87 100.





PI: iiitifr's ^:;...ibit 44:

Co.Tiparison of ratij of toruKige (intercoastal ) via Panama Canal 1927-1955md freight revenue in 3tato of VVaGhin{,ton for Class I roads operating in that state.

3325

^To:inage via
Panama Canal

Tons of fo of
Year (-ee noto.) 22t^0 pounds 1927

1927

1928

1929

1950

1931
1932

1933
193»<-

1935

10 862 4.02

10 233 699
10 176 773
10 4-90 061+

8 805 375
6 622 3Qk
6 1+26 608

8 925 058

7 963 1+10

100.

94.21
95.69
96.57
81.06

60.97
59.16
82.16

73.31

Freight
revenue

(Acct. 101)

I'or. Pac.

ya of

1927

;$ 20 601 1+88

21 931+ 362
21 580 918
18 389 952

#11+ 657 0I+8

#10 570 609

#10 153 354
j^ll 215 258
#11 281+ 500

100.

106.1+7

IOI+.75

89.27

71.15
51.31
1+9.28

51+. 1+1+

54.78

Frt, revenue
iAcct, 101)
All Class I

rds . in Wash.
foOf
1927

$ 51 662

55 698

54 512
1+6 590
36 232

25 774
25 789
29 161

30 288

623
250

237

973
169

292

650

530

519

100.

107.81
105.52
89.80

70.13
1+9.89

1+9.92

56.1+5

53.63

# Excludes Northern Pacific Transport Co., in Washington, as follows:

1931
1952

1933
1934

1935

50 1+63

132 61+2

102 002

120 751
127 961+

System
frt. revenue
(/Icct. 101)

Nor. Pac.
% of

i22L

$ 75 462 955
81 72!+ 976
76 862 1I+2

65 135 270
#50 825 027
#38 789 21+6

#1+0 22I+ 592
#1+5 205 825
#1+5 262 826

100.

108.30

101.85

86.31

67.35
51.1+0

53.30
57.25

59.98

System freight
revenue of rds.

optg. in Wash.* ^ of
(Acct. 101) 1927

$328 361 118

353 793 938
31+7 067 295
293 551 367
226 572 008

169 811 135
179 334 395
194 530 212

213 368 251

)/ Source of information: "The Panama Canal Record" volumes 21 to 29, inclusive."
NOTE: Panama Canal Tonnage on basis of years ended June 30. All other figures on calendar year basis.

Chicago, Milwaukee, St. Paul & Pacific R^R.Company
Great Northern Railway Company
Northern Pacific Railway Company
Oregon-Washington Railroad & Navigation Cor.pany
Spokane -Intel-national Raiiv/ay Company
Spokaaie, Portland & 'Seattle Railway- Company

100.

107.75
105.70
89.40
69,00

51.71
54.61
59.24
64.98





1 la i nti rt"VsiiXhioit__45 :

United States intercoastal traffic moving through Panama Canal (in tons of 2,24-0 pounds)
years ended June 3C, 1927-1936, inclusive.

2326

ded

Atlantic
to

Pacific

Pacific

to

Atlantic Total

Selecto ^ co!n:!Odities - Paci fie to Atlantic
Canned

goods Flour Lunter
1,1 e t a 1 s

: WheatYear en Copper
,

Lead • All other Total . Wool

June 30. 1927 2 822 598 8 039 60k 10 862 i+02 ' 439 970 57 689 ,2 2-5 611 75 361
i 7 ^79

i

8 211 91 051 : 876
i
26 334

1928 2 576 399 7 657 300 10 233 699 5^2 2¥j 63 531 2 572 373 105 048 : 1 932 9 24o 116 220 • 7 849 ^7 571

1929 3 18^ 1^11 6 992 C32 10 176 773 622 731+ 77 385 .2 237 124 79 513 . 4 382 17 277 101 672 14 006 31 586

1930 3 161 530 7 328 53*^ 10 49c 06k 555 675 64 580 '2 205 097 106 366 : 7 1^38 30 873 144 677 3 181 46 109

1931 2 379 751 6 1^25 62iv 8 805 375 598 7^+6 71 385
'

1 792 626 54 298
:

8 237 21 129 83 664 2 004 46 27I1

1932 1 917 052 ^ 705 932 6 622 981^
:
kGb 706 65 339 1 496 888 42 838

; 15 812 14 243 72 893 963 ^ 305

1933 1 595 087 % 351 521 6 k2G 608 ; 575 127 121 506 •, 1 04l 968 50 090
: 9 313 6 332 65 735 5 007 4o 463

193^ 2 07it 707 6 850 351 8 925 058 556 917 213 914 : 1 143 670 76 564 : 15 124 7 969 99 657 158 145 49 605

1935 2 162 Ski 5 800 769 7 963 i+io 633 778 281 003 : 1 155 635 85 083 ; 10 176 7 209 102 468 l4i 105 38 253

1936 2 578 50a 5 1^0 567 7 719 075 660 k5k 296 683 1 519 063 124 599 : 8 158 4 834 137 641 82 435 : 42 197

Source of information; "The Panama Cannl Record'"* volumes 21 to 29, inclusive.





Northern Pacific Railway Co, 2327

PLAINTIFF'S EXHIBIT 46

COMMERCIAL TRAFFIC THROUGH THE PANAMA
CANAL (IN TONS OF 2,240 LBS.)

Fiscal years

ended June 30 Atlantic to Pacific Pacific to Atlantic Total

1915 2,071,000 2,817,000 4,888,000

1916 1,369,000 1,725,000 3,094,000

1917 2,929,000 4,129,000 7,058,000

1918 2,639,000 4,893,000 7,532.000

1919 2,740,000 4,176,000 6,916,000

1920 4,093,000 5,282,000 9,375,000

1921 5,892,000 5,707,000 11,599,000

1922 5,496,000 5,389,000 10,885,000

1923 7,086,000 12,482,000 19,568,000

1924 7,860,000 19,135,000 26,995,000

1925 7,398,000 1 6,560,000 23,958,000

1926 8,037,000 1 8,000,000 26,037,000

1927 8,583,000 19,165,000 27,748,000

1928 8,310,000 21 ,321 ,000 29,631 ,000

1929 9,883,000 20,780,000 30,663,000

1930 9,476,000 20,555,000 30,031 ,000

1931 6,680,000 1 8,402,000 25,082,000

1932 5,635,000 14,173,000 19,808,000

1933 4,512,000 1 3,666,000 18,178,000

1934 6,167,000 1 8,551 ,000 24,71 8,000

1935 7,530,000 17,780,000 25,310,000

Northern Pacific Railway Company,

St. Paul, Minnesota.

April 8, 1937.

[1812]



^328 Adams Coimty et ah vs.

PLxilNTIFF'S EXHIBIT IT

Northern Pacific Railway Company
MARKET VALUE OF STOCKS AND BONDS

One Year Three Years Five Year^

1933 Assessment.

—

^^o^k $ 36,890,000 $105,400,000 $163,680,000
I^onds ex. Series B & C 138,337,012 156,502,681 160,355,662

T^^^^l 175,227,012 261,902,681 324,035,662

1934 Assessment.

Stock 50,530,000 60,760,000 124,310,000
Bonds ex. series B & C 142,852,305 147,689,479 154,568,655

Total 193,382,305 208.449,479 278,878,655

1935 Assessment.

Stock 60,140,000 49,290,000 85,250,000
Bonds ex. Series B & C 169,780,279 151,011,835 157,031,605

Total 229,920,279 200,301,835 242,281,605

1936 Assessment.

Stock 44,950,000 51,770,000 57,350,000

Bonds ex. Series B & C 180,356,793 164,524,410 158,891,249

Total 235,306,793 216,294,410 216,241,249

COMPARISON OF WASHINGTON ASSESSMENTS WITH STOCK
AND BOND VALUES l^ASED ON FIVE VEAR AVERAGES AS
SHOWN ABOVE.

Stock and Bond Waj^hin^ton

Year V'alue Assessment Ratio

1933 $324,035,662 $100,450,000 31.00%

1934 278,878,655 92,804,500 33.28%

1935 242,281,605 90,000,000 37.15%

3936 216,241,249 88,500,000 40.93%

VALUES FOR 1934, 1935 AND 1936 COMPUTED ACCORDING
TO 1933 RATIO.

1934 $278,878,655 (a) 31% $86,452,383

1935 242,281,605 @ 31% 75,107,298

1936 216,241,249 @ 31% 67,034,787

[1813]



Northern Pacific Railway Co. 2329

PLAINTIFF'S EXHIBIT 48

Northern Pacific Railway Company

1935 1936
Assessment ' Assessment

Market value of Stock and Bonds based on

average quotations during year preceding

year of assessment as found by Washing-

ton Tax Commission $339,315,872 $344,874,344

Net railway operating income

:

Total for years 1930 to 1934 38,051,083

Total for years 1930 to 1935 45,317,000

Nonoperating income

:

Total for years 1930 to 1934 61,871,540

Total for years 1930 to 1935 69,104,843

All income 99,922,623 1 14,421,843

Operating income pro 38.08% 39.61%

Nonoperating income pro 61.92% 60.39%

Market value of Stock and Bonds divided

according to percentages shown.

Applicable to operating property $129,211,484 $136,604,728

Applicable to nonoperating prop 210,104,388 208,269,616

Average net railway operating income for

5 and 6 year periods shown above 7,610,217 7,552,833

Value of operating property found by capi-

talization of average net railway operat-

ing income at 6% $126,836,950 $125,880,550

Stock and bond value computed as above 129,211,484 136,604,728

Apportionment to Washington:

Five factor basis used by N. P. Ry.

Company.

Percent - 27.348% 26.69%)

Amount $ 35,336,757 $ 36,459,802

Two factor basis used by Judge Webster.

Percent 30.93% 30.87%

Amount 39,965,112 42,169,880

Composite factor basis used by Tax Com-

mission in reassessment proceedings.

Percent 34.47% 33.92%

Amount 44,539,199 46,336,324

[1814]



!330 Adams County et al. vs.

PLAINTIFF'S EXHIBIT 49

Northern Pacific Railway Company

1933 1936
Assessment Assessment

Non-carrier and Tax-exempt Property as ap-

praised by Washington Tax Commission in

reassessment procedings

:

1. N. W. 1. Co. Stock $ 12,000,000 $ 10,500,000

2. S. P. & S. Stock and Bonds 9,123,342 10,451,308

Based on capitalization of corporate net

income—2 year average—at 6%.

3. C. B. & Q. Stock 56,917,348 49.296,620

Based on capitalization of corporate net

earnings—average for 4 year period 1930-

1934 and for 5 year period 1930-1935 at

4. Land Grant Lands 6,500,000 6,500,000

5. Roads leased 5,879,483 5,839,400

Based on capitalization of rentals—3 year

average—at 6%.

6. Miscellaneons Physical Properties 8,788,562 8,426,337

Based on capitalization of gross rentals

—

3 year average—at 8%.

7. Cash on hand 6,560,115 8,307,996

8. Miscellaneons Stocks, Securities and

Accounts 2,262,317 1,347,633

Based on capitalization of income—3 year

average—at 6%.

$108,031,167 $100,669,294

Carrier Property

:

Value found by capitalization of net rail-

way operating income—3 year average

—

at 6% 90,788,863 120,097,350

System Value $198,820,030 $220,766,644



Northern Pacific Raikvay Co. 233

1

Stock and Bond value found by Washington

Tax Commission 339,315,782 344,874,344

Based on quotations for single years ended

with February 1935 and February 1936.

Excess of Stock and Bond value over Com-

mission's value of non-carrier property plus

capitalized value of carrier property $140,495,842 $124,107,700

[1815]

PLAINTIFF'S EXHIBIT 50

Northern Pacific Railway Company

COMPARISON OF WASHINGTON ASSESSMENTS WITH SYSTEM
VALUES PRODUCED BY CAPITALIZATION OP NET RAIL-
WAY OPERATING INCOME.

Assessment "SvX Ry. Optfi. Inc. Capitalized Value Wasliinstoii

Year I- Yr. Average at 6% Assessment Ratio

1933 $14,159,502 $235,991,700 $100,450,000 42.565%

1934 10,263,822 171,063,700 92,804,500 54.25 %
1935 7,610,217 126,836,950 90,000,000 70.96 %
1936 6,156,213 102,603,550 88,500,000 86.25 %

WASHINGTON VALUES FOR 1934, 1935 AND 1936

COMPUTED AT 1933 RATIO.

1934 $171,063,700 @ 42.565% $72,813,264

1935 126,836,950 @ 42.565% 53,989,148

1936 102,603,550 @ 42.565% 43,673,201

[1816]



2332 Adams County et al, vs.

PLAINTIFF'S EXHIBIT 51

Northern Pacific Railway Company

OPERATIONS OF THE LAND DEPARTMENT
Acreage Account

:

On January 1, 1917 5,864,007.41 acres.

On January 1, 1935 6,023,390.93 acres.

On January 1, 1936 6,029,514.35 acres.

Cnsh Transactions:

Cash Received Expenses Taxes Net Cash Receipts

Jaiuiary 1, 1917 to January 1, 1935

$40,259,645 $7,929,394 $13,603,022 $18,727,229

January 1, 1917 to January 1, 1936

$41,286,050 $8,273,115 $14,086,641 $18,926,294

January 1, 1930 to January 1, 1935

$ 5,034,711 $1,923,920 $ 3,139,138 28.34

Indicates red figures.

January 1, 1931 to January 1, 1936

$ 4,438,202 $1,792,005 $ 2,906,809 260,612*

[1817]



Fl'-iinbiff's ^xhi.it 52:

J-2.

Market Value - 3 year avaraga

Stook
Bonda, axolualva of

Noneparatlnt raduetlona

:«rl«a B. ft C. bonJa

N.ff.I.Co.
3. P. ft .-5.

Land Ortnt
Land euntr-\ota
Looally aaaaaaad nisnoparaUng raal eatata
Manitoba iwllny
Nor. Pae. Tarmlnal Co. ut craooa
Caah
Hlacallanawa Traaaury aoa*|%iaa-

3teok aod bond valua of oparatlng proparty

Nat Ra.lway Opa rating Inooaa - 3 yaar ivaraga

Capitallsaa Talua of oparatlng proparV (at 6<)

Caat of Raprodttotlon*

Coapoaita ayatai valua

?teok and bon^j valua - 40<
Capltaliaad valua - 40<
Ooat of raproauotlon • tO<

Baaia for alloeatlon - 1/3 <jf ooat of reproduotlon md Z/S
all track ailoaga oanad and oparatad

Oaaputad valua

Swkl JOX^N 'A-

i 4S 290 000 3 « UO 000

S^U 035
i 51 770 000

16 f 5i:i HO
J 61 710 000

16f 5£4 110

laoo 301 835 9 £00 301 835 1 £16 £.94 410 |£16 £&4 410

16 533 333
18 313 717
31 30 4 739
£ 638 no
9 500 t34
5 637 550

6 078 660
3 5^7 666

12 000 000
9 12 3 34Si

6 500 000

8 7ed :i6£

5 87fc 465

6 560 115
8 E$£ 3i7

15 000 000
17 437 939
£^ 69£ 743
£ 153 419

1- 318 811
5 000 000
3 076 619

10 537 31£
E 795 ^99

10 50C COO
10 451 308
6 500 000

8 4£6 337
5 839 400

a 307 996
\ -^47 633

93 7 34 U9 51 113 al9 96 01 £ £4£ 51 37£ 674

IQS 567 706 149 188 016 1£0 £8£ 158 164 9£1 736

5 44ff 3^£ 5 447 331; 7 £C5 641 7 £08 841

90 788 863 SO 788 86 3 1£0 097 350 1£0 097 390

406 671 775 480 lie 888 395 685 89 4 478 £S£ 9£0

4E 6ii7 Oefc

36 315 545
.81 .iiiiJg.

59 615 k06
36 315 545
96 0t3 978

46 11£ 867
48 038 940

71 12>. M%

65 968 694
48 038 940
S5 68S.,5«1

160 1:76 9ee 192 Oil 7i;9 175 £86 986 e09 658 £18

'3

30.93'r 30.93< 50.67'<' 30.67"

1 49 573 671 3 59 390 156 Z 54 HI 710 ; 64 781 49e

In aeluan A for aaoh yaar tha nonoparatlng dauuotiona ara aa olainaa by M.P..-y.Co. and the coat uf rpprod^ot io'\ t itprt' ^n aa ojnputad by tha
N. P. IV. CO.

In Column B for aaoh yaar the nunoparatlng daductiona and oust at rapruducllon araaa olalmau by U-« Aa^iintjlon Tax CommiHt; ion In Ita reaaaaaanpnt
procaadlnga.

Tha aathed of aoaputatlon ia that uaad by Judga 'abater In dacidlna the 1£'C5-19£6 aul t of !;.t. y.:u. v. Acana "<Mnt^ , at ^1.





Northern Pacific Eailway Co. 2335

PLAINTIFF'S EXHIBIT 54

Northwestern Improvement Company

VALUE OF ASSETS AS OF MARCH 1, 1936

Physical property

Full value based on assessed

value for year 1935

Assessed value $5,450,208

Full value $ 8,300,082

Par value Book value Market value

Securities owned
Marketable securities

U. S. Treasury bds. 2%% $ 190,000 $ 197,184 $ 191,396

U. S. Treasury notes 11/2% 652,050 676,706 652,050

Nor. Pac. capital stock 1,929,100 2,744,916 665,540

sub. receipts 120 98 41

St. Paul-Duluth Div. bonds 1,000 800 1,000

Wash. Central Ry. bonds 500 328 493

Col. & Sou. Ry. capital

stock 160,000 95,999 55,200

Total 1,565,720

Other securities

Walla Walla Valley Ry. Co.

Full value based on

assessed value 203,255

Lemhi Tel. Co. & Gales Creek

& Wilson River R. R.

Full value based on

assessed value 161,075

Other securities—stock 229,794 243,974 243,974

bonds 28,600 29,693 29,693

notes 155,157 155,157 155,157

Deferred land contracts 398,833

Cash 789,132

Accounts receivable—book value 4,705,932 6,687,051

16,552,853

Less current liabilities 206,895

$16,345,958

[1819]



2336 Adams County et ah vs,

PLAINTIFF'S EXHIBIT 55

Northern Pacific Railway Company

COMPARISON OF INTERSTATE FREIGHT REVENUE—STATE OF
WASHINGTON—YEAR ENDED DECEMBER 31, 1934, ON
VARIOUS BASES

Freij^ht revenue (Acct. 101) interstate State of

Wa.shingfton proportion as determined by AVash-

ington Tax Commission for purpose of re-assess-

ment of 1935-1936 taxes $7,654,473

Freight revenue (Acct. 101) interstate, State of

Washington as computed by Northern Pacific

Railway Company on mileage basis and as re-

ported to Washington Department of Public

Works 6,332,557

Excess of assignment of freight revenue (inter-

state) to State of Washington under Tax Com-

mission's plan as compared with basis used by

Northern Pacific Railway $1,321,916

Percentage of such increase 20.87%

Amount of such increase—years 1930-1935, incl $8,956,497

Percentage of such increase for years 1930-1935,

incl 23.12%

Freight revenue (Acct. 101) interstate as appor-

tioned to State of Washington on Tax Com-

mission's method (as above) 7,654,473

Apportioned to Washington on basis of cast as

used by Washington Tax Commission but as-

signing to Washington a proportion of revenue

of traffic that in some degree affected State of

Washington 6,445,036

Excess of assignment on Tax Commission basis by

use of system revenue instead of only that por-

tion of system revenue in which Washington

traffic participated $1,209,437

Percentage of such increase on Washington Tax

Commission basis as compared with revision of

such basis to reflect State of Washington traffic 18.77%

[1820]



NortJiern Pacific Railway Co.

PLAINTIFF'S EXHIBIT 56

2337

Northern Pacific Railway Company

COMPARISON OP REVENUE STATISTICS INTERSTATE FREIGHT
TRAFFIC—CARLOAD—WASHINGTON AND BALANCE OF
SYSTEM YEAR ENDED DECEMBER 31, 1934.

System

Freight revenue (Acct. 101)

Interstate carload traffic $31,608,100

% 100%

Revenue net ton miles

(thousands) 3,272,409

Revenue per net ton mile

(cents) .966

% 100%

Ratio of revenue per ton mile

earned on interstate carload traf-

fic handled wholly outside the

State of Washington to revenue

per ton mile earned on interstate

carload traffic handled partly

within and partly without the

State of Washington 147%

Revenue tons 6,624,473

Revenue net ton miles

( thousands ) 3,272,409

Average haul (miles) 493.99

Total Northern

Pacific Revenue

on freight to,

from, or passing

through State

of Washington

$18,395,281

58.20%

2,196,485

.838

87%

2,563,127

2,196,485

856.96

Balance of

Traffic

$13,212,819

41.80%

1,075,924

1.228

127%

4,061,346

1,075,924

264.92

[1821]
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PLAINTIFF'S EXHIBIT 57

Northern Pacific Railway Company

COMPARISON OF PERCENTAGES OF INTRASTATE
REVENUE NET TON MILES TO TOTAL REVENUE
NET TON MILES IN STATE OF WASHINGTON AND
FOR BALANCE OF SYSTEM

Intrastate of total

State of Other
Washington States

Revenue net ton miles

—

Year ended December 31, 1933 39.86% 8.62%
" 1934 35.25% 9.17%
" 1935 33.86% 8.41%

Average for three year period 36.13% 8.72%

[1822]

PLAINTIFF'S EXHIBIT 58

Northern Pacific Railway Company

COMPARISON OF NET RAILWAY OPERATING INCOME SYSTEM
AND WASHINGTON FOR YEAR ENDED DECEMBER 31, 1934

System

Net railway operating income $7,915,209

Washington

Net railway operating income before tax accru-

als, based on revision of interstate freight

revenue to reflect Washington interstate

traffic $3,300,120

Deduct tax accruals year 1934:

State of Washington (exclusive of federal

taxes) $1,833,863

Proportion of federal taxes 19,890 1,853,753 $ 1,446,367

Ratio of Washington to System 18.27%

Washington net railway operating income as

above capitalized at 6% $24,106,117

[1823]
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PLAINTIFF'S EXHIBIT 59

Northern Pacific Railway Company

The following statement shows the value in

Washington found by capitalizing at 6% the aver-

age of the net railway operating income, five years

averages, as found by the Washington Tax Commis-

sion in its reassessment opinion, page 104, line 11,

after deducting annual average taxes for the five

years on the operating property:

—

Net railway operating income, page 104, line 11, as

explained above, 1930-1934 $ 4,862,626

Deduct taxes for the five year averages as explained

above 2,249,538

Total $ 2,613,088

Capitalized at 6% 43,551,460

The following shows the same results for the 1936

assessment using average of years 1931-1935,

page 104, line 11 4,146,306

Deduct taxes as explained above 2,001,171

Total 2,145,135

Capitalized at 6% $35,752,250

[1824]
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PLAINTIFF'S EXHIBIT 60.

Northern Pacific Railway

COMPARISON OF ALLOCATION FACTORS
Gross Operating Revenue, Locomotive and Car Miles and

Revenue Traffic Units.

State of Washington

Average
Revenue of three

<iross traffic units (use
operating Loco. & (ton mi. factors

revenue car miles & pass, mi.) shown)

Year ended Dec. 31, 1920 25.88 21.95 21.44 23.09

1921 27.01 22.53 23.12 24.22

1922 27.22 22.31 22.33 23.95

1923 28.01 22.82 23.01 24.61

1924 26.80 21.83 22.03 23.55

Average 1920-1924 23.88

Year ended Dec. 31, 1930 27.65 22.72 23.36 24.58

1931 28.32 23.44 25.62 25.79

1932 27.28 23.05 24.56 24.96

1933 25.36 21.95 23.49 23.60

1934 26.00 21.34 24.03 23.79

1935 25.29 21.35 23.09 23.24

Average 1920-1935 - - 24.33

[1825]
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PLAINTIFF'S EXHIBIT 72

NUMBER OF TAXING DISTRICTS WHICH INCLUDE
PROPERTY OF NORTHERN PACIFIC RAILWAY
COMPANY

Year 1936

County Roads Cities Schools Others Total

Adams 5 3 9 17

Benton 3 2 10 2 17

Clark 2 3 15 1 21

Columbia 3 1 5 9

Cowlitz 5 5 13 2 25

Franklin 1 2 9 12

Grant 2 2 10 14

Grays Harbor 3 6 23 3 35

King 2 12 51 6 71

Kittitas 3 3 12 4 22

Lewis 2 6 19 27

Lincoln 3 6 15 24

Mason 1 1 6 8

Pacific 2 2

10

5

30

2

2

11

Pierce 3 45

Skagit 2 1 10 13

Snohomish 3 4 16 2 25

Spokane 14* 4 24 42

Thurston 2 5 21 1 29

Walla Walla 4 4 22 1 31

Whatcom 5* 6 16 2 29

Whitman 4 8 39 51

Yakima 3 12 29 44

77 108 409 28 622

23 Counties 23

645

Townships
[1826]
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Irl-iiiitlff 's j^xl.lbit 76:

STATHiSKT JHOWirJG TOTAL PhOPSRTY TAXlii UNCOLLECTED JAIWARY 1, 1936;

AND MET OF CANCELUTI0N3 AND ADDITIONS, DORINO T!IE TZAfi; AND UNCOLLEJTSD BALANCE DECEMBER 31, 1939.

Current Tax Roll
January 1, 1936 to D«oaBber 31.

Tax Roll 1936 Collect lona

1AAW6 Amount £

» 243,243 $ 206,261 84.8

186,974 98,996 78.0
£96,903 222,996 76.1
932,234 706,399 74.2
564,647 415,894 73.7

839,683 698,147 83.1
200,956 173,906 86.6
823,861 671,307 81.5

233,406 177,498 76.0
105,417 77,619 73.6
253,935 198,790 78.3
U5,50S 108,611 94.0

315,046 238,336 78.3

1,226,728 846,356 69.0
96,733 67,993 70.3

207,506 137,246 66.1

15,127,185 13,073,012 66.4
469,072 381,699 81.4
530,886 426,209 eo.3
282,094 233,596 82.8

766,933 628,395 61.9

393,668 352,462 89.5
226,209 183,028 81.3
357,208 244,709 68.5
440,636 354,330 80.4

168,906 134,016 84.3
4,342,236 3,379,065 77.8

64,965 51,161 78.7

884,921 701,856 79.3

96,382 79,140 83.0

1,849,219 1,500,317 81.1
4,153,867 3,643,981 87.7

308,360 261,701 81.6
593,066 480,431 81.0
69,229 49,46* 83.5

848,086 725,701 85.9
1,146,217 955,504 83.4

937,394 834,205 89.0
1,421,560 1.089.730 76.7

42.064.963 634j^a00.085 82.7

Changes
Including Unpaid

12/31/1936 12/31/1936

Delinquent Tax Rolls
January 1. 1936 to Decanbar 31. 1936

Currant and Dsllnquant Tax Rolls
January 1. 1936 \o Daeamber 31. 193g_

19S8

1931

1930

t48,283,672 39,186,276 81.2

53,628,071 $41,351,213 77.1

66,444,403 4«,763,7S9 70.4

73,177,356 81,489,273 70.3

79,873,478 66,694,436 83.5

80,407,684 71,820,773 69.3

1,236
1,889
3,0U

2,213
7,193
1,472

4,073
14,590

199

125,959*
5,737

157

6,363
891

136
2,651

2,166

336
7,626
5,641*

98

2,251

6.970
1)54.069*

} 36,746
26,089
70,896
245,835
147,641
141,536
25,634
152,554
53,696
20,605
53,663
6,894

72,637
365,782
28,541
70,260

2,180,132
81,636

104,677
4B,341

132,175
40,302
42,045
109,848
86,306
22,725
963,171
13,814

179,319
16,242

348,908
509,550
49,033
118,246

9,767
119,227
187,462
103,189
324.860

$9,098,397 43,151,103

$12,276,858 ^5,964,229 yl3,973,933 30.4

$19,680,734 #44, 029, 198 *15,716,397 35.7

¥21,748,083 28,540,763 i5, 133, 560 18.0

$13,179,042 20,401,596 $4,756,587 23.3

8,586,811 $17,480,146 <?5,180,674 29.6

$31,990,296

28,313,801

83,407,203

^15,647,009

^12,299,472

Net of cancellations and additions

Net addition TAX G0IQ.;I3.:IC:; op the JTATS of WiiJiaNOTON
Conpiled "ay, 1937, from Reports
Jubmltted by County Treasurers





r ialntli-f's Exhibit 74 :

NORTHERN PACIFIC RAILWAY COIIPANY

FRANKLIN COUNTY, WASHINGTON

??4Q

_F U N_ D

(1)

State
County

TOTAL OF 1936 TAX ROLLS IN
TAXING DISTRICTS IN WHICH
NORTHERN PACIFIC IS INT-

TOTAL
VALUATION

N.P. RY. VALUATION
AND TAXES EXTHIDED

ON TAX ROLLS

(6)

N. P. VALUE
- 63.75294^

(7) (8)

CORRECT
ASSD.VALUE
OF COUNTY
AFTER DEDUCT- COL, 4 ON
IN3 N.P. EX- VALUE IN
CESSIVS VALUE COL.

9

(Col. 2 minus
Col. 7

LEVY TO LEVY TO AFT^
RAISE 1936 RAISE FJiKING LEVY
TAXES IN REFUND IN COL. 11

FUND REMAINS
(Col. 6 on TCTHIN 40
V.aUE in MILL ACT
Col. 9 A LEVY OF:

IIAXIMUM TAXES NBCESSARY CORRECT REFUND tAX
UNDER 40 inXL FUND THAT NORTHERN TO BE PAID

ACT COULD NOT PACIFIC BY
(Col. 12 multi- BE LEVIED VALUE NORTHEHH
plied by (Col. 4 minus PACIFIC
Col. 9) Col. 13

% 8,299,770 3.194 5 26,509.46 $ 2,204,562 $ 7,041.37)| 1,405,473 $ 16, 559.

J

8,299,770 8.588 71,278.43 2,204,562 18,932.78)

(9)

$ 6,894,297

(10)

10.339

(11)

2.402

(12)

7.598

(13) (14)

52,382.87 $ 18,895.56

(15) (16)

$ 799,089 i 1,919.41

6,521,256 3.0 19,563.77 1,874,382 5,623,15 1,194,974 3,584.92 5,326,282 3.673

Cities:
Connoll
Pasco

179,349
1.544.973

24.428
15.0

4,381.14
23,174.60

57,448 1,403.34
272,732 4,090.98

36,625 894.67 142,724 30.697 6,269
173,875 2,608.12 1,371,098 16.902 1.902

20,823
98,857

130.54
188.03

9.373
7.652
5.871
4.940
9.862
2.950
9.722
4.907

4,302.99
1,323.49
1,627.96

15,318.21
1,426.28
13,271.90
2.306.45

$ 66,269.13

SCHOOL T,V!CES Outside 40 Mill Act
(Bond Retirement and bond interest)

Diet. No. 1 2,676,341 3.408 9,335,08
15 548,012

45-53 1,303,932
51 1,365,141
54 470,441

Total school bonds
and interest

Total All School Taxes

GRAND TOTALS

Note

2.260
2.144
.531

1.G21

1 , 230 . 51
2,967.15

724.09
856.67

$ 15 ,122.30

I 81,591 .43

$226,290,03

672,077
379 , 545

6,149
64,592

195,504
321,213
495,606
69,876

672,077
379 , 545
195,504
495,606
69,076

299,38
908.19
36.10
319.08
928,06
947.58
818.28
342.80

t 17,599.55

,326.85
929.77
419.16
263.17
127.25

066.20

Taxii^ Districts in which Nortiiern Pacifii
not interested aro not shovm.

428,469
241,971

3,920
41,179
124,640
204,783
315,963
44,548

4,016.04
1,854.06

23.01
203.42

1,229.19
604.11

3,071.80
218.60

$11,220.23

428,469
241,971
124,640
315,953
44,540

1,403.44
592.76
267.23
167.70

__. 01.13

$ 2.592.34

I 15.012.57

$ 37,459.56

2,419,056
306,041
221,509
288,367

1,428,616
278,702

1,049,170
425,093

11.033
14,060
5.975
5.645

10.722
5.118

12.650
5.420

2.320
7.988
.104
.705

1.072
2.168
3.088
.703

7.680
2.012
9.896
9.295
8.928
7.832
6.912
9.297

Refund fund levy
for these excessive
school taxes included
in school refund fund
levies shown above.

18,578.35 8,111.50 243,608 5fl6.17
615.75 3,687.24 137,574 1,098.94

2,192,05 2,229 .23
2,680.37 23,413 16.61

12,754.68 2,563.53 70.864 75.97
2,182.79 116,430 252.4E
7,251.92 6,019.98 179,643 554.74
3,959.53 25,328 17.01

1 20,382.25 % 2,501.79

i

I 46,447.32 *
| 5,277.01 •*

*$46,447.32 is the amount over the forty mill limit act that must be raised to equal tinamount of the budget roquiromonts (Column 4) after taking out tho refund fund (ColumTo)

.

**$5,277.01 is the amount that would be levied on Northern Pacific Rallvwy to pay its ownJudgment and equals 14.1^ of total excess. This amount does not Include estimated twoyear's interest on tho refund fund warrants nor any increased levy for dellnqu^cy
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NORTHiSm PACIFIC R/JLWAY COMPANY

PEHTON COUNTY, W;^HINGTON

r>Q4.4

TOT/iL OF 1936 T;JC ROLLS IN N. P. RY. V;XUATI0N 3XCESSI\rS N. P. VALUE CORRECT LEVY TO LEVY TO /JTER MAXIWUK! Ti.XES NEC3SS;a?Y CORRECT REFUND TAX
TAXING DISTRICTS IN WHICH AND TAXES hiX'm-TDSD J'D TAXES - 63.75294f, ASSD. V.'XUE RAISE 1936 R.;ISE M'jriNC LEVY UNDER 40 hOLL FUND IRAT NORTHERN TO BE PAID
NORTHERN P \CIFIC IS i::tsr- ON T;JC ROLLS OF COWTTY TAXES IN RSFirND IN COL. 11 ACT COULD NOT PACIFIC BY

3ST3D .•JTER DEDUCT- COL. 4 ON
V.aUE IN

FUND
(Col.

8

REMAINS
V.aTHIN 40

(Col. 12
miatipliod by

BE LEVIED
(col. 4

V;XUE NORTHERN
ING N. P. EX- PACIFIC
ciissrvE v;xuE COL. 9 ON V.'XUE IJTIX ACT col. 9) iplnus

(Col. 2 minus in Col. A LEVY col. 13)
TOT/X CCL.7 9 OF

F U N V.-XUATIOH LEVY T A X V/iW.TION T A X v;iUAnoN TAX
(1) (2) (3) (<l) (5) (6) (7) (6) (9) (10) (11) (12) (13) (14) (15) (16)

State } 9,132,630 3.43 S 31,324.92 S 1,556,605 } 5,339.16 992,381 03,403.87 ) t 6.140,249 11.22 1.64 8.36 5 68,052.48 Z 23,273,82 $ 564.224 5 925.33
County 9,132,630

2,407,633

10.0

3.0

91,326.30

7,222.91

1,556,605

459,582

15,566.05

1,370.75

992,301 9,923.81 )

2.58 5,455.77 1,767.14 166.585Road Dlst. 1 292,997 878.99 2,114,641 3.42 .42 69.97
" " 2 2,103,497 3.0 6,310.49 493,353 1,430.05 314,527 943.58 1,700,970 3.53 .53 2.17 4,418.76 1,891.73 178,826 94.78
„ n 3 2,740,177 3.0 8,220.53 457,183 1,371.55 291,468 074.40 2,440,709 3.36 .36 2.54 6,464.59 1,755.94 165,715 59.66

Cities:
Kennewick 1,072,858 20.0 21,457.16 88,439 1,768.78 56 , 362 1,127.65 1,016,476 21.11 1.11 1 32,057 35.58
Prosaer 753,283

<

21.0 15,818.94 58,048 1,219.01 37,007 777.15 716,276 22.08 1.08 21,041 22.72

Port of Kennowio
1,205,237 C.5 602.62 123,338 61.67 70,632 39.32 1,126,605 0.54 0.04 44,706 1.79

Utility District 9,132,630 0.77 7,03 2.12 1,556,505 1,190.59 992,301 764.14 6,140,249 0.06 0.09 564,224 50.70

Schools:
Current expense

Dist.No, Jt.l 118,828 10. 1,188.28 15,610 156.10 9,952 99.52 108,676 10.91 1.00 8.92 971.17 217.11 5,658 6.11
588,571 10 5,885.71 107,915 1,079.15 68,799 687.99 519,772 11.32 1.58 8.42 4,376.48 1,509.23 39,116 61.80

16 1,776,367 c 14,210.93 469,947 3,759,58 299,615 2,396.84 1,476,762 9.62 3.04 6.95 10,276.26 3,932.67 170,342 517.84
17 2,150,206 7 17,201.6 5 466,807 3,267.62 297,603 2,083.20 1,852,603 9.29 1.87 8.13 15,061.66 2,139.99 169.204 316,41
20 209,361 10 2,093.61 136,161 1,361.61 86 , 607 868.07 122,554 17.08 7.08 2.92 357.86 1,735,75 49,354 349,43

27-52 754,595 9 6,791.35 294,321 2,640.09 187,638 1,666.75 566,957 11.98 6.62 3.38 1,916.31 4,875.04 106,683 706.24
36 264,214 10 2,642.14 27,900 279.00 17,787 177.87 246,427 10.72 0,72 9.26 2.286.84 355.30 10,113 7.28

16-67 42,430 10 424.30 37,944 379.44 24,190 241.90 10,240 23.01 13.01 3.01 Def . 69.49 Def 424.30 13,754 189.94
Total Current School Expens es. . .

.

5 50, 457. §7 $12,931.39 5 8,244.U
Outside -10 Mill Limit Act

j

(Bond Retirement & Bond Int crost)

Dlst. No. Jt.l 118,828 3. 356.40 15,610 46.03 9.952 29.06
6 566,571 2. 1,177.14 107,915 215.03 68.799 137.60 Refund fund levy for these excessive

16 1,776,367 7. 12,434.57 469,947 3,209.63 299,605 2,097.24 school taxes included in school refund
17 1,783,668 6. 10,702.00 259,303 1,555.02 165,313 991.06 fund levies shown abov e.

27-52 754,595 11. 8,300.55 294,321 3,237.53 187 , 638 2,064.02
17-23 213,621 3. 640.06 160,489 481.47 102,316 306.95

\

17-35 77,957 3.
ds and interest

233.-7 47,015 141.05
5 6.966.16
3£1IB99.55

29,973 09.92
I

.

Total School bon
ii^:K:t;

•

Total All School Taxes

GRAND TOTALS 3273,599.43 $51,283.16 532,694.52 $ 43,878.02* i 3,415.66**

Taxing Districts in which Northern Pacific is

not Interested are not shown. *|43,878.02 is the amount over the forty mill limit act that must be ralead to equal the
amoxint of the budget requirements (Coliunn 4) after taking out the refund fund {Column 8).

**03,415.66 is the amount that would be levied on Northern Pacific Railway to pay its owi
judgment and equals )OA'i of total excess. This amount does not include estimated two
year's interest on the refund fund warrants nor any increased levy for delinquency.
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9Q4P;

NORTHERN PACI'^I'; RAILWAY COUPAhTY

GRAYS ^A-^BOB OOIIKTY, SASHIMCTOB

TO"*' 0^ I'^-'.f- TAX POU.S in
TAXIKO TlTS'^'',ir!TS IN fim^
NOP'HEPN PACIFIC IS IVTEPJ

ESTED

'^. P. RY. VAIUA'^ION
A>jn TATES FTTEwnETl

ON TAT POMS

EXCES='IirE N. P. VALUE
ANT) TATES - ^-5. 7^201* "-

(2) (^) (n (^) C)

li,07?.cUU r. 12.?l"'.!il
r,n(,aj72 1, ll|q07.17
2,oi-^,7';« ^.0 «,7Ul.l«

Port o-f

Craye Harbor 2"5 .'''^o, lUi -.0 nP,<5QU.70

•^Itleg:
Aher-lpen 7.2g?.'596 IP.U
CosmoDoIlR ??7,-'l6 n.7
Elraa •''^S,017 ?0.
Rooulsm u uau Q-^-T ?i.n
Montesano '^ni.R^f"! 20.
Oalcvnie 72 , f;s« 15.7

loqulam
Flood Control 'i.l'^^.U^i 1,

SchoolB!
Cvjrrpnt Expense

t. No. 5
16
19
2U
2S
27
2?
29

lil-9?

u*;

70
7U

7^-9?
76

100
lOU
106
llU

11«^-200
116
11«

7.09'5,5'^9

6-?.^9!'

122.127
102.1*70
^7.91*1
72.1*'^6

S. 061. 7-52

710, -^oU

200, 06«!

67,1*79
1|2,97U
1^«.7Q?
17^,357
1?«.92U

1.00l*,017

102.S119
29U,003
202 , 6U9
2'7,-m
75'^.UOO
»0?,i»H*
<"7.K(;^

10.

10.
10.

10.
10.

10.
10.
6.

10.

10

/

10.
10.
10.
10.
".5

10.
7

10

10
10
10

Total (Jur-rent School Enpenspe

l'*1.2?9.9S
3.255."=.?

7
. 300 . 30

106, 210. 9U
12,071.21*
1,11*0.6'^

6,5'*'^.0^

67^.9?
1.221.27
1 ,021*. 70

^70.1*1

721*. 66
^0.617.^8
7,1*01.1°
7,197.01*
1,000.31*

67l*.39

1*20.31*

1 ^qK-^.qa.

1,7C2.S7
1. gag. 21*

o,35«'.ll
1,02s. 1*0

2*2.01
2,026.1*<3

2, SSI. 06
7,'^Slt.oO

?,OS^.ll*

i«9;o!*«.«s

,107 701* « 1*,U29.22) ft 705. 939 < 17, 9^0.W \ 27,297,201*

) 23,696.31)
) )

COR^EC^
ASSn. VALUE
Qv ooi'NTY

AFTER nET)UCT-
ING W. P. ET-
''ES=:ivii: VA!,UE
("ol. 2 minus

-^01. 7

LEifY TO
RAISE IP36
TATES in

COI . 1* ON
"ALUE IN

fX)L. 9

LEVY TO
RAISE

RET'JND

a'ND
(Col. «!

ON VALUE
in Col.

q

AFTEP MAXIMUM TAXES
MAKING LEVY UNt)ER 1*0 Mil L
IN COL. 11 ACT
REMAINS (Col. 12
WI'^HIN 1*0 multiplied by
MILL ACT Col. 9
A LEVY
OF

UECE83ARY
"•UNf THAT
OOULO NOT
PE LEVIED
(Col. 1*

mlnuB
Col. 13)

COHHECT
NORTRirPI'

PACIFIC
VALUE

REFUID TAT
TO PE PAID

EY
HOFITHETIN
PACIFIC

(0)

\ 27,297,201*

(10)

10. 70***

(u)

0.77

(12) (17)

9.23 « 2iU.g96.27 21*. 993. 05

(15)

« 1*01.565

(16)

309.05

1*36, ?70 1.710.61 27?, 517
i?o,'=;i6 ^'n.s5 n5,ii*«
2S7,S27 772.5? 161*,1?1

«7S.SS 7,7^1* 027
7l*S.l*S 7,351*, 021*

1*92. Si* 2.749,587

3.22 0.22 2.78
3.09 O.OQ 2.91
3.18 0.18 2.82

7,S29.69 27,293,201*

03,1*36

7,732
70,152
'^9,^7 7

21,161*
10,570

1,812.66
100. l*s

603.01*

1, 661*. 32
1*27.28
I6S.95

S9,s68
U,67l*

IP, 22 7

1*1*, 706
17,1*07

6,779

1,1SS.62
fi*.oi*

7«1*.1*6

1,661.0s
269. '5
105.80

7,223.1*28
233,01*2
7US,701*

1*, '99, 637
588,075
65,019

19.56
13.97
21.11
2U.1U
20.1*6

17.70

1*7.678 ^."^19,753

,'^99

,1*71*

.1*38

,762
,700
.057
,751
.772
,977
,808
,264
,1*72

,1*08

,701
,^55
,259
,510
,01*2

.655
,331
,616
,255
,si*?

t 1 .8U6.09
2»1*. 71*

221*. 7;'

31''. 62
87.90

210. S7
.^^7. SI

1*3.09
11*0.77

7^0. OU
32.64

211*. 72
194.08
7«7.01
376.^5
1*10.20
1«!S.10

5.83
316.55
,100. <=8

076. 16
572.55

« 10,1*6^.36

% 117.751
18,153
14.305
20.240
5.604
13.424
89, 005
4,674
0,s48

47, OSS
2.081
13,689
12.373
24,418
24,006
30,767
11,801
1.238

20,181
77,990
62.233
36,502
4? , ?02

1,177. SI
l?l.s-?
143. OS
202.40
56.04

174.24
«90.9S
2^.01*
9S.48

235.28
20.81
136.89
123.77
244.18
240.06
261. SI
11". 01

3.72
201. ?1
701.91
622.73
•^65.02

4?g.02
I "7^75.61

« 7,«77,«08
45,44s
107,P22
82,221
52.377
SO, 042

4.072.^77
S62.191
309,756
153.013
65,7S8
29,065
146,025
150, «3<'

164,918
1,063,246

90 , 74fl!

292.765
182,468
205. S61
693.167
772.312
87P,06l

10.15
14.00
11.73
12.46
11.07
12.27
10.18
6.05

10.31
6.54
10.32
14.77
10.85
11.62
11.46
8.80

11.30
3.01
11.11
12.41
10.90
10.47
10. S?

0.16
0.27
1.11
0.24
0.46
1.60

0.22
4.00
1.86
2,46
1.07
2.27
0.29
0.05
O.so
2.46
0.32
4.77
2.54
1.62
3.06
0.36
1.70

1.11
3.79
0.00
0.85
l.ll

9.7?
6.00
8.14
7.54
8.93
7,73
9.71
9.95
9.41
7.54
9.68
5.23
7.46

6*l4
9.64
8.70

8.89
6.21
9.10
''.15

8.89

10 .547.40 1,670.01 158.353
11 ,215.21 692.16 65.4^8

f .753.84 987.34 93.346

1 77,044.96
272.67
877.67
619.95
467.37

,
456.39

48,284.31
5.593.80
2,914.80
1.153.72
632.67
152.07

1,089.35
1,264.03
1.144.53
10,240.69

789.51

1,622.14
1.276.53
6,307.82
7,066.65
7,459.25

2,010.63
363.31
343.60
404,75
112.01*
268.27

2.333.01

41,72
277.27
494.63
488.54
744.71

235.98

404.35
1.275.43
1,246.18
1,021.49

401,365

1.4l0.3g
TTOT33

2'^.833

t 66,948
10.721
8.133

11,513
7,186
7.633

50,656
2.658
S,429

26.753
1.183
7.783
7,035

13.883
13,649
17.492
6,709
704

11,474
44.341
35.383
20.753
27.746

34.84
5.89

16. «)

60.20

33.868 5.42
2.658 0,72
10.929 12.13
25,241 6.06
7.671

U]3,831

i 14.71
41.28
15.13
28.32
3.41

17.13
14.69
.n

^3.20
65. «i

.38
37.12
17.87
22.49
41.77
6.30
8.72

12.74
168.05
31.84
1T.64
30.80

599. ^5
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9Q4^

TOTAL 0^ l'>-'6 TAT
TAXING PISTRITTS
V0HTH5RN PA'^IFIC

ESTED

ROilS IN
II W"ICT
IS INTER-

TOTAL
VALUATION LEVY

NORTHERN PACIFIC RAILWAY COMPANY

GRAYS "ARBO° COUNTY, WA3VINGT0H.

(1)

J. P. RY. VALUATION
ANTI TAXES EXTENDED

ON TAX ROLLS

EXCESSIVE N. P. VALUE
ARC TAXES - ^5.75?PU*'f

CORRECT LEVY TO LEVY TO AFTER MAXIMUM TAXES NECESSARY CORRECT PEFUWO TAX
ASSD. VALUE RAISE 19^6 RAISE MAKING LEVY1JNDEH UO MILL FUND THA''- NORTHEPB TO BE PAID

OF CO'INTY TAXES IN REFUND IN- COL. 11 ACT COULD NOT PACIFIC BY
AFTER TECUCT- CCL. k ON FUND REMAINS (Col. 12 9E LEVIED VALUE NORTHERN
ING N, P. EX- VALUE IN (Col. S WITHIN IW Multiplied by (Col. k- PACIFIC
CESSIVE VALUE Col. 9 ON VALUE MILL ACT Col. 9
(Col. 2 minus m Col. A LEVY Col. 13)

Col. 7) OF:

in (10) (11) (lit) (15) (16)

Tares not within kO mill act
fRon'5 Petlrpment and Bond Inter»»Pt)

'>iBt. No. '^

l'^

2"
lil-OK

U6
71+

76
100
106

llS-200
11?

1??,127
,061.7-^2
TIP.-^OU
200, oe*

,0'"l,01-5

2"U,003
2«-^,S51

Totol School Bonds and intereot

Levlpp voted:

No. 123 t
7U
76

S?7,S63
1S><,-59S
is«;,^2i;

Totil school twites voted

TOTAL ALL SCVOOL TAXES

<k 3C),O77.R0

"^0,"'70.-^c)

2,«7-?.7li

600.20
1,'^«3.9?

-Iili.62

U. 376. 05
1,S76.01

2«-^.^5

-6. VO,51

7,990.77
1.587.9?

f 10,70*. 29

76,Sii«
10, iw?
37.655

117,751
14,-?0S
?'^,0'^S
^,Ri;?

'+7,0'^S

12,37"^

24,006
70,767
1,27?

77,990
36,502

l+?,?02

12,777
21^,006

5??. 71
^7.22

R3'+.^7

?5.97
11+1.16

127.77
120.07
127.07

U.9S
77.90

292.02
.W9.7S

1+79.22
127.77
ll+l+.lO

Refund fund levy for these
CTcepolve school taxes
included in school refund fund
levies shown above.

f 289,302.^0 ?ll+,91+6.?l % 9, '^29.01+
f l'^.663.53 I 599.75

GFATD •'OTALS ti,329.93"5.2^

Note: Taxin? Districts In which Northern Pacifi
not Interested are not shown.

156,106.37 135.769.1+6 I 1+3,006.09 f 1,061.02

•$ 1+3,006.0^ is the amount over the forty mill limit act that must be raised to egual the
amount of the budget requirements (Column U) after taking out the refund fund (Column ?)

' * 1,061.02 is the amount that would be levied on Northern Pacific Railway to pay its own
judpment and equals 3.0< of total excess. This amount does not include estimated two
yesr's Interest on the refund fund warrants nor any increased levy for delinquency.
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J-laintirf 's ^>.iiibit P"tSe 1:

NOHTHEBH PACIi^IC RAILWAY COMPANY

THimSTOK COUNTY, WASHINGTON

TOTAL 0'^ 1936 TAX ROLLS IN V., P. RY. VALUATION EXCESIVE N . P. VALU3 CORRECT LEVY TO LEVY TO AFTER yj^xmJtA T/JCEs NBCBSSARY CORRECT REFUND TAI

T/i-r:iG nrsTRicTS in VHTCH 'JJD TAXES hXl'UKDED /JvT) T/JCES - 63-75294f, ASSD. V;XUE KMSZ 1936 RAISE I'JJCnC LEVY UNDER 40 MILL FUI!D THAT NORTHERN TO BE PAID

NCRTHERl^' PAC-IF TO TS ITTTER- ON T.AX ROLLS OF COUITTY TAXaS IN RKFUND li: COL. 11 ACT COUID NOT PACIFIC BY
TS TT^ yjmi DEDUCT-

G K. r. t:^-

COL. 4 ON
VALUE IM

FUTTD
(Col. 8

RQ'jjie
WITHIN 40

(Col. 12
multiplied by

BE LEVIED
(Col. 4

VALUE NORTHERN
I!I PACIFIC
C3SSI-/B VALUE COL. S ON VALUE l.niX ACT col. 9 minus

TCT.'l (Col. 2 minus in Col. A LEVY Col. 13)

T_ U N D v.xuATion L^rf T A X V/XU;.TI0!I TAX V/LUATIOr TAX Col. 7 9 OF

(1) (2) (c;) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)

State $ 12,877,467 4.3 % 55,373.16 % 1,795,621 17,721,17 $1,144,761 )

Co'oiity-Current Tjrp. 10. 128,774.86 17,956.21 ) $20,949.13 $11,732,726 10.98 1.79 8.21 $ 96,372.61 $ 32,402.26 1 650,860 i^ 1,165.04
County Bonds 4. 51,509,95 " 7,182.48 "

)

p:rt of Oiynpia " 3.1 39,020.20 •• 5,565,43 " 3,548.76 " 3,40 0.30 650,860 195.26

Road 1 3,482,274 3. 10,446.82 699,842 2,0S9.53 446,170 1,338.51 3,036.104 3.44 0.44 2.56 7,772.43 2,674.39 253,672 111.62
2 3,972,055 3. 11,916.16 923,304 2,769.91 588,633 1,765.90 3,383,422 3,52 0.52 2.48 8,390.89 3,525.27 334,671 174.03

Cities:
Bucoda 206,798 18.4 3,805.08 38,660 711.34 24,647 453.50 182,151 20.88 2.49 14,013 34.89
Olj-mpia 4,369,456 17.25 75,373.12 47,033 811.32 29,985 517.24 4,339,471 17.37 0.12 17,048 2.06
Ten ino 227,668 14.9 3,392.25 73,996 1,087.64 46 , 537 693 .^iO 181,131 18,7 3.83 26,459 101.34
T'CTwater 390,059 19. 7,411.11 3,257 61.88 2,076 39.45 387,983 19.1 0.01 1,181 -

Y9lm 67,160 30. 2,014.80 10,529 315.87 6,713 201.38 60,447 33.3 0.33
'

s.eifi 1.26

Schools:
C'jrrent '';xpenso

Dist.No. 1-318-320 5.130.285 10. 51,302,85 72,426 72-^.26 46,174 461.74 5,084,111 10.01 0.02 9.98 50,739.43 563.42 26,252 4.73
7 72,364 9. 551.28 28,126 253.13 17,931 161.38 54,433 11.96 2.96 7.04 363.21 268.07 10,195 30.18
9 72,842 291.37 •:4,275 177.10 28 , 227 112.91 44,615 6.5 2.53 7.47 333.27 16,048 40.60

12 163,054 lo! 1,630.54 78,209 782.09 49,861 498.61 113,193 14.4 4.40 5.60 633.88 996.66 28,348 124.73
15 183,862 4. 735.45 123,032 492.13 78,437 313.75 105,425 7.0 2.98 7.02 740.08 . 44 , 595 132.89
22 £08.365 10. 2,083.65 37 , 603 376.03 23,973 239.73 184,392 11.3 1.30 8.70 1,604.21 479.44 13,630 17.72
29 133,029 5,5 731.66 85,170 468.44 54,298 298.64 78,731 9.3 3.79 6.21 488.92 242.74 30,872 117.00
31 298,244 10. 2,982..i4 101,245 1,012.45 54 , 547 645.47 233,697 12.8 3.59 6.41 1,498.00 1,484.44 36,698 131.75
35 152,198 9. 1.369.78 45,133 406 . 20 28,774 258.96 123,424 11.1 2.10 7.90 975.05 394.73 16,359 34.35
36 133,737 10. 1,337.37 62,002 620.02 39,528 395.28 94,209 14.1 4.20 5.80 546.41 790.96 22,474 94.39
15-325 241.324 10. 2,413.24 15,8M 158.44 10,101 101.01 231,223 10.4 0.83 9.17 2,120.31 292.93 5,743 4.77
65 131,701 10. 1,317.01 2,271 22.71 1,448 14.48 130,253 10.1 0.11 9.89 1.288.20 28.81 823 -

79 157,653 10. 1,576.53 83,551 835.51 53,266 532.66 104,387 15.1 5.10 4.90 511.50 1,065.03 30,285 154.45
307 535,183 10. 5,351.83 126,578 1,265.78 80,697 806.97 454,486 11.8 2.57 7.43 3,376.83 1,975.00 45,901 117.97
309 634,909 9. 5,714.18 66 , 064 594.76 42,130 379.17 592.779 9.6 1.20 8.80 5,216.46 497.72 23,954 28.80
310 358,338 10. 3,583.38 91,809 918.09 58,531 585.31 299,807 12. 3.12 6.88 2,062.67 1,520.71 33,278 103.83
311-322 645,068 8.5 5,483.08 249,846 2,123.71 159 , 285 1,353.93 485 , 783 U.3 4.59 5.41 2,628.09 2,854.99 90,563 415.68
325 241,324 10. 2,413.24 48,050 480.50 30,633 306.33 210,691 11.5 1.89 8.11 1,708.70 704.54 17,417 32.92
317 648,370 10. 6,483.70 292,245 2,922.40 186,315 1,863.15 462,055 14. 5.65 4.35 2,009.94 4,473.76 105,930 598.50
319 63C.832 10. 6,389.32 42,671 426.71 27,204 272.04 611,728 10.4 1.11 8.89 5,436.26 951.06 15,467 17.17
321 166,386

current expenses

10

!

1,663.86

105,505.76

99,449

5

994.49 63,401 634.01 102,985 16.2 6.15 3.85 396.49 1.267.37

20,852.38

36,048 221.70

Total school ' 16,054.95 $ 10,235.53 $ 2.424.13
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NCRTH'aiN PACIFIC ILMLW/.Y COMP;>^TY

THURSTON COOTITY, V'/^imTOTW
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TOT/1 OF 1936 T/JC ROLLS IN
T;JCI>!G DISTRICTS IN WHICH
NCRTH3RK FACI7IC IS R'TKR-

TOT.-X

VAHy.TION LEVY TAX

N. P. RY. VALUATION
,\Nr) T.".IES KXTKNDED

Oil T.'JC ROLLS

V;Xa.TION T A I

TIXCBSSniC T'. -P,

.'JJD TAXES - 63,

v/j.ur.

7529455

CORRECT
;J5^D. V.'IDE

OF C OUNTY
/iFTER DEDUCT-
ING K. P. EX-
CESSIVE V.IUE
(Col. 2 minus

I Col 7

LEVY TO LEVY TO /iFTKR I^AHMUM TAX3S N3CESARY
R,MSE 1936 R.MSE MTJCING LEVY UNDER 40 MILL FUND THAT
T.\XIiS IK REFUND IN COL. 11 ACT COULD NOT

COL. 4 ON FUND REUmB (Col. 12 BE LEVIED
VALUE IN (Col. 8 V/ITHIN 40 multiplied by (Col. 4

COL. 9 ON V;XUE IOT,L ACT Col. 9 ainiB
in col. A LEVY Col. 13

9 OFj _______^__

CORRECT
NCRTHERN
PACIFIC
VALUE

REFUND TAI
TO BE PAID

BY
NORTHERN
PACIHC

(4) iO)

Taxes Outside the 40 Mill Act.
(Bond Rotirenont and Bond Interest )

Dist. ITo. 1 S 4,707, 0-ie 3.0 ? i4,ia.i4 72,426 5 217.28 5 45,174 1 138.52 )

318 4,859,6U 2.0 9,719.22 72,426 144.85 46,174 92.35 )

31 296,244 3.0 894.73 101,245 303.74 64,547 193.64 )

307 535,183 4.5 2. 108.32 125.576 569 . 60 80,597 363.14 )

309 634,909 6.0 5.079.27 66,061 528.67 -12,130 337.04 )

310 358,338 2.0 716,68 91,809 183.62 58,531 117.06 )

311 593,431 5.5 3,263.87 249,848 1,374.16 159,285 676.07 )

316-325 209,250 3.0 627.75 48,050 144.15 30,633 91.90 )

317 548,370 •:-.o

St s

2,593.48

39,424.46

292,245 1.168.98

% 4,635.05

166,315

$ 2

745.26 )

Totel School Bonds end interc ,954.90 )

lEVTBS VOTTO-
)

Dist.No. 1-318-320 5,130,205 5.0 25,651.43 72,426 362.13 46,174 230.87 )

319 638,9 32 15. 9,563.98 42,671 640 . 07 27,204 406.05 )

36 133,737 9.5 802.42 62,002 589.02 39,528 375.52 )

307 535,183 6. 3,211.10 126.578 755.47 60,697 401.18 )

310 350,336 4. 1,433.35 91,609 367.23 50,531 234.10 )

Total sciiool voted $ 40,682.26 5 2,717.92 $ 1 ,732.73

TOTAL ALL SCHOOL TKj35 *

s

185,612.50

-

123,407.92 »14 ,923.24

GR.-.J1D TCTALS 575.550.03 $69,691.70 $44 ,430.51

Texing Districts in vAich Northern Pacific is
not interested arc not shown.

(9) (10) (11) (12) (13) (14) (15) (16)

Refund fund lovy for these excessive
school taxes Included In school refund
fund shown above.

$ 59,454.30* 4,209.62 *

$59,454.30 is the emount oiror the forty mill limit act that must bo raised to equal the
amount of Iho budget requirements (Column 4j after taking out the refunJ fund (Colunm 8).

$4,209.62 is the amount th.-.t would bo lovied on Northern Pacific Railway to pay its own
Judgment and equals 9.5^ of total excess. This amount doos not include estimated two
year's interest on the refund fund warrants nor any increased levy for delincuency.

I
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r.tiif it 7S. page I

TAXES LT/IED FOR STATS C0TJI:TY

F.TtPOSES ON 1936 T/JC ROLLS IN
WKICH N0RTHI3O' PACIFIC IS 71TT-

C0T.1OTT FUND VALUATION LEVY TAX
(1) (2) (3) (4) (5)

Adans State
County

$14,126 690 3.41 $48,172.04 )

1.00 14,126.70 )

Benton State
County

9,132 630 3.43 31,324.92 )

10. 91,326.30 )

Clark State
County
" Bonds

20,741 356 4.20 87,113.70 )

10.00 207,413.50 )

1.80 37,334.44 )

Cowlitz State
County
" Bonds

18.563 202 4.64 36,133.67 )

10.00 185,632.92 )

4.00 74,253.17 )

Franklin State
County

0,299 770 3.194 26,509.47 )

B,586 71,278.42 )

Grant State
County

10,120 067 4.96 50,199.50 )

9.00 91,087.79 )

Grays
Harbor

State
County
" Voted

24,110 092 4.00 96,475.57 )

10.00 241,130.92 )

7.00 168,332.24 )

King State

County
Bonds

309,444 102 3.586 )

51,109,666.84 )

10. 3,004,441.82 )

2.984 )

923,381.44 )

Kittitas StotQ
CO\mty
Bonds

16 , 451 445 4.5 70,741.21 )

9.0 148,063.00 )

3.0 49,354.34 )

Lewis State
County
Bonds

26.129 975 3.38 08,319.32 )

9.02 235,692.37 )

0.90 23,516.98 )

Lincoln State
County

21,269 062 3.334 70,898.29 )

6.0«129,739.15 )

Pacific State
County

10,842 016 4.3B8 46,835.34 )

10. 108,420.16 )

2.6806 29,058.77

Pierce State
County
" Bonds

76,364 076 3.99 304,692.66 )

10. 763,640.76 )

3.31 252,765.09 )

Skagit State
County
" Bonis

20,194 296 3.932 79,403.97 )

10. 201,942.96 )

1.548 31,260.77 )

Snohomish State
County
Ronds

41,464 727 3.76 155,907.37 )

10. 414,647.27 )

2.04 84.588.04 1

N. P. RY. VALUATION
;>ND TAXES EXTENDED

ON TAX ROILS

VALUATIOM T A I

NORTHERN PACIFIC R^MLWAY COMP/JJY

STATS OF w;.shii:gton

T/tXES LEVrCD FOR STATE ;J'D COUirTY PURPOSES ON 1936 T/Jf ROLLS

EXCESSIVE V. P. V.1LUE CORRECT LEVY TO LEVY TO MAXIMUM TAXES NECBSSyjJT CCRH3CT REFUND FOND
AND T,\X:^ - 63.75294^ ASSD.V/iUE RAISE 1936 RAISE MAKINS LEVY U>TDER 40 UHL

OF COUT^rrY COUJTY T/\X REFOTO IN COL. 12 ACT
AFTER DEDUCT-ni COL. 5 FUND REMADB (Col. 13
IWG N.P.EX- ON VALUE (Col.

9

WITHIN 40 multiplied by
CESSTVE VALUE IK COL. ON VAL. lOLL ACT Col. 10)
(Col. 3 minuB 10 in A LEVY OF:

VALff.TION TAX Col. 0) Col. 10

FUND THAT NCRTHKRK TO BE PAID
COULD NOT PACIFIC BT

VALD5 NCBTHKN
PACIFIC

BE LBVISD
(Col. 5
minus
col. 14)

(6) (7)

$2,058,776 8 9,079.

1,556,505 20,905.

I,025,3'i3 16,405.

1,664,795 31,031.

(0) (9) (10 (11) (12)

21 $ 1,312,532 $ 5,788.26 $12,814,166 1.102 0.45

21 992,301 13,327.68 8,140,249 U.22

49 653,686 10,458.98 20,007,672 10.33

79 1,061,356 19,783.67 17,501,936 10.51

(13) (14)

9.55 $ 122,375.29

(16) (17)

$ 746,246 $ 335.

£

2,204,552 25,974.15 1,405,473 16,559.26 6,894,297 10.339 2.402

073,979 12,270.55

1,107.304 26,125.53

560,375 7,022.84 9,560,492 9.53

705,939 17,930.35 23,412,953 10.3

1.64 8.36 66,052. 48 $ 23,273.83 564,224 925.33

0.5£ 9.48 190,431.13 15,982.45 371,657 193.26

1.13 0.87 155,242.17 30,390.75 603,440 681.09

2.402 7.598 52,302. 07 18,895.55 799 , 009 1,919.41

0.82 9.10 87,765. 32 3,322.47 318,604 261.26

0.766 9.234 216,195. 21 24,993.71 401,365 307.45

5,635,062 93,307.09 3,593, ,537.53 305,051,090 10.U7 0.195

2,668,430 43,495.41 1,701,203 28,063.85 14,750,242 10.04 1.90 0.10 119,476,96

2,118,285 20,173.19 1,350,469 17,961.24 24,779,505 9.51 0.73 9.27 229,706.02

1,480,461 13,965.53 943,817 8,903.50 20,325,225 6.3831 0.438 9.562 194,349.80

355,773 6,048.14 226,316 3,855,87 10,615,200 10.2136 0.3632 9.6368 102,296.56

3,963,986 66,922.95 2,539,908 43,940.41 73,824.168 10.344 0.595 9.405 694,316.30

476,873 7,381.99 304.021 4,706.25 19,890,275 10.153 0.237 9.763 194.188.76

1.122,353 17.733.18 715,533 11,305.42 40,749.194 10.176 0.277 9.723 396.204.41

95.571.88 2,042,070 398.36

28,586.04 967,227 1,037.73

5,986.30 767,816 560.51

536,624 235.04

6,123.60 128,957 46.84

69,324.46 1,444,078 859.23

7,754.20 172,852 40.97

18,442.86 406,820 112.69

i
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NORTHHUI PACIFIC RAILWAY COMPANY

3TATK OF WASHINGTON

T/JOS LOTISD FOR STATU AND COONTT PURPOSE ON 1936 TAX ROLLS

TAIBS LBVISD TOR STAT3 COUNTY
FUHPOSSS ON 1936 T;JC ROLLS IN
WHICH N0RTH3RN PACIFIC IS INT-

TOBST5D

v/xuATioN Limr

ri. p. RY. V,\LUATION

T/J

sxcBsgiru n. p. value correct LWY TO LEVY TO AFT3R MAinrai TOKS NBCBSSAHY CORHKT HIFUND FOB
63,75e94lC ASSD. VALUE R.\ISS 1936 R/JSZ IIAKIMJ L^TT UNDIB *0 MILL FUl© THAT

OF OOUHTf COUNTY TAX RKFUND IN COL. 12 ACT COULD NOT
AFTER DEDUCT- IN COL. 5 FUND RBiAlNS (Col. 13 Bl LIVIKD
nc K. p. CT' ON ViiLUB (Col.

9

WITHIN 40 multiplied by (Col. 5
CESSIVK V/XUB IN COL. ON VAL. MILL ACT Col. 10) nlnu*
{Col. 3 minus 10 in A LBTY Col. 14

V/J.U..TION T A I col, a ) OFj

TO BB PAn
PACIFIC BT
VALUK ROBTSBH

PACIFIC

n)

Spokano

Thurston State
County
Bonds

W&lla Walla Stato
County

State
County
Bonds

(3)

198,407,870

(8) (9) (10) (11) (12) (13) (14) (15) (1«) (17)(4) (5)

3.406 $ 335,177.21
10. 984,078.70
3.494 343,837.10

4.300 55.373.19 ) 1,796,621 32,859.86 1,144,761 20,949.13 11,732,726 10.976 1.786 8.214 96,372.61 32,402.26 650,860 1,162.44
10.0 128,774.87 '

4.0 51,509.95

)|2,901,717 |49, 039.92 $1,849,930 | 31,263.82 ) 96,557,940 10.192 0.324 9.676 ^ 934,294.63 % 49,784.07 |1,051.787 | 340.78

)

27,321,802 3.481 95.107.19
10. 273,218.02

.519 14,180.02

25,785,186 3.71 95,663.04
10. 257,851.86
1.71 44,092.67

)

)

) 1,360,673 19,049.42 867,469 12,144.57 26,454,333 10.328 0.459 9.541 252,400.79 ),ai7.29

,433.

a

438,654 6,764.05 25,346,532 10.17 9.733 246,697.80 11,154.06

493,204 226.3

249,399

•*lilt State
County

Yaklao State
County
Bonds

35,913,310

35,310,U3

4.130702 148,347.18
6.169298 221^59.91

4.18 147,596.27
353,101.13

2.22 78,388.45
10

I

1,100,195 11,332.01 701,407 7,224.49

) 2,804,335 45,991.09 1,787,846 29,320.67
)

)

35,211,903 6.29387 0.S05171 9.794829 344.894.57

33,522,267 10.533 0.875 9.125 305,890.69

9 590,604.92* $ 377,618.36*» I SU,01«.X5**» U,48S.

Ttls $590,604.02 Is total state and county taxes far 1936.

This 1377,618.36 is excess N. P. stato aid county taxes for 1936. 1*0 lory shown In Colunn 12 is tho lery roquirod to raiao this excess tax.

t bo ralsod to equal the ocount (t tho county budget requirements (Colunn 5)
**• $511,016.15 is the amount 07or tho 40 mlU limit act that

aftor taking out tho refund fund (Column 9)

•••• $11,483.22 l3 the amount that would bo levied on Northern Pacific Railway to poy its own Judpnent and equals 3)( of total excess.
enount does not Include estimated two ^ars' Interest on the refund fund warrants nor any Incronsod levy for dollnquency.
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PLAINTIFF'S EXHIBIT 80

purports to be typewritten report of a hearing

held before the Tax Commission of the State of

Washington at the office of H. H. Henneford,

Chairman, in the Insurance Building at Olympia,

Washington, on Thursday, July 15, 1937, at 2:00

P. M. Said Exhibit is as follows:

IN THE MATTER OF THE REASSESS-
MENT FOR THE YEARS 1935 and 1936

OF THE OPERATING PROPERTIES OP
THE NORTHERN PACIFIC RAILWAY
COMPANY SITUATED IN THE STATE
OF WASHINGTON.

Be it remembered that the above entitled hear-

ing came on regularly at the office of H. H. Henne-

ford, in the Insurance Building at Olympia, Wash-

ington, on Thursday, the 15th day of July, A. D.

1937 at the hour of two o'clock P. M., the parties

herein appearing by their representatives as fol-

lows :

The Northern Pacific Railway Company by L.

B. daPonte, General Counsel for the Northern Pa-

cific Railway Company; E. A. McCrary, Tax Com-

missioner for the Northern Pacific Railway Com-

pany, W. C. Smith, Assistant Tax Commissioner

of the Northern Pacific Railway Company, Robert

S. McFarlane, Western Counsel for the Northern

Pacific Railway Company:

The Tax Commission of the State of Washington

by G. W. Hamilton, Attorney General; R. G.
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(Plaintiff's Exhibit 80—Continued)
Sharpe and E. P. Donnelly, Assistant Attorneys

General

;

Others present were Mr. A. O. Colburn, Deputy

Prosecuting Attorney for the county of Spokane;

and C. A. Manschreck, Supervisor of Valuation of

the State Tax Commission of the State of Washing-

ton; and George L. Harrigan, Secretary of the

State Tax Commission of the State of Washington.

[1837]

Whereupon, the following proceedings were had:

Chairman Henneford: Now, George, you will

read the notice of reassessments and we will pro-

ceed like any ordinary hearing, shall we*?

Mr. Harrigan: *^ Notice of Reassessment for

the years 1935 and 1936 of the operating property

of the Northern Pacific Railway Company situated

in the state of Washington: To Northern Pacific

Railway Company and to all persons known and

unknown having or claiming any interest in the

property in this notice described:

'^Pursuant to the provisions of Chapter 106,

Laws of Washington, 1931, you and each of you

are hereby notified that on the 5tli day of July,

1937, at the hour of two o'clock P. M., at the office

of the Tax (commission of the State of Washington

in Olympia, Washington, the State Tax Commis-

sion will proceed to reassess and retax all of the

operating real and personal property of the North-

ern Pacific Railway Company, located in the state

of Washington, for the years 1935 and 1936, and the

said Northern Pacific Railway Company or other
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interested persons may appear at the time and

place above set forth and show cause, if any there

be, why said reassessment and retaxation should

not be made, and make such showing as they shall

desire to make as to the claimed illegality of such

tax.

^* Dated at Olympia, Washington, this 8th day

of June, 1937. H. H. Henneford, Chairman, T.

S. Hedges, Commissioner, T. M. Jenner, Commis-

sioner.

^^ Attest: George L. Harrigan, Secretary."

Chairman Henneford: Mr. daPonte, you may

proceed.

Mr. daPonte: Proceed with what?

Chairman Henneford: Whatever you may wish

to.

Mr. daPonte: Well, we have nothing but what

has been placed before the Commission heretofore,

which is more fully stated in the [1838] testimony.

If the commission thinks, as I judge it does, that

this assessment is illegal, I think the Commission

should state what the illegality consists of; then

maybe we can throw some further light on it. But

what is wrong with the assessment?

Chairman Henneford: Mr. Sharpe will speak

for the Commission.

Mr. daPonte: Will the Commission state what

the error is?

Chairman Henneford : Mr. Sharpe will speak for

the Commission.
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Mr. Sharper I don't think that the law contem-

plates that the Commission is required to state

what they feel is wrong with the assessment. The

statute provides that if, upon the beginning of a

suit or the filing of a protest, the Commission

examines the complaint and finds there may be

something wrong with the assessment, it may call

for a reassessment and reexamination and make

an original assessment of the property as thou.gh

it had never theretofore been assessed. There is

nothing that requires them to state what their find-

ings are in that regard, and they haven't attempted

to do so so far, but have set forth that they pro-

pose to make such a reassessment, have determined

to do so as provided by statute, and have called

upon the parties, the interested taxpayer, to appear

and make such showing as they wish in the case.

They have responded, and it seems to me that if

they wish to make any showing it is perfectly

proper for them to do so. If there is any counter-

showing to be made on behalf of the Commission

or by any person interested in the assessment,

other than the taxpayer himself, then those parties

should be given an opportunity to make such show-

ing, and the Tax Commission should also make such

proper showing as it wishes to make, and then the

taxpayer and other interested parties could make

any countershowing they wish to make. [1839]

The Tax Commission, so fai' as I am concerned,

isn't in a position to make a showing today, but
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would be or will be able to do so at a later date on

an adjournment hearing; and I think it is perfectly

proper that the matter should be handled in that

way because of the importance and magnitude of

the case, and also because of the informality of the

hearings before a taxing or assessing body such as

this. So I would suggest that the proper procedure

would be that the taxpayer should proceed to make

such a showing as he wishes to make, speaking now

of coimsel, of course, and then the hearing should

be adjourned to a time satisfactory to the Commis-

sion and to the taxpayer and to the interested par-

ties, and they should be permitted at that time to

make such countershowing as they wish to make,

and then, if necessary, have a still further hearing

so that the taxpayer and others interested can meet

that countershowing and so on all to the end that

the matters on either side, that either the Tax Com-

mission itself or the interested parties and taxpay-

er wish to put before the Commission in this case

should be properly before the Board before the

hearing is closed. We are prepared, the Tax Com-

mission is prepared to serve upon the taxpayer

certain underlying data which does not appear in

the reports of the taxpayer to the Commission or

in the reports to their stockholders which we con-

ceive, or, speaking, of course, as the Tax Commis-

sion, conceive to be facts. And if they wish to

make a countershowing, or if they think that the

facts, that there have been mistakes or errors that
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have been made in our classes, they can point those

things out, and we will be glad to make every effort

to correct them before the valuations are made by

the Board.

If we haven't stated all the underlying data not

shown by these reports that we feel might be ma-

terial, we will serve this [1840] material upon the

taxpayer a reasonable time before the adjourned

hearing so they can raise such objections as they

deem applicable thereto. I think that is a fair

way of conducting the hearing.

Mr. daPonte: I repeat the question and request

the information concerning what error the Tax

Commission believe they have discovered in this

assessment. Will that be given? Any informa-

tion (interrupted)

Chairman Henneford: The Commission prefers

to speak through counsel.

Mr. Sharpe: The suit brought by the taxpayer

here has raised a doubt in the mind of the Commis-

sion as to whether or not it has in fact fixed a value

Tor that year in excess of the true market value of

the pro])erty, and they want, for that reason, to

examine all the material data connected with the

value of the property and determine anew what

the true market value of the property is.

Mr. daPonte: Of course, the statute provides

that it cannot be increased, and I assume from the

fact that a reassessment has been called for, that

the error suspected has resulted in an excessive
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valuation. That would be the natural conclusion,

wouldn't it?

Mr. Sharpe: Not a conclusion. The Tax Com-

mission hasn't concluded that is true, but it has

concluded it may be true, and for that reason it

is asking for this reassessment of the property.

Mr. daPonte: Of course, the Commission can

proceed to a reassessment. I will say that the time

for the Commission to take depositions has expired

and the case is going to be tried, regardless of this

proceeding. We are not going to hold up the law-

suit until the Commission follows out (inter-

rupted)

Mr. Sharpe: Well, we personally have nothing

to do with the lawsuit. The Commission is not a

party to the lawsuit. [1841]

Mr. daPonte: I will state, just for information,

so we will all understand what the program is, I

don't know when the Commission expects to make

this reassessment, or whether they pro})ose to make

a lower assessment, or what their conclusion will

be. Of course, it is always possible that this re-

assessment might be such as we would accept. I

don't know. I hope that is the case.

Mr. Sharpe : I would suggest that if any show-

ing is to be made by the taxpayer at this time

(interrupted)

Mr. daPonte: Showing on what?

Mr. Sharpe: As to the value of the property,

the showing you would make when the property

was originally assessed.
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Mr. daPonte : Well, we take it for granted that

all the showing heretofore made is before the Com-

mission and it has a copy of the testimony that was

taken in conit and the exhibits. We have nothing

more than that, and that is before the Commission.

Is that right?

Commissioner Hedges: That is all you w^ant to

I)resent, is it"?

Mr. daPonte: That is all I know about. I can't

for the life of me think of anything else unless the

Commission tells me what data it has that might

lead to a discussion of something further.

Mr. Sharper Do you want to formally offer

your depositions? I will say that I haven't gone

tlirougli the depositions. T haven't had time to go

tluougli them carefully, but I find there are a great

many things here that are merely conclusions of

the witness. Under the circumstances, these depo-

sitions, they may offer them, but subject to the

reservation of the right to object to any particular

question on the groimd of its relevancy and mate-

riality and competency and as hearsay, and for any

other valid reasons that might be urged against the

questions. 1 don't know, but if these depositions

are received in evidence before the Board, [1842]

I would like them received subject to the objections,

subject to each and all valid objections that might

be raised to each and all of the questions propound-

ed to the witness; otherwise it would be impossible

for the depositions to be accepted; and also to the
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right of the State to cross examine the individual

who testified, whose depositions are offered. Evi-

dently, no cross examination was made, and cer-

tainly the Commission ought to have the benefit in

every case of this importance, ought to have the

benefit of cross examination of these various wit-

nesses before the case is finally submitted to them.

I think it is perfectly proper to fix a time when

that can be done, and that it will be convenient for

these witnesses to be present.

Mr. daPonte: If you want to summon any wit-

nesses you can summon them yourselves and get

them here. The depositions haven't been offered.

Mr. Sharpe: Well, if you are not offering them,

why, all right.

Mr. daPonte: It is already before the Commis-

sion. We don't have to go and bring evidence to

the Commission before they can perform their of-

ficial duty. You can do as you like, but you evident-

ly acquired a copy for some purpose, or the Com-

mission did.

Mr. Sharpe: If the deposition is not formally

offered in evidence the Commission cannot demand

or require that they be submitted for cross exam-

ination; and so, until they are offered, I wouldn't

attempt to make any request or demand of that

kind. I would like, if no showing is to be made,

then, I would like the opportunity of submitting

this data to counsel and have the Board fix a date

at a reasonable time in the futiire that will be con-
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venient for both parties, for the presentation of

any data and facts and evidence that they wish to

present on the valuation of this property. [1843]

Mr. daPonte: Well, I don't think—it is not my
understanding that the statute contemplates any

such procedure. It is my position that it doesn't.

The Commission presumably knows what it was

about when it gave this notice, and I think now

is the time and place fixed for the Commission to

let it be known what the object is and if any fur-

ther hearing is contemplated.

Mr. Sharpe: Do you wish to make a suggestion

as to when would be a convenient time for an ad-

journed hearing?

Mr. daPonte: No.

Mr. Sharpe: Then I suggest that the Commis-

sion fix it of their own motion.

Mr. daPonte: If you submit your evidence we

may not want to attend any further hearing. Sub-

mit your evidence and we will let you know.

Mr. Sharpe: We will be glad to do that before

this hearing is adjourned, this underlying data to

which I refer.

Mr. daPonte: You might do that and we will

let the Commission know whether we want to go

any further.

Mr. Sharpe: I would ilke it continued to a day

certain, today, so no further notice would be re-

quired.

Mr. daPonte : Any date you fix is all right, with

us. I am going to be here until about the first, and
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any date you fix, I would like it to be before the

first.

Chairman Henneford: How about the 30th of

July, or Satvirday morning, the 31st?

Mr. Sharpe: I think that would be all right.

Commissioner Hedges: We don't want to in-

convenience anybody, and one day probably

wouldn't make much difference; and we might be

ready by Thursday, rather than Friday. If we are

not ready we would have to let him know again.

[1844]

Chairman Henneford: Thursday, the 29th of

July?

Mr. daPonte: That would be the extreme date

that I could be here.

Chairman Henneford: Shall we make it at ten

o'clock?

Mr. daPonte : That is all right.

Chairman Henneford: All right, then, ten

o'clock. Is there any county that wishes to make

a showing at this time?

Mr. daPonte: We can probably look over that

this afternoon and let you know^ if there is any-

thing—I take it for granted those figures are cor-

rect.

Mr. Sharpe: Well, I will ask that this be not

received in evidence, but lodged with the Commis-

sion until the next hearing for preservation.

(Counsel referring to an instrument, copies

of which were at this point delivered to counsel

for Northern Pacific Railway Company.)
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Mr. Sharpe (continuing) : It might be called

Commission's "K'' for identification, is all.

(Instrument above referred to marked by

the Chairman Commission's Exhibit A for

identification.)

xMr. daPonte: Now, in case we don't want to

offer any showing with respect to those exhibits

that have been lodged, then will there be any fur-

ther hearing "?

Mr. Sharpe: Well, if you want to have our ma-

terial and have the mind of the Commission ex-

posed here

Mr. daPonte: No, I am asking for information.

As I understand, this is the evidence that is placed,

or will ])e ]:)laced before the Tax Commission. Now,

in the (^vent that we can decide to say what we have

to say, if anything, in writing to the Tax Commis-

sion, put it in the form of a writing and send it

in, will there be any further hearing or further

evidence? [1845]

Mr. Sharpe: The Commission doesn't want to

be accused of withholding any fact or computation

or any theories or anything else they propose to use

or ado])t, and at this hearing I would expect that

somebody would go on the stand as a witness for-

mally and testify as to what the effects of the va-

rious exhibits and set-up have been upon this data

and other data contained in your reports will be.

Mr. daPonte: You mean explanatory of these

exhibits ?



Northern Pacific Railway Co, 2365

(Plaintiff's Exhibit 80—Continued)
Mr. Sharper Oh, no, but set-ups in which the

underlying data contained in the exhibits are used.

Mr. daPonte: All right, I just wanted to know.

Mr. Sharpe: If you want such a hearing as

that, I think the Commission is jjerfectly willing

and glad to afford you such a hearing.

Chairman Henneford: That is correct.

Mr. daPonte: Judge McFarlane is a little in

doubt, as I was a while ago, but as I understand

it, all the evidence placed before the Commission at

the regular hearing is before the Commission. There

is no use offering that again, is there"?

Mr. Sharpe: Yes, that is all right.

Mr. daPonte: And further, it is understood that

the Commission has a copy of the testimony and the

exhibits that were taken in court. That is correct?

Mr. Sharpe: Not introduced and received in

evidence.

Mr. daPonte: Well, the Commission has this

copy before it.

Mr. Sharpe : It has a piece of paper (inter-

rupted)

Mr. McFarlane: Well, you don't deny the depo-

sitions

Mr. Sharpe: They are not depositions. There

have been none, so far as this Commission is con-

cerned, surely.

Commissioner Hedges: I think we are absolute-

ly right in taking the position we are taking. I

have read most of those depositions, [1846] and
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if I am correct in my memory, the depositions pro-

vide that further cross examination may be held.

Mr. McFarlane: But I want it very definitely in

this record, without any possible misunderstanding

or dispute, that it is our position that the evidence

that was taken and the exhibits which w^ere intro-

duced and which have been in your possession and

which Mr. Hedges has just stated he has read, is the

showing that w^e made before the Commission at its

regular hearings for the assessments for the 1935

and 1936 are before the Commission, and any re-

assessment that this Commission makes, that that

data is all before them for their consideration.

Mr. Sharper Well, I will object to that until it

is offered in evidence.

Mr. McFarlane: It is already before the Com-

mission.

Mr. daPonte: The Commission has got it.

Mr. Sharpe: Well, I will object to its being used

mitil the witnesses are submitted for cross ex-

amination.

Commissioner Hedges: It is not otu* business to

accept the statements of yonr witnesses without the

benefit of cross examination.

Mr. daPonte: Well, yoii can do as you please

about it. You have that data before you. If you

don't choose to believe^ it, then you rim the chance

of making a mistake, that is all. You have got it

and it can't be helped, and you can't ^ei away from

it. Those are the facts. However, I will say this:
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There is no use quibbling about the testimony be-

cause I don't think there is anythiiig in there that

is anything essential or determinative of the data

you already had. It is true it has been explained

at great length and commented upon, but I don't

think I recall anything of great consequence that

has added to what was placed before you at the

regular hearing. [1847]

Commissioner Hedges: We want to make it

plain that this evidence of your witnesses was pre-

sented to develop certain theories. Now (inter-

rupted)

Chairman Henneford: It nuist have been done

for some purpose.

Commissioner Hedges: And we certainly have

the same right to develop our own theory.

Mr. daPonte: Oh, there is no question about

that. We have never suggested anything to the

contrary. If you have any new facts, we would like

to know them. You have given us some informa-

tion and data here and it appears about the same,

and some additional. It goes back to an antedi-

luvian period, as I recall it now.

Mr. Sharpe: I imagine if it is more convenient

for these witnesses to appear in Seattle, probably

it would be all right for the Commission to go

down there, if you propose to put in any sworn

statement

Mr. daPonte: Oh, we don't propose to do that.

Mr. Sharpe: Well, these are merely affidavits.
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Mr. claPonte: That don't cut the slightest ice

Avith nie. That matter is before the court and the

court will consider whether it is or not.

Mr. Sharper If yoa wish it considered by the

Commission you will have to ])roduce these wit-

nesses for cross examination.

Mr. daPonte: Well, that is for the Commission

to say. They can close their eyes to it if they wish.

Mr. Sharpe: You can produce them or not, as

you see fit. The Commission will reserve its rul-

ing on the question of the admission of these until

that time.

Mr. daPonte : It has already been offered before

the (Commission.

Mr. Sharpe: Well, I think Mr. McFarlane prac-

tically off'ered them in evidence. [1848]

Mr. McFarlane: No, sir, I did not. It is before

the Commission as a matter of fact, though.

Commissioner Hedges: Well, we refuse to ac-

cept them without the right of cross examination.

Mr. daPonte: That is immaterial.

Chairman Henneford: You concede that we have

as much right in this case as you have f

Mr. daPonte: Oh, you have a right to go to St.

Paul or anywhere else and take testimony; if you

don't believe the data you have is correct, then you

have a right to take any other course, and if you

want anything further from us we would be glad

to sfive it to you if we have it.
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Mr. Sharpe: Do you want the hearing held in

Seattle or up here? That is, if you contemplate

any witnesses, for convenience, it might be pos-

sible to go down there. If you don't contemplate

that, we might as well have the hearing up here

and adjourn to this same place of meeting for July

29th, 1937, at ten o'clock A.M. And if we supply

you with any additional data in regard to any ad-

ditional facts that don't appear—that is, facts,

statistical data, which doesn't appear in your re-

port, I assume that you are cognizant of everything

in your report, and report to the stockholders,

—

in that exhibit that we served, if there is anything

that we wish to offer in addition to that, how much

time would you let me have before this hearing?

It is rather a short time; it is two wrecks.

Mr. daPonte: If it is nothing more than what

this is, Mr. Sharpe, why, we don't wish any time

at all.

Mr. Sharpe : Say five days before ?

Mr. daPonte : If it is like this. I j)resume it is a

correct compilation. There is a lot of stuff' in here

about companies that we don't know anything

about. I take it Mr. Manschreck supervised [1849]

this compilation and the figures are accurate. No
doubt this is an accurate copy for whatever it

purports to be.

Mr. Sharpe: Well, I think there is nothing else

to do but adjourn the meeting until that time.

Chairman Henneford : Everything has been said,

has it, that is to be said?
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Mr. Colburn: If the Commission hasn't already

got it, I would like to ask the railroad to produce

their leeord, or a copy of it, showing the exact

amount of stock, capital stock, that has been trans-

ferred on the books.

Chairman Ilenneford: I think Mr. Manschreck

has that.

Mr. Manschreck: Yes, T liave that statement.

Mr. Colbuin: There is another thing that I

would like to see.

Mr. daPonte: You don't have to ask the Com-

mission. Anything that counsel in this case re-

quests us to furnish, if we have it, w^e will be glad

to furnish it.

Mr. Colburn: In these reports is there any de-

tailed statement of the costs of running the rail-

road? Is it a lump sum or detailed ouf?

Mr. McFarlane: It is detailed.

Mr. Colbuin: And separated into the depart-

ments of the railroad, the land de])artment, the

immigration department and various departments

that you have?

INIr. daPonte: Accordnig to the classifications

of the I.C.C., the oidy way we can keep it. Any-

thing that you and coimsel want, as I told you be-

fore, if you will tell us what it is, we will give it

to you without any formality about it.

Chairman Ilenneford: I know we have that.

Your books are all kept the same as the Great

Northern and according to I.C.C. [1850]
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Mr. daPonte: The same thing.

Chairman Henneford: Very well, then, the meet-

ing is adjourned.

(Whereupon the meeting was adjourned un-

til Thursday, July 29, 1937, at ten o'clock

a.m.) [1851]

PLAINTIFF'S EXHIBIT 81

purports to be a typewritten report of a hearing

before the Tax Commission of the State of Wash-

ington held at 10:30 A.M. Monday, August 16,

1937, and is as follows:

HEARING ON THE REASSESSMENT
OF THE OPERATING PROPERTY OF
THE NORTHERN PACIFIC RAILWAY
COMPANY IN THE STATE OF WASH-
INGTON for 1935 and 1936.

Held before the Tax Commission of the State

of Washington at ten-thirty o'clock A.M. on Mon-

day, August 16, 1937.

This hearing was held before the Tax Commis-

sion of the State of Washington, at the hour of

ten-thirty A.M. on Monday, August 16, 1937.

All members of the Tax Commission, T. S.

Hedges, T. M. Jenner and H. H. Henneford were

present, with H. H. Henneford presiding.

Other appearances made were L. B. daPonte and

Robert S. Macfarlane for the Northern Pacific

Railway Company; George F. Sareault, Prose-
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cuting Attorney for Lewis County; C. R. Krater,

Assessor for Lewis County, and E. G. Sharpe, As-

sistant Attorney General for the State of Wash-

ington.

Mr. Henneford: This is on the reassessment.

Mr. Sharpe: Reassessment for 1935, 1936.

Mr. Henneford: Mr. Sharpe, have you anything

to present first?

Mr. Sharpe: Well, I wish to present for the

consideration of the Board a notice of matters to

be considered by the Tax Commission, which was

served upon the attorneys for the interested rail-

road company on August 9, together with the ad-

mission of service; and T also wish to submit a

—

several additional set-vips, numbered pages—in lead

pencil—pages 20-A, 20-B, 20-C, 22-A, 38-A, 42,

and 42 to 53, inclusive, which I understand was

served uj)on the attorneys for the taxpayer on last

Friday, was it not? [1852]

Mr. Sharpe: By Mr. Jenner. And asking the

privilege of inserting those sheets in the original

that was served on the 9th of August.

This notice sets forth certain matters which the

Board say they proposed to consider at this hear-

ing, and sets out certain evidence and exhibits in

various court proceedings which have been hereto-

fore had; and states that the records in those par-

ticular proceedings are located in certain places

which are available to us and to the company; and

also has attached a large number of setups, setting
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forth certain data and matters that the Board be-

lieves pertinent; and that the supplemental setups

that were served later are of the same nature as

the setups in the original.

Mr. Henneford : These become part of the record,

then ?

Mr. Sharpe: Yes.

Mr. Macfarlane: Before those are received by

the Commission, please

Mr. Henneford: Yes.

Mr. Macfarlane : First, I would like to leave for

the commission a document which we have headed
^^Demand for information as to the error or errors

in the above assessments." That is the ones re-

ferred to in the title, the ones that would be under

consideration. It says:

—

^*To the State Tax Commission: The Northern

Pacific Railway Company hereby demands that

the Tax (Vimmission advise it of the error or errors

which occurred in the assessments for the years

1935 and 1936 heretofore made, for the correction

of which the Tax Commission proposes to proceed

to make a reassessment for said years/'

Mr. Henneford: Mr. Sharpe, are we ready to

give this answer today'?

Mr. Sharpe : I think so. I can present my views

today. [1853]

Mr. Henneford: Yes, you will speak for us.

Mr. Sharpe: The 1931 reassessment act pro-

vides
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Mr. Macfarlane : Do I nnderstand you are speak-

ing for the Tax Commission?

Mr. Henneford: Yes.

Mr. Sharpe: I think so. The 1931 assessment

act provided that if there were any assessments

attacked regarding the assessments for any par-

ticular year, the Tax Commission, without awaiting

the outcome of the suit, may examine the pleadings

to see whether or not there is anything in the

pleadings which would indicate that there was an

error made in the assessment which is the subject

of attack. Examining the particular complaint

that you filed in the United States District Court

at Spokane, we find the allegation that w^hereas

the property was assessed by the Tax Commission

a hundred percent value of $90,000,000 in 1935 and

$88,500,000 in 1936, the actual value of the prop-

erty did not exceed in the neighborhood of $35,-

000,000. Tliat is, I assume, deemed by the Com-

mission to be a sufficient allegation to justify a re-

assessment of the property to determine whether

or not the allegation of the complaint, representa-

tious of the taxpayer in this litigation, were correct;

and that, as I understand, is the basis for the re-

assessment that is now being made.

Mr. daPonte: Isn't it a fact that that same con-

dition was shown to the Tax Commission at the

hearing for both 1935 and 1936, and that there was

nothing whatsoever in the complaint in that regard

that was new? Isn't that a facf?
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Mr. Shaipe: I don't Imow whether it was or

not.

Mr. daPonte: Let the Commission answer it.

Mr. Henneford: Mr. Sharpe is speaking for the

Commission in this case.

Mr. Sharpe: The reassessment doesn't go back.

[1854]

Mr. daPonte: That isn't the question.

Mr. Sharpe: I don't know^ what showing was

made or^

Mr. daPonte : Is that the only error that is going

to be corrected "?

Mr. Sharpe: Yes, if there was an error.

Mr. daPonte: What is the error "?

Mr. Sharpe: In overvaluation.

Mr. daPonte : Due to what "?

Mr. Sharpe: I don't know.

Mr. Macfarlane: I suppose if you are speaking

for the Tax Commission you could advise us spe-

cifically as to the errors you think there are in the

1935 and possibly '36 assessment. Did you use the

wrong stock and bond values, capitalize at the

wrong rate, your capital income, or net income?

Did you use the wrong allocation factors in the

1935 and '36?

Mr. Sharpe: That is a matter for determination

in the reassessments. The primary reason for the

reassessment was the great disparity in that made

by the Tax Commission and that claimed by the

taxpayer.
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Mr. daPonte: The Tax Commission has had

everything in this complaint before it from the

time of tlie hearing long before the suit Avas

brought, and there wasn't anything in the com-

plaint that was different in that particular, so that

can't be the reason for this reassessment.

Mr. Macfarlane: Your answer does not spe-

cifically give the information we specifically re-

quest as to the specific errors you have discovered

in your 1935- '36 assessments.

Mr. Sharpe: That is unfortunate if it doesn't.

Mr. daPonte: That is all the answer you have*?

Mr. Sharpe: Yes.

Mr. daPonte: All right. [1855]

Mr. Macfarlane: I want to offer this, ^'Objec-

tion to this proceeding and objection to jurisdic-

tion." I will read it for the benefit of those who

are here as it is short:

—

''To the State Tax Commission:

—

"The Northern Pacific Railw^ay Company ob-

jects to this proceeding and states that the Tax

Commission has no jurisdiction thereof for the

reason that its only powder is to proceed to a re-

assessment for the correction of errors which it

believes have occurred in the assessments hereto-

fore made, and unless and until the Northern Pa-

cific Railway Company is advised of the errors

w^hich the Tax Commission believes have occurred

and which it proposes to correct by this assess-

ment, it is wholly without power to proceed fur-

ther with the proposed reassessment.
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''The Northern Pacific Railway Company fur-

ther protests against this proceeding and states

that the Tax Commission has no jurisdiction to

proceed to make an assessment de novo, but only

has power and authority to correct the valuation

heretofore made herein due to the errors which

the Tax Commission believes occurred in the as-

sessments heretofore made.'*

I take it it is just a question of whether the

Commission sustains the objection or overrules it.

Mr. Henneford: Mr. Sharpe"?

Mr. Sharpe: Of course, the objection to the

proceedings, as far as I can see, should be over-

ruled. The action is entirely within the rights of

the Commission to proceed with the reassessment.

Certainly, the first part in the value of the prop-

erty claimed by the taxpayer is a sufficient justifi-

cation for the reexamination, for the reassessment

of the property.

Mr. Henneford: Yes.

Mr. Macfarlane: Does the Commission rule that

the objection to the proceeding and objection to

jurisdiction be overruled? [1856]

Mr. Henneford: Overruled.

Mr. Macfarlane : With reference to the statistics

in the notice Mr. Sharpe just referred to, the title

of this objection is ''Objection to notice and testi-

mony, data and exhibits therein referred to." It

is of considerable length, and, unless the Com-

mission specifically requests, I would not take the
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trouble of reading it, but I would say that gener-

ally, the gist of it generally, is it objects to the

data and the testimony and the exhibits; and the

reasons for our objection, which testimony and

data and exhibits are referred to in this notice

that was served on us on the various dates Mr.

Sharpe referred to when he first spoke this morn-

ing.

Mr. Sharpe: Do you want to read them? I

don't know what they are, I am sure.

Mr. Macfarlane: I would be very glad to read

them.

Mr. Sharpe : May be you can set them out with-

out reading them in detail.

(Summary of contents of '^Objection to no-

tice and testimony, data and exhibits therein

referred to'' made by Mr. Macfarlane.)

Mr. Macfarlane : Now, that is a statement of the

gist of the objections so that it is apparent we have

made full and complete showing. You have had

the data and figures before you as the result of

our '35 showing, our '36 showing; and, exce])t as

this showing of this data, testimony, exhibits re-

ferred to in this notice that w^as subsequently served

upon us, agrees with the showing we have pre-

viously made, it is objected to.

Mr. Henneford: That is in the record.

Mr. Macfarlane: That is right; but it is all

stated in writing and nothing can be added to it

by any oral statement. [1857]
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Mr. Sharpe: Do you set out any of the matters

referred to in this—do you set out or claim that

any of the matters that are referred to by the

Commission in this notice that you have received,

the data attached to the notice contains an erro-

neous statement of the facts, actual facts, whether

the, tests whether it is proven or established in a

wrong way? Do you claim it is established in a

wrong way or that the facts set forth there in the

exhibits referred to in those proceedings are wrong,

are erroneous?

Mr. Macfarlane: Our objection has been made

in writing and in considerable detail, and it will

have to sj)eak for itself, Mr. Sharpe.

Mr. Sharpe: I want to ask further, do you un-

derstand the method of allocation that is explained

in the last three sheets, I think, of the exhibit that

was furnished to you on August 9th, headed, ^^ Rela-

tive
—

^^No,
—^^ Division of Interstate Revenue on

Basis of Cost"? Do you understand the method

that has been elaborated in these setups and in the

supplemental setups that were served on you last

Friday ?

Mr. daPonte: That is a question.

Mr. Sharpe: I want to explain that the method

set up there, by the method set up, it is proposed

to apportion the value of the Northern Pacific op-

erating property, in the state of Washington with

relation to its net earnings, net railway operating

income less taxes within the state, and for the sys-
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tern, as nearly as can be shown. The method pur-

sued has been that method which was proposed

by the Great Northern Railroad in the case of

Great Northern Railway Company versus Weeks,

I think, with one slight exception.

Now^, the Commission would be very glad, I am
sure, to hear any specific objections to the use of

that particular method. [1858]

Mr. Macfarlane: May I inquire, Mr. Sharpe,

if you imderstand the method?

Mr. Sharpe: I think so.

Mr. Macfarlane: And do I understand that you

now, as spokesman for the commission, are saying

to us that you are using the so-called Turnburke

theory, for want of a better name, in the proposed

reassessment of the Northern Pacific?

Mr. Sharpe: I think it is the Commission's pur-

pose to give serious consideration to that par-

ticular method and to use it, at least as one factor,

in arriving at the valuation of the property.

Mr. Macfarlane: We have stated in writing,

and fully, our objections to any such Turnburke

theory unsupported by decision, unaccepted any

place in the United States, rejected by the courts,

and abandoned by the Great Northern when they

got to the Supreme Court of the United States in

the Weeks case. •

-

Mr. Sharpe: I don't understand it was aban-

doned. The Supreme Court decision recites that

it was urged. At any rate, it is a question of

(interrupted)
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Mr. Macfarlane: Was the Turnburke theory

used in assessing the Great Northern in 1936 and

'37?

Mr. Sharpe: I don't know. I don't know any-

thing about it. We are interested, of course, in

arriving at a correct vahiation of the Northern

Pacific property at this time.

Mr. daPonte: If he can't answer the questions,

the Commission should.

Mr. Sharpe: I am quite sure it wasn't in 1935-

'36, no. I am quite sure it wasn't used in the Great

Northern case, although I don't know; but I am
quite sure that the Commission

Now, my view is that the Commission is trying

to arrive at a fair valuation of property in this

case. It isn't a case of trying to upset some other

allocation factor that has been used [1859] by some

other board, but is the case of the Commission at-

tempting to arrive, as nearly as possible, at a factor

that will correctly, properly reflect the value of

the Northern Pacific's property within the state

as compared with that of the system, and it has

always been recognized it is a very difficult prob-

lem to arrive at a correct valuation factor. The

Commission has proposed the use of this factor and

has explained it quite fidly and explained the re-

sults that will flow from it. If there is any fun-

damental objection to the use of this factor, any

reason why the factor or the process of calculation

by which this factor is arrived at is improper, I
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believe, in fairness to the Commission, the taxpay-

ers should explain Vvhy it is not correct; in what

respect it falls down, falls short of correctly re-

flecting that value.

Mr. daPonte: I can answer that if you want a

specific answer to that.

Mr. Sharper Beg pardon?

Mr. daPonte: I can answer that if you want a

specific answer to that.

Mr. Sharpe: Well, if you

Mr. daPonte: The reason is that the apportion-

ment of revenue on the basis of cost is fundamen-

tally erroneous. That is the reason why you can't

apportion the value of the property on the relation

of the cost. In the first place, you haven't ^ot the

costs; no evidence here what the costs are. The

theories on which you figure the costs in Wash-

ington are not established. They have no authority

back of them.

Mr. Sharpe: You mean precedent?

Mr. daPonte: Neither precedent nor authority.

It never has been done. It was rejected by the

court and abandoned by the Great Northern. Fur-

thermore, the condition in North Dakota on the

Great Northern has no bearing on the question in

Washington [1860] with reference to the North-

ern Pacific, and you could go on indefinitely with

objections to it. It is utterly improper, utterly

erroneous. That is our objection to it. It is stated

in this
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Mr. Sharpe: Of course, the Tax Commission

doesn't realize—realizes that you can't get the cost

down to each state by valcidation. An exhaustive

study of the question would result in an exact ap-

portionment of the net earnings by states.

Mr. daPonte: I believe you do purport to reach

a figure of net earnings in Washington for this

Mr. Sharpe: Yes.

Mr. daPonte: And that is the opinion of the

Tax Commission of the net earnings in Wash-

ington %

Mr. Sharpe: I say as near as it is possible to

arrive at them for the purpose of ax3portioning.

Mr. daPonte: Why do you want to apportion

anything if you have the net earnings itself?

Mr. Sharpe: Of course, you haven't a figure.

It is merely apportionment. You arrive at your

system earnings not only by net earnings, but by

stocks and bonds. There is no method by which

you can apportion the stocks and bonds to the

state.

Mr. daPonte: As long as you are using the

net earnings, why use any other figures when you

say you have used the approximate amount? Why
apportion anything on the basis of net earnings

when you have the exact figure as nearly as hu-

manly possible, you say?

Mr. Sharpe: If relying on net earnings alone,

you might capitalize in net earnings, but if rely-

ing on stock and bond earnings by the system,
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you have to use some allocation factor to apportion

that.

Mr. daPonte: The stock and bond value, yes;

but not the net earning vahie. [1861]

Mr. Sliarpe: The net value reflected by capital-

izing net earnings.

Mr. daPonte: All right.

Mr. Rharpe: The portion, of course, is always

approximate, can't be gotten down to a nicety.

What the Commission wants to know is whether

or not, by the use of this particular method, as

close and correct an apportionment can be arrived

at as is practically possible for the Commission

to follow; and if not, then why? In what respects

does this method do injustice to the state or the

railway com])any, this apportionment I

Mr. daPonte: I liave given my objection. The

injustice done is to apportion probably a third to a

half more value than is in Washington, tax property

in Washington that is not in Washington. I have

nothing more to say about that.

Mr. Sharper Then you don't want to be cross-

examined ?

Mr. dal^onte: I am not a witness.

Mr. Sharpe: You don't want to offer any wit-

nesses, then, on it?

Mr. daPonte : I will let you know what witnesses

wo liave to offer.

Mr. Sharpe: I think the objection should be

overruled, as far as I can see.
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Mr. Henneford: Very well.

Mr. Macfarlane: This not being a court, of

course, we don't have to take exceptions to the

rulings, but in view of the friendly way we have

proceeded, we don't want the Commission to think

we are not objecting very strenuously to every

step of the proceedings, and the computed results

served upon us, and we thought time would be

saved if we stated our objections in writing, and

we rely on our written objections.

Mr. Sharpe: Then the objections will be over-

ruled by the Commission'?

Mr. Henneford: Yes.

Mr. Sharpe: Anything further 1 [1862]

Mr. Henneford: Then do we proceed with the

hearing ?

Mr. Sharpe: Anything further you want to

offer?

Mr. daPonte: I just want to state this, that

there is nothing we can offer, nothing we can say

that hasn't been already offered and said; but if

the Commission advises us of the error that they

thought inhered in this assessment, then we may
be able to offer something helpful. Otherwise, we

are talking at random. It isn't that we don't want

to say anything, that we are standing on our rights

and dignity, but there isn't anything we can say.

There isn't anything we can say we haven't already

said.
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(Plaintiff ^s Exhibit 81—Continued)
Mr. 8barpe: Well, do you want an explanation

of why the Commission thinks it made some error

in the past assessment'^ We will be glad to point

out some of the things that, or, rather, the Com-

mission will be glad to point out some of those

things. I imagine if you really want to attempt

to meet anything that the Commission proposes to

use here—it is, it appeared,—I am quite sure it

appeared to the Tax Commission that probably in

their filrst assessment they did not include the B
and C bonds of the Northern Pacific, and did not

treat the Burlington stock as non-operating prop-

erty, and they believe a comparative valuation of

the Burlington Road with the B and C, or rather,

the Burlington stock with the B and C bonds

made six years ago, was of little or no value in the

deteimination of the value of the Northern Pacific

at the present time, and therefore believed that

in determining the value of the Northern Pacific

refiected by stocks and bonds for the 1935 and '36

assessments, the Burlington stock should be treat-

ed like any other non-oi^erating property; or, rath-

er, that the system should be first valued with

reference to all its outstanding bonded debt and

then the Burlington bonded stock should be treat-

ed as all other known carrier assets and the proper

[1863] deduction made for that purpose. That is

one fundamental error that the Board found, dis-

covered in the complaint.
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(Plaintiff's Exhibit 81—Continued)
Mr. daPonte : Now, if that error were corrected,

it would increase the assessment, wouldn't it I

Mr. Sharpe: We don't know if it would or not.

Mr. daPonte: That standing alone would.

Mr. Sharpe: I don't know^ if there was a—if

there was a proper valuation made it would. That

is what the Board wants light on, what the value

of the Burlington stock is

Mr. daPonte: We have already put that before

the Board.

Mr. Sharpe: I don't think so. I don't remember

any attempt being made by the carrier to show the

value of the Burlington stock.

Mr. daPonte: What is the use of trying to

consider objections which would increase the as-

sessment, which the statute says can't be increased^

Can't take that seriously. You can't increase the

assessment.

Mr. Hedges: May I suggest that we are trying

to arrive at an honest value of your ])roperty?

Mr. daPonte: You can't increase it because the

statute says so. What is the reason for going into

errors that the—if errors, would increase the as-

sessment %

Mr. Sharpe: The Board didn't know what ef-

fect putting in your Burlington stock would have.

Mr. daPonte: It was all put before the Board.

That statement is erroneous; so if that is all there

is, nothing can be said about that. We have al-

ready put that fact before the Board, and that
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(Plaintiff's Exhibit 81—Continued)
error would increase the assessment, if it is an

error.

Mr. Sharpe: There was also a claim made by

the company as to the true cost of reproduction of

the property within the state, showing a [1864]

figure^ that was very decidedly less than that fixed

by the Interstate Commerce Commission; and that

also inclined the Board to believe that, along with

the great disparity in value alleged by the taxpayer,

inclined the Board to believe that an error had

been made in the assessment. They felt it their

dut}' as a Board to investigate that fact along with

the other. They also felt that possibly, probably,

there had been an error made in the apportionment

oC ])roperty to the State of Washington. That is

another matter.

Mr. daPonte: Would these errors result, if cor-

rected, in a reduction or increase of the assess-

ment ?

Mr. Sharpe: I am speaking of the situation

when the Board proposed to make the reassess-

ment.

]\rr. (laPonte: Just answer that question.

Mr. Sharpe: I don't know what the correct

rule is. The Board hasn't made up its mind.

Mr. daPonte: Why have a reassessment if you

aren't going to reduce the assessment? You can't

increase it.

^Ir. Sharpe: It doesn't know if these things

would increase or decrease the former assessment.
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(Plaintiff's Exhibit 81—Continued)
It is entirely open in mind as to whether or not it

would.

Mr. daPonte: Does the Board know whether

or not there has been any error committed?

Mr. Sharpe: Not unless it is fully informed as

to the facts.

Mr. daPonte: I move to dismiss this hearing.

Mr. Sharpe : The Board believed in the examina-

tion of the complaint that there had been an error

in the assessments for those two years.

(Argument.) [1865]

Mr. Hedges: You don't have anything further

to offer?

Mr. daPonte: No, no, sir.

Mr. Sharpe: Will you consider the proceedings

closed, then?

Mr. Hedges : Yes. [1866]

PLAINTIFF'S EXHIBIT 82

January 27, 1938.

Mr. Robert S. Macfarlane,

Western Counsel,

Northern Pacific Railway Company,

Seattle, Washington.

Dear Mr. Macfarlane

:

On a number of occasions you have requested the

Tax Commission to advise you relative to certain

information and facts before the Commission bear-
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ing upon the valuation placed upon the operating-

property of the Northern Pacific Railway Company

for the year 1937.

Your questions, and our responses thereto, are as

follows:

(1) '^What sum was found to be the market

value of the shares of stock of the Northern Pacific

Railway Company and as of what date?''

(A) Averages for the year were found to be as

follows: for 1934, $60,088,333; for 1935, $45,001,667;

for 1936, $70,667,083.

(2) ^^What sum was found to be the value of

the funded debt of the Northern Pacific Railway

Company and as of what date?''

(A) The value of the funded debt was found to

be the par thereof as of December 31, of the years

1934, 1935 and 1936, respectively.

(3) ^^What sum was found to be the system net

railway operating income of the Northern Pacific

Railway Company and for what years?"

(A) The system net railway operating income

for the year 1936 was found to be $10,788,187, as

reported.

(4) ^^What sum was found to be the net railway

operating income in the State of Washington and

for what years?"

(A) The net railway operating income in the

State of Washington, before deducting ad valorem

tax accruals, was found to be $6,123,776.

(5) ''For what year or period of years was the

value of the capital stock and funded debt aver-
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aged and used in determining the value of said

property by the stock and bond method?"

(A) The average value for the three years im-

mediately proceeding the assessment year.

(6) ^^For what year or years was the net rail-

way operating income capitalized, averaged and

used in determining the value of said property by

the capitalization of income method?'' [1867]

(A) Compilations were made capitalizing net

railway operating income for one, three and five

years. Your question presumes that capitalization

of net was used as an independent element in de-

termining value.

(7) ^^What sum was deducted from the value of

stock and bonds for non-operating proj)erty of said

company; what items were classified as non-operat-

ing property and what amount deducted for each

of them?"

(A) The following deductions were made from

the value of stock and bonds for non-operating

property, viz: Lease of roads, $6,623,516; miscel-

laneous rent income, $5,868,112; miscellaneous non-

operating property, $2,410,250 ; dividend income,

$1,068,600; C. B. & Q., $46,729,003; S. P. & S., $10,-

870,800; N. W. I. Co., $10,500,000; land grant, $6,-

500,000; cash, $11,821,676.

(8) ''Did the Commission use and consider the

cost of reproduction of the property of this com-

pany either for the system or within the state and,

if so, what was the figure which the Commission so

found and used?"
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(A) The Commission did consider the cost of

reproduction of the operating property, both for

the system and within the state. System cost

—

$472,657,189; cost within the state—$157,320,413.

(9) ^'What sum was found by the Commission

to be the vahie of the whole system of said com-

pany?"

(A) The vahie of the whole system, as indicated

by elements other than cost of reproduction, was

found to be $369,406,194.

(10) ^^What percentage of system value w^as

allocated to the State of Washington in determin-

ing its assessed value ?^'

(A) 34.5 plus per cent of the system value, as

indicated by elements other than the cost of repro-

duction, was allocated to the State of Washington.

(11) ^^What factors were used in allocating a

proportion of system value to the State of Wash-

ington ? '

'

(A) A composite factor composed of relative

net earnings and relative replacement cost was used

in allocating to the State of Washington a propor-

tion of the system value as above found.

(12) ^^If there are any other facts reflected in

and bearing upon the assessed value of $89,250,000,

the Commission is requested to advise this company

thereof.
'

'

(A) In addition to mathematical calculations

made, the Commission considered general economic

conditions, and also economic conditions of the
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northern transcontinental roads, generally, and of

the Northern Pacific in particular ; the future ]n^os-

pects of the system and of the various portions of

the road; the past and futvire effect of Panama

Canal and highway transportation competition ; the

demands of labor; and the cost of materials and

supplies, etc., including all the evidence submitted

by the taxpayer to this commission. [1868]

(13) ^^Bid the Commission, in arriving at the

1937 valuation, use the same method stated in the

opinion on the reassessments for the years 1935

and 1936?''

(A) The mathematical calculations made in re-

spect to the 1937 assessment were similar to those

made upon the reassessments for the years 1935

and 1936, except that certain modifications thereof

were used in computing the relative net earnings

allocation factor. The Commission did not strictly

adhere to any mathematical formula in order to

determine the value for the year 1937, since it is

the opinion of the Commission that in the final

analysis such value must be determined by the judg-

ment of the appraising body.

Yours very truly,

TAX COMMISSION OF THE
STATE OF WASHINGTON,

By T. M. JENNER,
Commissioner. [1869]
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PLAINTIFF'S EXHIBIT 84

COMPARISON OF RESULT OF USE OF 8% IN CAPITAL-
IZING NET INCOME OF BURLINGTON AS COM-
PARED WITH PROPER PERCENTAGE BASED ON
SIMILAR PERIOD FOR INCOME AND MARKET
VALUE OF STOCK

1935 1936
Assessment Assessment

Market value of Northern Pacific

proportion of Burlington stock as

computed l)y Washington Tax

Commission for purpose of reas-

sessment proceedings $ 56,917,348 $ 49,296,620

If proper percentage rehUion of

Northern Pacific net income to

market value of stock of North-

ern Pacific be used, result is as

follows

:

Burlington net income

—

Average—1930-1934, incl 9,371,039

'' —1930-1935, ''

Capitalizing at correct rates on

basis as proposed by Washington

Tax Commission

—

1930-1934, incl 5.94

1930-1935, " 5-46

Capitalized value of Burlington $157,761,599 $148,650,916

Nor. Pac. prop'n-48.59% $ 76,656,361 $ 72,229,480

Excess over amount as determined

bv Washington Tax Commission $ 19,739,013 $ 22,932,860

[1870]
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Division of Interstate revenues on basis of
Cost.

Having now before us the/total expenses lssldczitxlz>xticBx£xxNxlJBxxx

for 1932 incident to frei.r^ht service both for tks Washington and the
for that year the G i N , « « ^/ /^ -^

system, we are now in a pjsition to compute^jpe/cost per xkxksoibxkhIx

1,000 revenue net ton miles Imx of hauling freight in WashingtonxKKtx

as well as <z» that part of the system outside of Washington. Xxanixxx

l)icxcxfx^ixrKxxxKxm|sclianxB[KitBXixLiKcx^ksxxBstxKKglxiKixlixM Having like-
for 1932, the G. N. *< ^'/^. '^

wise before us lia/interstate revenue net ton miles both for 'A'ashington
for 1932, the -&T-4tr^ ?f-^^

and the system, we can determine/UwxKBxtxaort relative cost of hauling

InlBxztatsxfXBXi^tx interstate freight in V/ashington ai>^ l^txxntxxtHX

oXxWaxlilJigiinu; and by applying this percentage to the total system

interstate freight revenue for the year we JaHXBX are able to compute

the interstate freight revenue properly apportionable to Washington on

the basis of relative cost of service. liiltiBHx Adding to this latter

total fxx computed interstate xbxxuib^ freight revenue, the XBjiBxlBd

tiBlglaixxBiBUBB intrastate freight revenue reported by the Company, we

then have the total freight revenue, intra and interstate, properly

apportionable to Washington. Thus:

-8-





System Washington All other dtates

(a) Expenses incid nt to freight ^^jO-u1,Jrih,^^ s'i ^c^q 9?^.^ -^9 ^^^Ui-. f S l-Pc^
service * i^ |30t50&.yJg5 ^6-, 41^57^53:5 t»3^,-ie^,-45fi

Total
(b) /Revenue net ton miles of ^ ^c^ L 4^^ -^tr^ 7>i 5 3SS,U3.

freight, intra and inter- '^'c'^^^^j^^ // ^^^'/^^
^ . -^'^ '

state (in thousands) -4,^^24^700 -58^7337 8^-803, 565

(c) Cost per 1,000 revenue net K^S^I^.^fo^^^^ ^^ fj^^^'ci^
ton miles (a 4- b) v 412,382 -4%,^2tr

(d) Total interstate revenue net ij/^^i/^^)^^' -6 ^i-7^ C>7 J ^y^^jJ^fy-^^^"
ton miles (thousands) 3,960-,3^ -40fiv268 -8^-^^,091

(e) Cost of service as to inter- ^^'^'^ ^^-^^^ ^S.s'?^^ ^ ^ .^^^o.^-^^, ^ /- .-

state freightf (c x d): -^S&-,^867^&e ^-,-940,656 ir^l, 04^,902

(f) Percentage IX of cost of in- ^-Z -^/'^^i ^^^^ <' -/ ^^JJJJI'/V^
terstate freight service* 100.00 i«-.7ae 86.273-

(g) Interstate freight revenue ^^^ /^ :^
^' » 7, L/:^^-y^c

for system: 4S87ie3-,»02^
system

(h) Division of /interstate" , ^ , .^ i. ^/^- ^* ^//i.o/'^^^^
freight revenue on basis (^^ ^/^J: ^^ \ <J> ^ ;?5^.^V^^^- ^
of relative cost *(f x g) : 43^-185,303 ;7^,341v790 ^33, 941, 412"

(1) Intrastate freight revenue .
'''^ _j /

>- / /^

in Washington#^^ Yff^rf^y, 8.647.456

S/'

vOc^
(j) Total freight revenue ay^psx ^^.^ ^^ // (^y^^S"/^ ^

properly apportionable to (^ /^ j

Washington (h plus j): .
42.,^aa,.326-

Less taxes.

-9-





Uncollectible railway operating revenue

^ r?/^ assignable to WashlnKton;

The '6-r-*t»-La. total uncollectiole aipazM railway operating revenue

for 1932 for the system was iri4> 8 10 ^00^ all of which is, of course,

assignable to freight service. This debit item is properly apportion-
system

able to Washington u on the basis of relative/freight revenues earned

in Washington. MsdxfBzx±ksxz]FskBKX Thus:

(a) Total freight operating revenues \£jy
for system: ^46, 900,600

(b) Frel;:;ht operating revenues assignable (^
to Washington as above computed: -4^^rQQQ»S26

—
(c) Percentage of system freight operating rev- (^iL

enues assignable to Washington: (b -|- a) 17*100^

%tX xMKKxiiKxlDsiMxxxlixx^s^BarxlizLsxxsxBHKn
1xztsHHkiKxtBxWaxklX^BHX

(d) Total system uncollectible railway operating
revenues:

(e) Total uncollectible ry. operating revenues ^
sxlipwxxl assignable to Washington (U
( c X d J : ^4&r«g

—

10-
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PLAINTIFF'S EXHIBIT 86

is a copy of the brief of certain defendants in

Northern Pacific Railway Company v. Adams

County, et al., and other suits. So far as material,

said brief is as follows

:

[1884]

I
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IN THE

District Court of the United States

FOR THE
EASTERN DISTRICT OF WASHINGTON,

NORTHERN DIVISION

NORTHERN PACIFIC RAILWAY COM-
PANY, Complainant,

vs.

ADAMS COUNTY, et al., Defendants.

CHICAGO, MILWAUKEE, ST. PAUL &
PACIFIC RAILROAD COMPANY,

Complainant,
vs.

ADAMS COUNTY, et al.,

SPOKANE, PORTLAND
RAILWAY COMPANY,

vs.

ADAMS COUNTY, et al..

Defendants.

& SEATTLE
Complainant

Defendants.

No. E-4300

Nos. E-4314 and
E-4338

(Consolidated
for purpose of

trial)

No. E-4305

Brief of Defendants Benton County et al. On
Exceptions to Master's Report

(As to Base Valuations)
R. G. SHARPE, Attorney for All Said Defendants,

Except Skagit and Snohomish Counties

CHAS. L. POWELL and GEO. O.
BEARDSLEY, Attorneys for De-
fendant, Benton County,

DALE Mcmullen and JOS. E.
HALL, Attorneys for Defendant,
Clark County,

CECIL O. HALLIN and J. E.
STONE, Attorneys for Defend-
ant, Cowlitz County,

PAUL O. MANLEY and J. C.
GRAHAM, Attorneys for De-
fendant, Grays Harbor County,

SPENCER D. SHORT, Attorney for
Defendant, Kittitas County,

FRED A. SMITH, Attorney for De-
fendant, Klickitat County,

R. M. WRIGHT, Attorney for De-
fendant, Skamania County,

E. W. SCHWELLENBACH, At-
torney for Defendant, Grant
County,

WM. H. GRIMM and JOS. E.
HALL, Attorneys for Defendant,
Lewis County,

HAROLD P. TROY, Attorney for
Defendant, Thurston County,

BERNARD J. LEHRER, Attorney
for Defendant, Walla Walla
County,

LAWRENCE M. KEPLINGER and
FRANK M. ALLYN, Attorneys
for Defendant, Whatcom County,

OLE SANDVIG, Attorney for De-
fendant, Yakima County,

CHARLES R. DENNEY, Attorney
for Defendant, Snohomish
County,

JOHN W. BRISKY and THOS. K.
CHAMBERS, Attorneys for De-
fendant, Skagit County.
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APPORTIONMENT OF SYSTEM VALUE TO
WASHINGTON

As heretofore pointed out, in applying the system

value test to the operating property within the state,

the assessing officer must, after finding the system

value, apportion to the taxing state an equitable pro-

portion of such value.
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Importance of Using Most Equitable Apportion-

ment Factor. The Master found a system value of

the N. P. operating property of $265,000,000 for 1925

(Report, p. 96), and of $291,000,000 for 1926 (Re-

port, p. 106) ; and for the Milwaukee operating prop-

erty of $334,000,000 for 1926 (Report, p. 121), and of

$346,000,000 for 1927 (Report, p. 132). Since one per

cent of these figures approximates $3,000,000, an

error of one point in apportionment as to either road

means a diference to Washington (using the Mas-

ter's figures) of approximately $3,000,000 in 100%

value; or $1,200,000 in equalized value (using 40%
as the average equalization factor) ; or approxi-

mately $60,000, per year in actual taxes collectible

(assuming an average 50 mill tax rate).

It is not surprising then, to find these defendants

devoting much of their briefs to a discussion of such

apportionment. For this reason, in order that the

court may have the same clearly in mind from the

beginning, we offer the following synopsis of the sev-

eral contentions of these defendants bearing on the

allocation of system value of the three litigant roads

:

Synopsis of Defendants^ Brief as to Apportion-

ment OF System Value :

(1) It is impossible in respect to railroad property,

to disintegrate the value of the portions of the line in

different states ; any attempt to do so must be more

or less arbitrary and fictitious. Hence the choice of

an equitable apportionment factor must rest within

the sound discretion of the assessing board.
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(2) Relative Mileage-of-Line. The Federal and

state courts have uniformly approved this method of

apportioning railroad system value among states

where the road is homogeneous in character, but have

as often condemned it as unfair to states having val-

uable terminal properties and where construction

costs are comparatively high. Consequently, some

method must be devised for making an equitable ad-

justment of this method as to such states.

(3) As to both the Milwaukee and N. P. systems,

Washington is a state of valuable terminal proper-

ties, and relatively high construction cost.

(4) Relative Replacement Cost. This method of

of apportionment should properly be adopted as to

each complainant road because

:

(a) Since the replacement cost of a railroad is

prima facie its value, relative replacement cost is

presumptively its relative value until the contrary is

shown.

(b) The loss as well as the gain in value resulting

from fusion of tangible parts must be distributed

over system in proportion to value of such separate

tangible parts. Adams Express Co. v. Ohio^ 166 U.

S. 185.

(c) The presumption that relative replacement cost

reflects relative value has not been overcome because

(1) relative net earnings has not, and cannot, be

shown by states; and (2) since value depends on

future prospects, relative value must depend on rela-
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tive future prospects, as to which the record is silent.

(d) Replacement cost being a controlling element

of value for rate-making, and the value of the car-

rier's property wherever located being inextricably

interwoven with its rate structure, it is not illogical

to conclude that relative replacement cost should be

used as a criterion of relative value.

(e) It is the only logical index of the true dis-

tribution of terminal values among states.

(f ) It makes due provision for differences in rela-

tive construction cost, as required by the rule an-

nounced in Wallace v. Hines.

(g) It is endorsed by all parties and witnesses

(save only the Milwaukee and its tax commissioner),

and by many others.

(h) It is generally approved by the courts even

for the distribution of the income of interstate prop-

erties.

(5) Methods of Apportionment Proposed by Com-

plainants. The operating statistics relied upon by

complainants as overcoming the presumption that

relative replacement cost evidences the most equitable

apportionment of system value, are

:

(a) By N. p. and S. P. & S. (1) relative mileage

of all tracks operated; (2) relative transportation

car mileage; (3) relative ton mileage plus passenger

mileage (traffic units) ; and (4) relative gross op-
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erating revenues apportioned between states on a

mileage prorate.

(b) By Milwaukee. (1) relative mileage of all

tracks operated; (2) relative car mileage plus lo-

comotive mileage; (3) relative ton mileage plus pas-

senger mileage; and (4) relative gross operating

revenues with revenues apportioned between states

other than Minnesota on a relative ton mileage basis.

(6) Relative Track Mileage Operated.—How
Computed. This factor is computed by com.paring the

mileage of all track operated within the state with the

mileage operated for the system, whether such track

be owned or merely used under lease or joint track-

age agreements.

(7) Same—Relative Construction Cost and Ter-

minal Values. Since equal weight is given to each

mile of track whether it be a bridge, tunnel, or

trestle, or whether it be in the desert, on a prairie,

or on valuable urban lands, this method fails to re-

flect either relative construction cost, or the relative

value of terminal facilities such as shops, docks,

yards, warehouses, etc.

(8) Same—Apportions Value Where Track Not

Owned. The factor is fundamentally objectionable

in that it includes trackage operated but not owned,

whereas in Washington the railroad is assessed in the

name of the owner—not the tenant company. For

instance,—applying this factor a company with all

its property in Washington but operating as a tenant

company over as much track outside the state as it
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owned and operated within the state, would be taxed

on but 50% of its property.

(8-a) Same—State Railroad Values Not Dis-

tributed TO Counties on Track Mileage Basis. The

Master is in error in finding (Report, p. 72) that

Washington apportions state railroad values among

its taxing districts according to relative all track

mileage or relative line mileage. In making such

distribution the tax commission (Laws 1925, Ex.

Sess. Ch. 130, Sec. 47, p. 257) classifies track, giving

different values to different kinds of track, and ap-

portioning no value whatever for right-of-way where

a road operates over foreign lines.

(9) Relative Car Miles or Car Plus Locomotive

Miles. Upon this basis each state receives such part

of the total value of the system as the number of car

miles or car plus locomotive miles run within the

state is a part of the whole number run on the system.

It neglects the nature of the traffic, the character of

the haul, the utilization of car capacity, and all other

equally important transportation factors except the

one represented by itself. It ignores relative cost,

relative terminal values, and many other equally im-

portant considerations.

(10) Relative Ton Plus Passenger Miles. This

method erroneously assumes that where traffic is most

dense, values are greatest. It assumes that all traffic

is of equal value from a transportation standpoint
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which is palpably absurd. If, to correct this weak-

ness, an attempt were made to reduce all traffic to

terms of one particular kind, the resultant factor

w^ould be the same as relative gross revenues, and

consequently adds nothing to whatever showing is

made by that factor.

( 11 ) Car Mileage, Traffic Units and Gross Rev-

enues Considered Collectively (Line Haul Fac-

tors). As a group these three factors may be cor-

rectly referred to as ^'Line haul factors,'' since they

each involve only line haul—the first, line haul of

locomotives and loaded and empty cars; the second,

the line haul of freight tonnage and passengers ; and

the third, gross revenues which are in turn appor-

tioned to the state according to relative mileage of

haul.

The Master finds that relative net earnings, if

known, would refiect true relative value. It follows

that since relative net earnings are not available,

these ^'line haul factors" must be intended to reflect

relative net earnings. This being true, these factors

are collectively subject to certain vital objections:

(a) Ignore Future Prospects. Although the

value of the system is measured largely by its future

prospects, these factors in no way reflect the relative

future prospects of different segments of the system.

One section of the road may have reached and even

passed the pinnacle of its earning power, while an-

other part of the system, in spite of its past indifferent

showing, may, as Mr. Sparrow, its vice-president, said
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of the western extension of the Milwaukee road be

^Hhe future hope of the St. Paul Railroad/' (Milw.

Rec. Def. Ex. ^^18/' p. 82.)

(b) Ignore Value of Branch Lines as Feeders.

An important element of value of branch lines is that

they furnish long haul business to the system. With-

out its branches the main line could not exist. The

one therefore is as important as the other to the life

of the system. More than half of the N. P. and Mil-

waukee lines in Washington are branch lines. In

dividing interline revenue connecting carriers com-

monly allow branch lines far more than the mileage

prorate of the total revenue, in recognition of this

peculiar value. Yet by these
'

' line haul factors '

' these

numerous branches in Washington where the traffic

is necessarily light are apportioned only such value

as is represented by the comparative mileage of haul.

(c) Ignore Terminal Values. The terminal fa-

cilities such as freight yards, docks, depots, ware-

houses, shops, and the like contribute as much to the

earnings of a railroad as do the rails. (Milw. Rec.

p. 950.) The system would not be susceptible to prof-

itable operation should they suddenly disappear.

(Donnelly, N. P. Rec. p. 5784.) Whatever little

movement of cars, tonnage and passengers there may
be within the terminals, such movement is ignored in

computing these ^4ine haul factors," since the com-

panies' statistics are based on station to station move-

ments only. It followed that these factors recognize

only the contribution of the track, and wholly ignore
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the contribution of the terminal. (Hadley, N. P.

Kec. p. 413.)

(d) Ignore Relative Construction Cost. Of

course none of these factors give any consideration

whatever to the comparative construction cost in the

diiferent states, and on that ground are as objection-

able as the factor condemned for that reason in Wal-

lace V, nines.

(e) Relative Value of Separate Roads. The

fact that these line haul factors fail to reflect the

relative net earnings of separate roads where such

relative net earnings is ascertainable, is convincing

evidence that they fail to reflect the unknown relative

net earnings and hence the relative value of different

segments of the same road.

(f) Factors Reflect Value Where no Net

Earnings. These ^4ine haul factors" are intended to

reflect relative net earnings. It is apparent that as

to a railroad operating in a state at a loss, the applica-

tion of these ^^line haul factors" would reveal a

certain proportion of gross revenues, ton and pas-

senger miles and car and locomotive miles, and con-

sequently the application of these factors would, by

apportioning value where it did not exist, take away

from those states with true net earnings a correspond-

ing proportion of the value to which they were justly

entitled. (A. S. Dudley, Milw. Rec. p. 1059, 1063.)

(g) Ignore Relative Salvage Value. Of course

relative salvage value can bear no relation whatever

to either car miles, ton miles, passenger miles or gross
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revenues, yet salvage value represents the minimum

value apportionable to a given state.

(li) Line haul factors ignore use by tenant com-

panies. The roadway and track is assessed in Wash-

ington to the owning company. The value of a par-

ticular segment of railroad must depend upon the

profitableness of the use made of it by all carriers,

including tenant companies. Thus the N. P.'s Se-

attle-Portland line must be both actually and rela-

tively more valuable as a railroad because it accom-

modates three roads, the N. P., G. N. and Oregon-

Washington, instead of the owning company alone.

Yet while the two tenant companies are assessed only

on their rolling stock, neither the car mileage, the

ton and passenger mileage, nor gross revenues of the

tenant companies are included in the computation

of the Master's apportionment factors. Neither are

joint facilities rentals included in any of these

factors. Were they so included and accorded proper

weight, the Master's N. P. apportionment factors

would be increased from 21.20% to 30.72% in 1925

and from 27.81% to 30.62% in 1926.

(12) Master's Fallacious Deductions From
Relative Car Mileage and Traffic Units Factors.

The ''line haul factors" were intended to reflect rela-

tive net earnings, Avhich in turn depend upon (1)

relative gross revenues, and (2) relative operating

expenses. Less relative ton and car miles must mean
more relative net earnings. The fact that the relative

car miles and relative ton and passenger miles factors
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of both the N. P. and Milwaukee are less than the

relative gross revenues factors, indicate that the rela-

tive net revenues factor is greater than the gross

revenues factor. The Master, however, took the

average of the three factors, thereby penalizing

Washington in each case, for contributing more rev-

enues at less cost, than the average for the system.

(13) Relative Gross Operating Revenues.—How
Computed. The Milwaukee's so-called '^ gross rev-

enues" factor is mis-named, since in computing the

factor each state receives the relative net ton

mile proportion of all interstate freight revenues

except those of Minnesota. (Milw. Rec. p. 1077.)

The N. P. and S. P. & S. compute the factor by ap-

portioning to each state that proportion of the total

revenues from each separate shipment which the

mileage of haul within the particular state bears to

the total mileage of haul, and comparing for a given

period, the total gross revenues thus apportioned to

the state with the total for the system. (N. P. Rec.

pp. 645-7 ; S. P. & S. Rec. p. 271.)

(14) Same—The Factor is avowedly used as a sub-

stitute for the unknown factor of relative net rev-

enues, whereas, since net revenues depend upon rela-

tive operating expenses as well as relative gross rev-

enues, there is no necessary relation between relative

gross revenues and relative net revenues.

(15) Same—Since the revenues are apportioned

on a mileage of haul basis, the factor wholly ignores
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(1) relative value of branch lines as feeders; (2)

relative terminal values; (3) relative construction

cost, and apportions value to segments of the system

having no net earnings.

(16) Same—The Mileage prorate apportionment

of interstate revenues is recognized by all witnesses

as unfair to a terminal state.

(17) Same—The inequity of such division is

recognized by both the Interstate Commerce Com-

mission and the Supreme Court.

(18) Same—Segments of roads of recognized

value, such as the S. P. & S. and N. P. in Oregon, and

the N. P. in Wisconsin are operating at a loss if ap-

portioned only a mileage prorate of interstate rev-

enues.

(19) Same—In actual practice complainants, as

well as other roads, apportion far more than a mile-

age prorate division of interline revenue to terminal

divisions and branch lines.

(20) Same—From data assembled since the trial

it appears that if interstate revenues were appor-

tioned to Washington on a rate prorate basis, i. e.,

according to relative local rates for the portion of

each separate haul within and without the state,

Washington would receive at least 27% more than

a mileage prorate division of N. P. interstate rev-

enues.

(21) Same—The Master is in error in finding that

the Washington taxing authorities have recognized
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the propriety of apportioning interstate revenues on

a mileage basis.

(22) Same—Tlie Milwaukee's so-called relative

gross revenues factor, is in reality, only a relative

ton-mile factor as to interstate freight revenues.

(23) Masters' Four Factors. The use of these

four factors would admittedly reflect different values

for identical roads in Washington.

(24) Same—Since each of the Master's four

factors ignore the distribution of terminal values, a

combination of the four cannot neutralize the prej-

udicial eifect of either.

(25) Conclusion—Neither the Line Haul Factors

nor the relative all track mileage factor overcome the

presumption that relative replacement cost reflects

the relative value of the Washington properties.

(1) It is Impossible to Disintegrate the Value

OF THE Portions of a Railroad Syste^i in Different

States; Any Attempt to do so Must be More or

Less Arbitrary and Fictitious. Hence the Choice

OF AN Equitable Apportionment Factor Must Rest

Within the Sound Discretion of the Assessing

Body.

After resorting to every possible guide, the deter-

mination of system value must rest largely, in the final

analysis, within the sound judgment of the apprais-

ing officers. So, likewise, must the choice of the

proper apportionment factor rest within the sound
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discretion of the assessing board. Dr. Hadley, testi-

fying on behalf of all of the complainants, said

:

^'But in allocation as distinct from valuation,

you have a good deal of freedom to use any stand-

ard for dividing among the states that the people
may see fit.'' (N. P. Rec. p. 251; Hadley Dep.
Milw. Case, p. 12.)

In Cleveland, etc., Ry. Co, v. Backus, 154 U. S. 439,

445-446, the court said

:

^'In the nature of things it is practically im-
possible—at least in respect to railroad property
—to divide its value, and determine how much
is caused by one use to which it is put and how
much by another. Take the case before us ; it is

impossible to disintregate the value of that por-
tion of the road within Indiana and determine
how much of that value springs from its use in

doing interstate business, and how much from
its use in doing business wholly within the state.

An attempt to do so would be entering upon a

mere field of uncertainty and speculation. And
because of this fact it is something which an as-

sessing board is not required to attempt."

With this Mr. A. S. Dudley, speaking for the Mil-

waukee, appears to agree. He says

:

^^Q. And it is impossible to tell the relative

value of any one part as opposed to any of the
other parts? A. Yes. Q. It is impossible to

tell the value of that part running through the
state of Montana as compared with the rest of
it or the other parts? A. Yes." (Milw. Rec.

p. 915.)

In Gorham Mfg. Co. v. Travis, 274 Fed. 975, 978-9,

the court said

:
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^'With all deference when applied to corpora-
tions having business in several states, any ef-

fort at allocation must be more or less arbitrary
and fictitious, as is indeed shown by the record
at bar. The truth is that in a business which
is a unity, it is impossible to break up the parts
and satisfactorily to assign to an}^ piece a cor-

responding part of the income/'

In Underwood Typetvriter Co. v. Chamheriain, 254

U. S. 113, 120-121, Mr. Justice Brandeis said:

^'The legislature, in attempting to put upon
this business its fair share of the burden of taxa-
tion, was faced with the impossibility of allocat-

ing specifically the profits earned by the processes
conducted within its borders. It therefore, ad-
opted a method of apportionment which, for all

that appears in this record, reached, and was
meant to reach, only the profits earned within
the state."

In that case the court approved a statutory method

of apportioning net income for taxation purposes be-

tween states, in the ratio which the value of the phys-

ical property within the state bore to the value of all

of the physical property of the corporation. The two

cases last cited will be considered more in detail later

on in this brief.

(2) The State and Federat. Courts Have Uni-

formly Approved the Relative Mileage-of-Line

Method of Apportioning Railroad System Value
Among States Where the Road is Homogeneous in

Character, and have Condemned Such Method as

Unfair Only as to States Having Valuable Termi-

nal Properties and Where Construction Costs are

Relatively High.
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The legislative intent that in applying the system

value test, physical property rather than use factors

were to be considered is shown by the fact that rela-

tive mileage-of-line is the only method of apportion-

ment specifically mentioned in the Washington stat-

utes. Interstate railroads are required to report

:

^^The whole length of the railroad system op-
erated by the company, and the length of the
line in this state, whether operated as owner,
lessee or otherwise. The length of line owned
and the length of the line operated for the whole
system in this state shall be separately reported. '

'

(Laws Ex. Sess. 1925, Ch. 130, Sec* 39, Subdiv.
17 (1) p. 248.)

The statute further provides

:

'

' In determining the value of the portion with-
in the state, the commission shall take into con-

sideration the value of the entire system, the

mileage of the whole system, and of the part
within this state, together with such other in-

formation, facts and circumstances as will en-

able the commission to make a substantially just

and correct determination." (Laws Ex. Sess.

1925, Ch. 130, Sec. 44, p. 254.)

The leading case. State Railroad Tax Cases, 92

U. S. 575, arose under the Illinois revenue law provid-

ing how railroad values should be apportioned among

the various counties of the state. Under the statute

there attacked, the right-of-way including the super-

structures of the main, side, and second tracks and

turnouts and the stations and improvements on the

right-of-way and the rolling stock were taxed in pro-

portion to the mileage of track in the several counties.
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cities, etc., but the station houses, depots, machine

shops and other buildings, as well as real estate

(other than the railroad track) were assessed locally

in the several counties. In upholding this method of

apportionment, the Supreme Court said

:

''It may well be doubted whether any better
mode of determining the value of that portion of
the track within any one county has been de-
vised than to ascertain the value of the whole
road, and apportion the value within the county
by its relative length to the whole." (92 U. S.

575, 608.)

In Pittsburgh, etc., Ry. Co. v. Backus, 154 U. S.

421, 430-432, the court said

:

''It is ordinarily true that when a railroad
consists of a single continuous line, the value of

one part is fairly estunated by taking that part
of the value of the entire road which is measured
by the proportion of the length of the particular
part to that of the whole road. This mode of

division has been recognized by this court sev-

eral times as eminently fair." ^ ^ ¥: (citing

and quoting the above excerpt from State Rail-

road Tax Cases.)

"It is true, there may be exceptional cases,

and the testimony offered on the trial of this

cause in the Circuit Court tends to show that

this plaintiiff's road is one of such exceptional

cases, as for instance, where the terminal facili-

ties in some large city are of enormous value,

and so give to a mile or two in such city a value
out of all proportion to any similar distance else-

where along the line of the road.
'

'

And in Cleveland, etc. Ry. Co. v. Backus, 154 U. S.

439, 444-446

:
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^*Now, when a road runs into two states each
state is entitled to consider as within its terri-

torial jurisdiction and subject to the burdens of

its taxes what may perhaps not inaccurately be
described as the proportionate share of the value
flowing from the operation of the entire mileage
as a single continuous road. * * ^ Take the

case of a railroad running from Columbus, Ohio,

to Indianapolis, Indiana. Whatever of value
there may be resulting from the continuous op-
eration of that road is partly attributable to the
portion of the road in Indiana and partly to that

in Ohio, and each state has an equal right to

reach after a just proportion of that value, and
subject it to its taxing processes. The question
is, how can equity be secured between the states,

and to that a division of the value of the entire

property upon the mileage basis is the legitimate

answer. Taking a mileage share of that in In-
diana is not taxing property outside of the state.

'^In the nature of things it is practically im-
possible—at least in respect to railroad prop-
erty—to divide its value, and determine how
much is caused by one use to which it is put and
how much by another. Take the case before us

;

it is impossible to disintegrate the value of that
portion of the road within Indiana and deter-

mine how much of that value springs from its

use in doing interstate business, and how much
from its use in doing business wholly within the
state. An attempt to do so would be entering
upon a mere field of uncertainty and speculation.

And because of this fact it is something which
an assessing board is not required to attempt. '

'

In many other decisions the Supreme Court has

approved the relative mileage-of-line method of dis-

tributing interstate railroad values among states, in
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the absence of a showing that the line is not homogen-

eous in character.

Columhits So. Ry. v. Wright, 151 U. S. 470;

Charlotte, Columbia & Augusta R, R, v,

Gihhes, 14:2 JJ. S. 386;

St, Louis & R, Co. V. Hagerman, 256 U. S. 314

;

Branson v. Bush, 251 U. S. 182.

The same method has been approved in the assess-

ment of the property of interstate telegraph com-

panies.

Western Union Tel. Co. v. Attorney General,

125 U. S. 530.

Likewise, the property of the Pullman Company

:

Pullman's Car Co. v. Pennsylvania, 141 U. S.

18, 26-29.

Also as to the property of interstate express com-

panies :

Adams Express Co. v. Ohio, 165 U. S. 194, 226

;

Adams Express Co. v. Kentucky, 166 U. S. 171.

(3) As TO THE Milwaukee and N. P. Systems,

Washington Contains a Preponderance of Valu-
able Terminal Properties, and is a State Where
THE Construction Costs are Eelatively High.

Consequently, Some Method Must be Devised for

Making an Equitable Adjustment of the Relative

Mileage-of-Line Factor as to These Roads.

As pointed out in Pittsburgh etc. Co. v. Backus,

supra, there are special circumstances under which

the application of the relative mileage-of-line method

would be unfair, as for instance where a state has
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terminal properties of comparatively great value.

This is strikingly true of Washington with relation to

the N. P. and Milwaukee roads. Being a terminal

state, Washington has extensive terminal properties

in such cites as Seattle, Tacoma, and Spokane, and

mountain roads of relatively high construction cost.

Of course, from the standpoint of these two roads,

this difference in construction cost would be no valid

objection to the use of the relative mileage-of-line

method of apportionment, since its application would

result in Washington receiving materially less than

its equitable share of the system value. However, it

was unquestionably the duty of the tax com.mission

and state board, in arriving at a proper allocation

factor, to give due consideration to the fact that

Washington is a terminal state.

Peincipal Terminals of Complainant Roads—S.

P. & S. The principal terminals of the S. P. & S. are

located in Oregon. The only terminal properties in

Washington are in Vancouver. The replacement cost

(at prewar prices) of the Vancouver terminals is $1,-

259,486. The replacement cost of the terminal prop-

erties in Oregon (at prewar prices) is $6,953,361,

which would be doubled if the Portland-Vancouver

bridges are included. (S. P. & S. Rec. pp. 429-431.)

Same—Northern Pacific. The principal termi-

nals of the N. P. are located in St. Paul, Minneapolis

and Duluth, Minnesota; Superior, Wisconsin, and

Seattle, Spokane and Tacoma, Washington. There

are no terminal facilities of any consequence in North
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Dakota, Montana or Idaho. (N. P. Eec. pp. 686,

5779.) The terminals in Portland, Oregon, are op-

erated by a terminal company. (Donnelly, N. P. Rec.

p. 5808.)

Thus, the reproduction cost less depreciation at

prewar prices of the N. P. operating property in Se-

attle and Tacoma as of June 30, 1917, was as fol-

lows: In Seattle, $16,845,987 (Stoner, N. P. Rec. p.

3691) ; and in Tacoma, $14,527,720 (Crookes, N. P.

Rec. pp. 3675, 3719).

Northern Pacific—Replacemext Cost Per Mile

OF N. P. Lines in the Several States. The following

table shows by states, the average cost of reproduction

new less depreciation of the N. P. per mile of single

track, as of June 30, 1917, with prices of labor and

material as of June 30, 1914, plus depreciated net ad-

ditions to December 31, 1925 (Del Ex. '^248," p. 19,

N. P. case)

:

TABLE NO. 1

Line owned including branch line
(single track)

state

Miles
Average cost of
reproduction less

depreciation:

Minnesota 1,008.66
1,825.85
110.73

1,540.20
322.27
85.58

1,521.08

$89,236.00
Washington 82,650.00
Wisconsin . 74,770.00
Montana 72,015.00
Idaho 62,649.00
Oregon 56,490.00
North Dakota . ... 39,983.00

Totals and Averages 6,414.37

4,588.52

$69,524.14

Totals and averages outside of
Washington $64,301.11
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Same—Milwaukee. The larger terminals of the

Milwaukee are at Chicago, Milwaukee, St. Paul, Min-

neapolis, Butte, Council Blu:ffs, Kansas City, Tacoma,

Seattle, and Spokane. There are no terminal docks,

wharves, depots, and yards located in Idaho, Mon-

tana, ISTorth and South Dakota, and Minnesota, as

compared with the State of Washington. (A. S. Dud-

ley, Milw. Rec. p. 982.)

At Spokane, the Milwaukee uses 6i/4 miles of yard

tracks and sidings, of which 4 miles are solely owned.

The passenger station is jointly owned with the

Union Pacific and is modern, adequate and well lo-

cated.

At Seattle, the Milwaukee uses 31 miles of 3^ard

tracks and sidings of which 20 miles are solely owned.

It has acquired extensive property on which it has

built tracks and buildings, so that it now possesses

large terminal facilities including freight house and

team tracks, train yards, a five-stall engine house,

docks and dock houses, car ferry landings, etc. It

owns three docks and two dock warehouses, one 115x

500 feet, and the other 100x444 feet. Its facilities in

Seattle are equal to those of its competitors.

At Tacoma, the Milwaukee owns 41 miles of yard

tracks and sidings, the main shops of the lines west

of Mobridge being located there. On the water front,

it owns three docks and two dock warehouses, one

175x940 feet, and one 175x1000 feet; also a grain

elevator of 106,000 bushels capacity. (Def . Ex. ^

^ 23,

"

pp. 38-9, Milw. case.)
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Replacement Cost Per Mile of the Milwaukee
Lines in the Several States. The following table

shows by states as to the Milwaukee, the average cost

of reproduction new less depreciation per mile of

single track as of June 30, 1918, with prices of labor

and material as of June 30, 1914 (Def. Ex. ''28," p.

32, Milw. Case) :

TABLE NO. 2

Line owned including branch line
(single track)

state

Miles
Average cost of
reproduction less

depreciation:

Illinois 409.89
236.62
941.46
140.56

1,155.63
1,820.85
1,243.05
1,866.49
206.81

1,800.65
379.48

$115,672
Idaho 93 095
Washington . ... 61,943

58,599Missouri
Montana 56,625

44 720Wisconsin
Minnesota 43,019
Iowa 40,751
Michigan 32,671
South Dakota .... .... 22,762

16,812North Dakota
Kansas (yard tracks only)
Nebraska (grading and bridges)

Totals and Averages 10,201.49

9,260.03

$45,738

Totals and averages outside of
Washington $44,090

(4-e) Relative Replacement Cost—This Factor
Makes Due Provision for Relative Construction

Cost.

In Wallace v. Hines, 253 U. S. 66, we have a case

where an apportionment of system value between

states on a relative mileage-of-line basis, for the pur-

pose of levying an excise tax on an interstate rail-

road, was sought to be upheld where it appeared that

the road was not homogeneous in character, but there

the court said

:
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**As the law is administered, the tax commis-
sioner fixes the value of the total property of
each railroad by the total value of its stocks and
bonds, and assesses the proportion of this value
that the main track mileage in North Dakota
bears to the main track of the whole line. But
on the allegations of the bill, which is all that

we have before us, the circumstances are such as

to make that mode of assessment indefensible.

North Dakota is a state of plains, very different

from the ether states, and the cost of the roads
there was much less than it was in mountainous
regions that the roads had to traverse. The
state is mainly agricultural. Its markets are
outside its boundaries and most of the distribut-

ing centers from which it purchases also are

outside. It naturally follows that the great and
very valuable terminals of the roads are in other

states. So looking only to the ph3^sical track
the injustice of assuming the value to be evenly
distributed according to main track mileage is

plain.
'

'

It is to be observed that the court criticizes the

method of allocation used in North Dakota only be-

cause of peculiar conditions there existing, namely,

that the cost of the roads in that state were shown to

be much less than in other states. A careful examina-

tion of the numerous Supreme Court decisions touch-

ing on this question shows that this is the Courts' only

criticism of the mileage-of-line method of apportion-

ment and we agree that the objection is a valid one.

Mr. Lyons, counsel for the N. P., and Mr. Field,

counsel for the Milwaukee, were of counsel for the

railroads in that case.
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(4) Relative Replacement Cost Factor—How
Computed. The defendants contend that since it was

admittedly impossible for the litigant railroads to de-

termine their net earnings by states, the fairest avail-

able indication of the divstribution of system value

among the several states is what will be hereafter

referred to as the relative replacement cost factor.

This factor was computed as follows : The cost of re-

production less depreciation of the company's prop-

erty other than equipment both in the state of Wash-

ington and for the system was computed from the

tentative valuation report of the Interstate Commerce

Commission to the valuation date (June 30, 1917, as

to the N. P., June 30, 1918, as to the Milwaukee,

and June 30, 1916, as to the S. P. & S.), and based

upon prices of labor and material as of June 30, 1914.

To this, was added the net expenditures for additions

and betterments from the valuation date to the end

of the calendar year last preceding the assessment

date, depreciated at the same percentages used by the

Interstate Commerce Conmiission. The equipment

was apportioned to the state according to the relative

number of miles the various kinds of equipment was

operated within the state and over the system for the

preceding calendar year. (Carey, N. P. Rec. 3048-

54; Milw. Rec. pp. 1392-1400; S. P. & S. Rec. pp.

1255-7.)

In the Milwaukee case it was agreed that if the

factor was a proper one, this would be the way to

compute it. (Milw. Rec. pp. 1008-11.) In the N. P.
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case, complainant's witness followed the same method

in computing the factor. (N. P. Rec. pp. 168-169;

569-573.) And this was considered the fairest method

for the purpose. (N. P. Rec. p. 570.) Likewise,

the S. P. & S. statistician seems to have used the

same method. (S. P. & S. Rec. pp. 271, 433-5.)

(4) Same—Reasons foe Vaeiation in N. P. 's and

Defendant's Figures. Each of the complainants

stipulated that the figures shown in the I. C. C. ten-

tative valuation reports as to these three roads were

the minimum as to the cost of reproduction, and the

maximum as to depreciation factors. (S. P. & S.

case: Def. Ex. ^^35"; N. P. case: Del Ex. '^235'';

Milw. case : Def. Ex. ^^13.") These figures were used

in the computation of defendants' replacement cost

factor as heretofore shown, while the N. P. used the

I. C. C. preliminary engineering and land reports,

which would admittedly not give as accurate a per-

centage as the tentative valuation report. (N. P.

Rec. pp. 727-732.)

(4-a) Since Replacement Cost of a Railroad is

Prima Facie its Value, Relative Replacement Cost

Must be Presumptively its Relative Value.

^'It is, of course, a necessary rule that in val-

uing a railroad the first inquiry is as to its actual
cost. That, prima facie, is its value, but if it

appears that the actual cost was in excess of the

necessary cost, the necessary cost is the proper
standard.'' {O. W, R, & N, Co. v. Thurston
County, 98 Wash. 218, 231-2.)

If cost, or necessary cost, is, prima facie, the value

of the system, it must follow, of course, that relative
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cost, or relative necessary cost, prima facie represents

the relative value of different parts of the system.

To quote further from the Thurston County case

:

^^If it further appears that the net incom.e of
the road does not amount to current rates of in-

terest on its necessary cost, and is not likely to

do so, or if the business of the road is likely to be
destroyed or impaired by competition or other
cause, or if the utility of the road is not equal
to its cost, then this value is less than it cost,

and must be determined bv reference to its util-

ity alone.'' (O. W. E. ch N. Co. v. Thurston
County, 98 Wash. 218, 231-2.)

Now while later developments may show that the

so-called utility value of the whole system is less than

its cost, or necessary cost, this does not overcome the

other presumption that the relative cost or relative

necessary cost, or relative replacement cost, repre-

sents the relative value of diiferent portions of the

system. This presumption can be overcome only by

convincing evidence that the utility value of different

portions of the road is different than that reflected by

relative cost or relative replacement cost. If, as con-

tended by complainants, earning power (not past

earnings) is the measure of system value, then rel-

ative earning power must be the measure of relative

value, and this presumption that relative cost, or

relative replacement cost, reflects relative value, can

be overcome not alone by a showing of relative past

net earnings, but by a clear showing that the relative

future prospects of different segments of the system
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are other than reflected by relative cost, or relative

replacement cost.

Relative past net earnings are admittedly not avail-

able (Report p. 64) nor does the evidence otherwise

show the relative future earning power of these

Washington properties as compared with the re-

mainder of the respective systems.

(4-b) The Loss as Well as the Gain in Value
Resulting From Fusion of the Tangible Parts Are
Distributed Over the System in Proportion to the
Value of Such Separate Tangible Parts.

Where, by unity of use and ownership of separate

articles of tangible property there is developed a

property value in excess of the aggregate of the value

of such separate pieces of tangible property, such in-

tangible property value is to be found, not at its home-

office, not in the state granting its owner its cor-

porate franchise, but instead, is distributed where-

ever its tangible property is located and its work is

done.

Adams Express Co. v. Ohio, 166 U. S. 185.

Is it not logical then to conclude that if the value

of the whole, following such fusion, is found to be

less than the sum of the values of the separate parts,

such loss is likewise distributed ^Svherever its tan-

gible property is located and its work is done?"

In this connection see the testimony of Dr. Harley

L. Lutz (Milw. Rec. pp. 1229-35).
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(4-c) The Presumption That Relati\te Replace-
ment Cost Reflects Relative Value Has Not Been
Overcome in Any of the Present Cases.

Net earnings of these various roads by states are

admittedly not available. (Report, p. 64.) It fol-

lows that relative net earnings has not, and cannot

be shown. Nor, as will later be shown, does the evi-

dence otherwise show the relative future earning

power of these Washington properties.

(4-d) Replacement Cost as Basis of Rates. In

determining the value for rate making purposes,

commissions have always been compelled to give great

weight to the replacement cost of the public utility.

This being so rates both local and system wide bear

to a very marked degree, a relation to the replace-

ment cost of each respectively. The fixing of rates

carries with it a careful consideration of the costs of

service so that the property may show a fair return

upon its value. Assuming, of course, that a property

or any of its component parts carries a sufficient

volume of business to justify its existence and opera-

tion as a carrier the net revenue that it produces

should bear a direct relation to its replacement cost.

Thus local rates would be fixed to show a fair return

upon the replacement cost of the local portion of the

system and through rates would be fixed to show a

fair return upon the whole system. Therefore to

determine the portion of the net revenue of the whole

system which any component part earns, it is neces-

sary to compare the replacement cost of the part to
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the replacement cost of the whole. If the value of a

system or a part of the system is measurable by its

earning capacity then, the value of a part may be

determined by calculating its portion of the value of

the whole by determining its relative replacement

cost and, applying that percentage to the value of

the whole system, the relative value of the part will

be obtained.

(4-e) Terminal Values.— Relative Replace-

ment Cost is the Only Logical Index of the True
Distribution Among States of the Value of Shops^

Docks, Yards, Industrial Tracks, and Other Termi-

nal Facilities.

Prof. Meyer, senior member of the I. C. C, says

:

^'By this method the treatment of terminals,

for instance, would rest upon a definite and
logical basis and not upon a more or less in-

telligent conjecture." (Milw. Case, Def. Ex.
^'11,'' p. 24.)

In Louisville & N. R. Co, v, Bosworth, 209 Fed. 380,

432 et seq., the court could think of no way, other

than construction cost of determining the amount of

excess terminal value.

(4-f ) Eelative Replacement Cost.—This Factor
Makes Due Provision for Differences in Relative

Construction Cost Required by the Rule Laid

Down in Wallace v. Hines, 253 U. S. 66.

(4-g) The Relative Replacement Cost Method
is Generally Endorsed by all Except the Mil-

waukee AND ITS Tax Commissioner.

By Complainants, N. P. and S. P. & S. : The N. P.

and S. P. & S. each advocated the use of the relative
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replacement cost factor (called by them the ^'Phy-

sical property'' factor), except that these companies

suggested its use in connection with the four other

factors which will be hereafter discussed, while de-

fendants insisted that this factor alone, so far as the

evidence showed, was the fairest indication of the

relative value of the Washington properties. (N. P.

Eec. pp. 167-8; S. P. & S. Pec. pp. 271-2.)

By the N. p. IX THE Seattle Savitching Case:

E. V. Peterson, the witness who computed and spon-

sored the five apportionment factors advocated by
the N. P. (N. P. Rec. pp. 144, 167-170) and who
claimed qualifications entitling him to testify as an
expert on allocation (N. P. p. 749), admitted that

about April, 1924, he had testified for the N. P. in

the case of I. 0. C. Docket No. 145,663, which was
a proceeding relating to switching charges and prac-

tices in Seattle. (N. P. Rec. 737.) He further tes-

tified :

^^Q. Did you not testify in that proceeding
that the proportion of the taxes paid by the

Northern Pacific in the whole State of Wash-
ington should be allocated to the Seattle termi-

nals on the basis of cost of reproduction less de-

preciation that the Seattle terminals bore to cost

of reproduction less depreciation of all operating
property of the company in the State of Wash-
ington? ^ * *

^^A. That was the basis that was used in that

case as presented.

^*Q. I would like you to answer yes or no to

that question.
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^^A. Yes, sir.'' (N. P. Rec. pp. 739-40; S. P.

& S. case, Del Ex. ^^39".)

Mr. daPonte admitted that the Northern Pacific

was entitled in that case to a fair return based on

the value of service and the cost of switching in

Seattle. (N. P. Rec. pp. 742; S. P. & S. case, Def.

Ex. ^^39".)

Mr. Peterson testified that in this Switching Case,

the question involved was the fairness of the switch-

ing rates. (N. P. Rec. pp. 867-8.) He further tes-

tified :

'^Q. I think you testified in apportioning to

Seattle terminal its share of taxes properly ap-
portionable to that terminal you apportioned to

the Seattle terminal that proportion of the whole
taxes paid in the State of Washington which the

reproduction cost of the Seattle terminal bore
to the reproduction cost in the state of Wash-
ington ?

^^A. That is the method which was followed
in that case." (N. P. Rec. p. 868; S. P. & S.

case, Def. Ex. ^^39.")

It is apparent, therefore, that the N. P., when it

sought in another proceeding to allocate the proper

proportion of its tax accruals to a given portion

of its system, used the very method which the de-

fendants are contending for here. It did not use

traffic units, car miles or gross revenues. It as-

sumed, and rightfully so, that the value upon which

it paid taxes was located in the Seattle switching dis-
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trict in the proportion which the cost of reproduc-

tion of all of its property in the state bore to the cost

of reproducing the property utilized in its switch-

ing operations in Seattle.

By Defendants' Witnesses. Each of defendants

witnesses in these cases who testified as to value

advocated the use of this method

:

Testimony of Harley L. Lutz (S. P. & S. pp
1458-9; N. P. Eec. pp. 3106-7; Milw. Rec. pp
1229-1235)

;

Testimony of James W. Carey (S. P. & S. Eec
pp. 1248-51 ; Milw. Rec. pp. 1435-7 ; 1454-6)

;

Testimony of O. O. Calderhead (S. P. & S. Rec

pp. 1411-2 ; ISr. P. Rec. pp. 3388-9)
;

Testimony of Henry Gray (X. P. Rec. pp
3443-4; 3531-5).

By Complainants' Witness. Robert Crosbie

secretary and comptroller of the S. P. & S. and who it

was agreed was speaking for that company (S. P
& S. Rec. pp. 929, 1100), testified that he would
apportion the system value of the Oregon Trunk as

between Oregon and Washington according to rela-

tive cost of construction. He testified in substance

as follows:

There is only a small portion of the Oregon
Trunk in Washington; there is a bridge across

the Columbia at Wishram, and the state bound-
ary is between the ends of the bridge. There
are no gross earnings in Washington, there be-

ing only terminals there. The car miles and
traffic units in Washington mean practically

nothing. In the S. P. & S. you have a line over
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300 miles long, and have something to work
car miles and traffic units on, but where you
have only terminals in a state, you can't use the

same basis, he thought. The fact that the miles
of track is mostly bridge in Washington, would
have to be given consideration. If he were try-

ing to figure it out as a business man, he thought
the way he would do it would be to find the cost

of reconstruction in Washington, and the cost

of reconstruction of the whole system, and com-
pare the cost in Washington with the whole sys-

tem. He thought that to resort to cost of recon-

struction would be the proper method. (S. P.
& S. Rec. pp. 1107-9.)

A. S. Dudley, tax commissioner of the Milwaukee,

admitted that in apportioning the value of the sys-

tem as between operating personal property and

operating real property, he would determine the value

of the operating personal property by finding its

cost of reproduction less depreciation. (Milw. Rec.

pp. 436-7, 940.)

Speaking of the five allocation factors urged by

the N. P., which, as shown, included the relative re-

placement cost method, Dr. Arthur Twining Hadley,

testified for each of the complainants as follows

:

^'Q. Would you say these methods are good
methods "? A. I say they are all reasonably good
methods. Q. But that you prefer the gross earn-
ings method ? A. That I prefer the gross earn-
ings, yes. Q. Would you say the assessing c'

cers of the state of Washington had been guilty
of arbitrary or capricious action in adopting one
or more of these methods in allocating to the
state of Washington its proper proportion of
the system for taxation purposes? A. The al-

location, assuming you have valued the property
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on a proper basis, if the total lvalue has been
assessed on a basis that can be defended, no
criticism would be made against— Q. The use
of any one of those methods of allocation? A.
Any one of the methods of allocation here given.
There might be a practical objection to that if

the allocation was by various states and they
allocated more than was right, it might give
rise to litigation; but that is small/' (N. P.
Eec. pp. 348-9 ; Hadley Dep. Milw. Case. p. 88

;

S. P. & S. Rec. pp. 176-7.)

By Special California Tax Commission. This

special commission was appointed to investigate and

report upon the matter of revenue and taxation in the

state of California. (Calif. Statutes, 1927, Chap.

455.) Among other things, it found the market value

of the various interstate railroad properties in Cali-

fornia, and in so doing, solved the problem of allo-

cation between states, by using relative historical

cost. To quote

:

^^In the case of interstate utilities the total

value of the operative property had in turn to

be allocated to California.

^^Mr. Lester S. Ready, consulting engineer
employed by the Tax Commission, determined in

the course of his studies, the historical cost of
the operative properties of public utility cor-

porations operating in California. He furnished
percentages showing the amount of operating
property in California in the cases of corpora-
tions operating within and without the state.

Our stock and bond valuation of operative prop-
erty was apportioned to California on the basis

of the percentages furnished b}^ Mr. Ready."
(Final Report of California Tax Commission,
submitted to the governor, March 5, 1929, p.

220.)
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By Committee of National Tax Association. A
committee of the National Tax Association reports

as follows

:

'^Physical valuation is, of course, the very best

index of property distribution." (See Proceed-
ings of 16th National Conference, 1923, p. 406,

N. P. Ex. ^^624"; Def. Ex. ^^32," S. P. & S.

Case.)

Two of the complainants cite this report as au-

thority for their choice of apportionment factors.

(N. P. Rec. pp. 1701; 804; 565-7; S. P. & S. Rec.

pp. 269-270.) The report in question did not relate

to a property tax, but a combination of net earn-

ings and gross earnings tax. (S. P. & S. Rec. p. 1374-

5;N. P. Rec. p. 3209-10.)

By Prof. Meyer. Pursuant to the Act of Congress

of March 6, 1902, a survey was made by the Depart-

ment of Commerce and Labor of the commercial value

of the railroads of the nation. Census Bulletin 21

issued pursuant to this survey contains a discussion

of the ^^ Methods for the distribution of railway

values among states." The author was Prof. Bal-

thaser H. Meyer concerning whom M. A. S. Dudley

of the Milwaukee has this to say

:

'^I know he was a member of the faculty of

the University of Wisconsin years ago and r

member of the Wisconsin Railroad Commission
for many years. I understand he is a member
of the Interstate Commerce Commission now.
* * ^ Q. A pretty good authority? A. I
should judge so. (Milw. Rec. p. 974) -^ * *
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I want to say that in differing with Professor
Meyer, it is with the greatest deference to the
views of a man such as Professor Meyer. I have
the greatest respect for his judgment." (Milw.
Eec. p. 1010.)

Professor Meyer said in part in Census Bulletin

21:

'*The distribution of railway values among
states is in some respects the most difficult prob-
lem connected with this investigation, and its

solution is much less satisfactory than that of
ascertaining the values of systems as a w^hole.

Every railway system is an entity. It is a whole
which can not be arbitrarily separated into its

constituent parts, especially when the lines of

division are political rather than commercial.
Every method for the assignment of values to

states is vulnerable at some point; it breaks
down somewhere, either in its practical appli-

cation or in the reasoning by which it is estab-

lished. Those methods have been selected in this

investigation which best meet the requirements
of logic and feasibility. A brief discussion of

competing methods for the distribution of values

among states follows

:

* * * -Sf -X-

^'According to the cost of reproduction method
of apportioning railway values among the states,

each state receives such a part of the total value
of the system as the cost of reproduction of

that part of the system within its borders is a

part of the cost of reproducing the whole sys-

tem. It does not mean that the cost of repr^

duction is to be regarded as the equivalent of

the commercial value of a railway, for it is

not, but rather that the cost of reproduction of

the whole and of the various state parts shall

constitute the terms of the ratios in accordance

with which total values shall be distributed.
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By this method the treatment of terminals, for

instance, would rest upon a definite and logical

basis and not upon a more or less intelligent

conjecture. Even an engineer's estimate of the

cost of reproduction will have enough of con-

jecture in it but it will reduce the element of

guesswork to a minimum. The cost of repro-

duction method carries with it a greater degree
of demonstrable certainty and conviction than
any of the others which have been proposed.
The impossibility of employing it in the present
valuation was pointed out in the discussion on
methods for valuing railway systems as a whole.
The objections to using this method as a basis

for distributing values are much the same as

those against the acceptance of cost of repro-
duction figures as an expression of the com-
mercial value of a road. Values are not neces-

sarily large where the cost of reproduction would
be heavy, while values may be great where the

cost of reproduction would be relatively small.

But even assuming that the commercial value of
railway property and the estimated cost of re-

production of that property are represented by
lines which cross and recross each other at

various points and angles, it is, on the other
hand, unquestionably true that, all things con-

sidered, a line representing a theoretically ac-

curate distribution of values and another rep-
resenting the cost of reproduction will run more
nearly parallel than any other line which can
be drawn in the direction of values, based upon
total trackage, net earnings, tonnage, or any
one or more of the other methods suggested
above, except gross earnings; and, because of

the greater ease with which the last can be ascer-

tained, the decision must turn in its favor for

purposes of a commercial valuation.'' (pp. 5,

24-5, Def. Ex. ^^11," Milw. case.)
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True, this article was Avritten in 1905, but the

problem was the same then as now, and what was

said by Professor Meyer then, is just as pertinent

to this inquiry as to the problem which confronted

the Department of Commerce and Labor in 1905.

Why, then, it may be asked, has this method of

apportionment not been more generally discussed in

court decisions? The answer is plain—until the

last few years, the I. C. C. had not even made a

tentative determination of the cost of reproduction of

the various interstate roads, either for the system or

by states. Until this was done, it could hardly be

expected that either the legislatures or assessing

boards of the various states would adopt this method

of apportioning system value, or the courts have oc-

casion to consider its propriety.

(4-h) The Relatto^ Replacement Cost Method
OF Apportionment is Appeo\^d by the Courts, Even
AS A Factor for the Distribution of Income of

Interstate Properties.

By what other method could such differences in

construction cost and terminal values be adjusted

as between states ? Counsel has suggested none, be-

ing at all times content with the bare assertion that

terminal values are not local, and consequently may
be entirely disregarded.

But in Louisville & N. R, Co. v. Bosworth, 209

Fed. 380, 432 et seq.^ where this very problem was

considered, the court said

:

'^If the excess is in the tangible property, it

has to be determined wherein it lies, i. e.,
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whether in terminal facilities, rolling stock, or

in something else, and what the extent of it is,

and then the value thereof has to be determined.
Cost of construction or acquisition and extent
of deterioration are no doubt considerations rel-

evant to such determination. No other way of

determining the amount of such excess value, in

such case, occurs to me,'' etc.

Were it a valid objection to the physical property

method of allocation that it ignores the use of the

property, it certainly could not properly be used in

allocating the income of a corporation doing an in-

terstate business, as a basis of a state income tax.

Yet the Supreme Court has held it a proper test for

this purpose.

The case of Underivood Typewriter Co, v, Cham-

herlain, 254 U. S. 113, arose under the Connecticut

statute which imposed upon foreign corporations

doing business partly within and partly without the

state an annual tax of two per cent upon the net

income earned during the preceding year on business

carried on within the state, ascertained by taking

such proportion of the whole net income on which the

corporation was required to pay a tax to the United

States as the value of its real and tangible personal

property within the state bore to the value of all

of its real and tangible personal property. The Un-

derwood Typewriter Company, a Delaware corpora-

tion, was engaged in manufacturing and selling type-

writers and supplies. All its manufacturing was done

in Connecticut, but the greater part of its sales was

made from branch offices in other states. It con-
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tended that the tax was violative of the Fourteenth

Amendment in that it imposed, directly or indirectly,

a tax on income arising from business conducted

outside the state. In support of the latter objection

it showed that while 47% of its real estate and

tangible personal property was located in Connecti-

cut, in fact about $1,300,000 of its net profits were

received in other states and only about $43,000 in

Connecticut. The court, however, in sustaining the

validity of the tax, said (pp. 120-121) :

^^In support of its objection that business out-

side the state is taxed plaintiff rests solely upon
the showing that of its net profits $1,293,643.95

was received in other states and $42,942.18 in

Connecticut, while under the method of appor-
tionment of net income required by the statute

47 per cent of its net income is attributable to

operations in Connecticut. But this showing
wholly fails to sustain the objection. The profits

of the corporation were largely earned by a
series of transactions beginning with manufac-
ture in Connecticut and ending with sale in

other states. In this it was typical of a large

part of the manufacturing business conducted
in the state. The legislature in attempting to

put upon this business its fair share of the

burden of taxation was faced with the impossi-
bility of allocating specifically the profits earned
by the processes conducted within its borders.

It, therefore, adopted a method of apportion-
ment which, for all that appears in this record,

reached, and was meant to reach, only the profits

earned within the state. ^The plaintiff's argu-
ment on this branch of the case,' as stated by
the Supreme Court of Errors, ' carries the burden
of showing that 47 per cent of its net income is

not reasonably attributable, for purposes of tax-
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ation, to the manufacture of products from the

sale of which 80 per cent of its gross earn-

ings was derived after paying manufacturing
costs.' The corporation has not even attempted
to show this; and for aught that appears the

percentage of net profits earned in Connecticut
may have been much larger than 47 per cent.

There is, consequently, nothing in this record
to show that the method of apportionment
adopted by the state was inherently arbitrary,

or that its application to this corporation pro-

duced an unreasonable result.''

(Here, as there, complainants made no attempt

to show their true net earnings in Washington, all

conceding that this could not be done. Master's Re-

port, p. 64; Milw. complaints, 1926, p. 8; 1927, p.

11.)

The franchise tax on corporations provided by

New York Tax Law Sec. 209, is, in practical opera-

tion, a tax on that proportion of the entire net in-

come of the corporation which the average monthly

value of the real property and tangible personal

property within the state bears to the aggregate of

the average monthly value of all of the real and

personal property of the corporation, wherever sit-

uated. {People ex rel. Alpha P. C, Co. v. Knapp,

230 N. Y. 48, 129 JST. E. 202, 205.)

In People ex rel. Bass, Ratcliff & Gratton v. State

Tax Commission, 232 N. Y. 42, 133 N. E. 122, it was

held that such franchise tax was not invalid as a

tax on property outside of the state in case of levy

of a tax on a foreign corporation which had derived

no income from business within the state, but had
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derived income from business outside of the state,

by comparison of the total assets with the assets in

the state, the court saying:

^*We think the question should be answered
in the negative. Such a method of levying ^

franchise tax is not inherently arbitrary. It is

based on a comparison of the total assets with
the assets in New York. Nor has its applica-
tion to this corporation produced an unreason-
able result in the moderate sum assessed in lieu

of all other taxes on its personal property, capital

stock, or income.''

The case last cited was affirmed by the supreme

court in Bass, etc., Ltd. v. Tax Commission, 266 U. S.

271, where the court, after reviewing at length its

former decision in Underwood Typetvriter Co. v.

Chamberlain, 254 U. S. 113, said (pp. 282-3) :

^^In Wallace v. Bines, 253 U. S. m, 69, it

was recognized that a state, in imposing an ex-

cise tax upon foreign corporations in respect to

doing business within the state, may look to

the property of such corporations beyond its

borders to *get the true value of things within
it, when they are part of an organic system
of wide extent,' giving the local property a value
above that which it would otherwise possess, and
may therefore take into account property sit-

uated elsewhere when it 'can be seen in some
plain and fairly intelligible way that it adds
to the value of the (property) and the rights

exercised in the state.' This is directly ap-
plicable to the carrying on of a unitary busi-

ness of manufacture and sale partly within and
partly without the state.

^'ISTor do we find that the method of appor-
tioning the net income on the basis of the ratio
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of the segregated assets located in New York
and elsewhere, was inherently arbitrary or a
mere effort to reach profits earned elsewhere
under the guise of legitimate taxation. The
principal factors entering into this allocation

are, as in the Underwood case, the real and
tangible personal property of the corporation.

•X- -K- -Jf -Jf 4f

^'It is not shown in the present case, any
more than in the Underwood case, that this

application of the statutory method of appor-
tionment has produced an unreasonble result.

The fact that the company may not have had
any net income upon which it was subject to

payment of income tax to the Federal Govern-
ment, obviously does not show that it received
no net income from the business which it carried

on in New York. There is no evidence in the
record as to whether the company received any
net income from its new York business, or the
amount of the profit and loss on that business,

if any, either considered separately or in con-
nection with the manufacturing business carried
on in Great Britain.''

In Gorham Mfg. Co. v. Travis, 274 Fed. 975, the

validity of the New York law was again attacked,

but in upholding it, the court said (pp. 978-9) :

^^With all deference when applied to corpora-
tions having business in several states, any ef-

fort at allocation must be more or less arbi-

trary and fictitious, and is indeed shown by
the record at bar. The truth is that in a busi-

ness which is a unity, it is impossible to break
up the parts and satisfactorily to assign to any
piece a corresponding part of the income. Take
as an instance the record here. Much of the

personal property of the plaintiff in New York
consists of sample pieces of silverware kept for
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display, by which goods elsewhere are sold, some
of which never come into New York at all. A
foreign customer may see such samples and order
from them, but the goods may be shipped from
Ehode Island to Pennsylvania or Connecticut.
Yet it would be an obvious error not to assign
any part of the resulting income to the New
York samples. No one could possibly say whether
the sale would have been made without them.
The case in this aspect presents the not wholly
unfamiliar difficulty of trying to apportion
quantitatively the effect of a nmnber of factors

each of which is an absolute condition to the

result. In such a case there is no rational solu-

tion which will bear scrutiny, and one must
proceed by a more or less rough division not too

shocking to preconceived assumptions. TJnder-
wood Typewriter Co. v. Chaynherlam, 254 U. S.

113. ^ * *

^
' In the case of railroads an allocation of cars

and other propertv according to mileage was sup-
ported in State R. R, Tax Cases, 92 U. S. 575
^ * '^ I do not understand that Union Tank
Line Co, v. Wrights supra, or Wallace v. Hines,
supra, overrule those cases so far as the prima
facie rule is concerned. They do hold that when
the rule is shown in a given instance to result in

the taxation of foreign assets, it is invalid. Prima
facie it remains a sound rule, as I understand
it.

^' ^ * The statute at bar allocates that

income upon the basis of capital, real and per-

sonal, and of accounts receivable. * * ^

^'This is indeed a rough rule and may in

application work unevenly, but every rule must.
Even if each transaction were analyzed, the re-

sult would be, as one of the plaintiff's own wit-

nesses put it, 'a series of arbitrary decisions

which would not be based on the facts at all.'

The consequence is not, as the plainti:ff's argu-

ment would have it, to deprive the state of all
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power to tax, but to require no more, at least

as a presumptive rule, than an honest allocation

which shall avoid gross inequities. Perhaps the

taxpayer must have the right to show that parts
of the foreign assets are not functionally con-

nected with the local business
;
perhaps he must

have the further right to show that though func-
tionally a part, as were the terminals in Wallace
V. Hines, supra, the formula works with gross
inequity. I think he has both these rights.

'

'

In St Louis & San Francisco Ry. v, Middlekamp,

256 U. S. 226, a similar law of Missouri, as applied

to an interstate railroad company was upheld, al-

though the exact question, while argued, was not

discussed in the opinion. The offending law there

provided

:

^^And for the purposes of this act such corpora-
tion shall be deemed to have employed in this

state that proportion of its entire outstanding
capital stock and surplus that its property and
assets in this state, bears to all its property and
assets wherever located."

(5-a) Method of Apportionment Proposed by the

N. P. AND S. P. & S. These complainants propose that

equal weight be given to each of the following fac-

tors: (1) relative replacement cost (called '^physi-

cal property")
; (2) relative mileage of all tracks op-

erated; (3) relative transportation car mileage; (4)

relative ton miles plus passenger miles ('traffic

units") and (5) relative gross operating revenues

apportioned between states on a mileage pro-rate.

(N. P. Ex. ^^16," p. 8; Ex. ^^17," p. 7; S. P. & S. Ex.

^^10," p. 3.)
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(5-b) The Milwaukee. This complainant con-

demns relative replacement cost, and proposes that

equal weight be given to each of the following factors

:

(1) relative mileage of all tracks operated; (2)

relative car miles plus locomotive miles; (3) relative

ton miles plus passenger miles and (4) relative gross

operating revenues with revenues apportioned be-

tween states other than Minnesota on a relative ton

mileage basis.

Defendants contend that the so-called ^^ physical

property" factor, so far as the record here shows,

correctly reflects Washington's true proportion of

the system value of each of these railroad properties

involved. They do not agree that the other factors

proposed by complainants either singly or collectively

overcome the presumption that relative replacement

cost reflects relative value.

(6) Relative Mileage of all Tracks Operated—
How Computed. In computing this factor, the Mil-

waukee compares the mileage of all tracks operated

in the state and for the system, whether such tracks

be owned or are merely used under lease or joint

trackage agreements. (Milw. Rec. p. 136.) Equal

weight is given to all tracks, whether main or side

track (Milw. Rec. p. 135), and equal weight is given

to each mile of track, whether owned, leased or used

jointly with other companies under joint trackage

agreements. (Milw. Rec. p. 981.) No distinction is

made as to tunnels, bridges, trestles or terminals.

(Milw. Rec. p. 981.)
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The details as to how the other complainants com-

pute the factor do not, it seems, appear in the record,

but for the purpose of this discussion, we may as-

sume that these companies follow the same practice

as the Milwaukee.

(7) Same—Relative Construction Cost—Ter-

minal Property. Since the relative all-trackage

factor gives the same weight to mileage of track

located on worthless land or prairie land, as to mile-

age of mountain road and track located on valuable

urban lands, it necessarily fails to reflect either

relative construction cost or terminal values. Hence

it is subject to all of the objections suggested by the

courts to the relative mileage-of-line factor.

O. B. Riddle, statistician of the S. P. & S., con-

ceded that the factor in no way reflected relative

value as to terminals, docks, wharves, depots and

yards. (S. P. & S. Rec. p. 542.)

The criticism of defendants' witnesses appear in

the record as follows: James W. Carey (S. P. & S.

Rec. pp. 1240-3; Milw. Rec. pp. 1428-30) ; Harley L.

Lutz (S. P. & S. Rec. p. 1470; Milw. Rec. pp. 1236-7)
;

Henry Gray (N. P. Rec. pp. 3447-8).

A. S. Dudley of the Milwaukee conceded that the

factor accorded equal weight to each mile of track;

that it makes no distinction as to comparative cost,

or as to tunnels or bridges, trestles or terminals, but

gives equal weight to all, although in his opinion the

average cost per mile in Washington exceeded that

in Montana or the Dakotas. (Milw. Rec. p. 981.)

177



2472

Of course, this factor as completely ignores the

distribution of terminal values, and relative cost of

construction, as does the relative mileage of line fac-

tor. It was suggested by an N. P. witness (N. P.

Eec. p. 691) that this factor did reflect the distri-

bution of terminal values since '^ where there are

large terminals there is a multiplicity of tracks."

(N. P. Pec. p. 691.) But can the court say that it

is the duty of the assessing officers to measure the

value of freight yards, depots, docks, shops and the

like with sole reference to the amount of adjacent

side tracks or storage tracks'? Are they to proceed

on the theory that a mile of tunnel or a mile of bridge

is of the same value as a mile of prairie road ?

To illustrate—the ten miles of line of the S. P.

& S. between Portland and the Washington-Oregon

line consists mostly of a series of bridges, costing ap-

proximately $10,000,000 to construct at pre-war

prices. (S. P. & S. Rec. p. 314.) An arbitrary

charge of 21/) cents per cwt. on lumber and 5 cents

per cwt. on other commodities is exacted by the S. P.

& S. road from its connections for hauling trans-

continental freight over these bridges (S. P. & S.

Rec. p. 315). The through rate on lumber from

Portland to St. Paul, a distance of 1,882 miles, being

62% cents per cwt. on lumber (S. P. & S. Rec. p.

1033; N. P. Rec. p. 9119) or about l-30th of a cent

a mile, this 21/) cent arbitrary is equivalent to the

charge for hauling this commodity some 75 miles.

Yet it is insisted that Oregon is to be given no
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more credit for these ten miles of bridges than ten

miles of ordinary roadway and track in eastern

Washington. The S. P. & S. statistician frankly

admitted that this apportionment factor failed to

reflect the relative value as to terminals, docks,

wharves, depots, yards, etc. (Riddle, S. P. & S.

Eec. p. 542.)

(8) Same—Apportions Value to State Wheee
Track Not Owned. In Washington, railroad oper-

ating property is assessed in the name of the owning

company. (Laws 1925, Ex. Sess. Ch. 130, Sec. 44, p.

254.) It follows that as to carriers operating in whole

or in part over the tracks of other companies, the

factor is clearly indefensible. For example: Let

us assume a railroad company with all of its op-

erating real property located in Washington. It

operates over 100 miles of its own rails in Washing-

ton, and also operates over 100 miles of rails of

another company, located in Oregon. According to

the relative all tracks operated factor Washington

would be apportioned but 50% of the company's

property instead of the 100% to which it was

entitled, since the 100 miles of track in Oregon op-

erated under joint user rights would be included in

the computation.

This factor has never been approved by the courts.

It seems to be an entirely new suggestion in the

present cases. It was, it is true, suggested, as a

proper method along with others by a committee

of the National Tax Conference, in a report made
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to that body in 1923, but there the tax sought to

be apportioned was a combination of gross and net

tax, as to which, of course, it would not be subject

to the objection suggested, since there the subject

of apportionment would be income— not property

values.

(8-a) Same— Not True That Washington's
State-Wide Railroad Value is Distributed Among
Counties on Track Mileage Basis. The Master

says:

''Then, too, the legislature of Washington by
directing that state value of a road should be
distributed among the counties and the various
taxing districts through which the road runs
in proportion to the mileage located therein,

has shown, it seems to me, a fondness for an
allocation of this character, and an indication

that it deems it a fair method of allocating

value. If it is fair as between counties and
the other taxing districts, I see no reason why
it should not be considered fair as between Wash-
ington and the other states." (Report, p. 72.)

Both the premise and the conclusion are unsound.

It is not true that Washington distributes values

among the counties according to relative mileage of

tracks operated. In the first place, a distinction

is made between main line, branch line, siding, etc.

The Master himself finds that such classification of

trackage is made. (Report, pp. 100, 110, 123, 134,

152.)

The different values given to different kinds of

track as to the different roads, is shown in Schedule

''C,'' Table 1, Minutes of State Board of Equaliza-
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tion. (N. P. Exs. ^^47'' and ^^48''; S. P. & S. Ex.

^^37.'') As an example, in 1926 the 100% value ap-

portioned to various kinds of track of the N. P. was

in part as follows (N. P. Ex. ^^48")
:

Classification
Value

Per Mile
Classification

Value
Per Mile

Main Line

—

Main track
2nd main track
Sidings

$89,856.15
26,956.84
17,971.23

Prairie Line Branch
Main track
2nd main track
Sidings

$35,942.46
17,971.23
8,985.61

See also, testimony of Charles A. Murray in the

N. P. case. (N. P. Rec. pp. 1050-53.)

When a road operates over a foreign line, there

is no apportionment made of right-of-way and tracks,

but only of equipment and rolling stock. For ex-

ample, see apportionment as to the Milwaukee road

operating over the O. W. R. & N., N. P. and Pacific

Coast tracks, on pages 31-33 of the Minutes of State

Board of Equalization for 1926. (N. P. Ex. ^^48";

S. P. &S. Ex. ^^37''.)

State ex reL Hellar v. Jackson, 82 Wash. 351.

But even were this not true, surely neither the

tax commission, state board, nor this court would

be justified, whether by formula or otherwise, in

depriving Washington of its terminal and other

values, simply because of its statutory method of

apportioning such values among its various taxing

districts. The court is concerned here only with

the justness of state values, not with the inter-county

distribution of such values.
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(9) Relative Car and Locomotive Miles Factor.

The Milwaukee statistician computed this factor by

comparing the car miles and locomotive miles in reve-

nue trains within the state w^ith those of the system.

(Milw. Rec. p. 62.) It included all the car miles

in revenue trains, freight and passenger, including

baggage and mail cars. Revenue car miles were

added to locomotive miles both for the state and for

the system and the ratio determined. (Milw. Rec.

pp. 187-9.) The same weight w^as given to loco-

motive miles and car miles. No distinction was

made as to the cars of different kinds, sizes, and

capacities although these admittedly vary. (Milw.

Rec. pp. 187-8.)

In the N. P. case the factor was computed in much

the same way except that locomotive miles were not

included. (N. P. Rec. pp. 698-701.)

As to this factor Dr. Harley L. Lutz testified in

the Milwaukee case

:

^' Those are facts of physical performance of

the railway, and it is obvious in a compilation
of that sort that a car that is half loaded or

quarter loaded has just as much weight as one
that is carrying a full load of freight. The same
thing is true, of course, of the locomotive mile-

age. There is, as I see it, no necessary connec-

tion between the physical performance over the

line of the various operating units and either

the net earnings of the business or the gross

earnings or the value of the property. ^ * * A
car might have a very high grade or a very low
grade of freight. In other words, a car might
earn a very substantial return or a very small

return." (Milw. Rec. pp. 1237-8.)
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He further testified that he failed to see how the

factor would reflect in any way the location or value

of the terminals, and that it would not reflect the

peculiar value of branch lines as feeders to the

main system '^because the relative mileage run over

those branch lines would be, in all probability, of

less value statistically than the service which they

performed to the system in point of actual fact in

supplying freight or other services both as to outgo-

ing and incoming movements." (Milw. Rec. p.

1238.)

And in this connection, James W. Carey, engineer

for the tax commission, testified in the Milwaukee

case

:

"By this method you assume all miles of

track to be the same. Thus, in Montana or

North Dakota, if you consider them as a bridge
over which all interstate traffic passes, you
would have a great many car and locomotive
miles, while all the business might originate in

Washington or some other state, but just by
virtue of parts of this line being, you might
say, a bridge, those states get a far greater
value than would other states like Washington
or Illinois. It does not reflect the location of

the terminals, nor does it reflect the value of
the use as compared with the use. You assume
each car as containing the same kind of freight,

and give as much weight to a car loaded with
cheap freight as a car loaded with expensive
freight, and you assume each car loaded to the

same capacity, which would not be true. One
of the principal objections which I see is that
it does not give proper consideration to the loca-

tion of the terminals and investment per mile
of line." (Milw. Rec. p. 1430-1.)
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Professor Meyer says as to this factor

:

'^Upon this basis each state receives such a
part of the total value of the system as the num-
ber of car miles run within the state is a part
of the whole number of car miles run in the
system. Car mileage obviously rests upon traf-

fic. It is a method of rounding or leveling

traffic statistics by carload units. It neglects

the nature of the traffic, the character of the

haul, the utilization of car capacity, and all

other equally important transportation factors,

except the one represented b}^ itself. ^ * * This
method would be impracticable even though
it were theoretically sound, which it is not, be-

cause sometimes total car mileage is distributed

on a track-mileage basis.'- (Def. Ex. '^11", Milw.
Case, p. 14.)

Mr. Peterson, testifying for the N. P., agreed that

there were no car miles in the terminals, and conse-

quently the factor did not reflect the distribution of

terminal values. (N. P. Rec. pp. 719-722 ; 725.)

Mr. A. S. Dudley of the Milwaukee admitted that

the factor had no virtue which the relative gross

revenues factor did not have, except that to a cer-

tain extent it weighted the average. (Milw. Rec. p.

999.)

(10) Relative Ton Miles Plus Passenger Miles

(Traffic Units). This factor was computed by com-

paring the revenue tons carried one mile plus the pas-

sengers carried one mile in Washington with the same

for the system. (Milw. Rec. p. 62 ; N. P. Rec. p. 714.)

Passenger miles were not reduced to ton miles or

vice versa. (Milw. Rec. p. 66 ; N. P. Rec. pp. 714-15.)
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Neither mail, expressage or baggage was included.

(Milw. Rec. p. 190; N. P. Rec. p. 862.)

As to this factor Dr. Lutz testified in the Mil-

waukee case

:

^^As a statistical device, of course, it is an ab-

surdity. They (car miles and passenger miles)

have no relation to each other except as figures

on paper. ^ * ^ They are quite incomparable
and quite unrelated. They are quite uncom-
mensurable things, ton miles and passenger
miles. ^ * ^ Of course the same error would
persist there in putting together all of the ton
miles of business done on the road and assign-

ing to it any particular importance so far as

light on the value of the property is concerned,
because, * ^ ^ the rates on all of these classes

of commodities are widely different. So far as

I can see the only denominator that all those

things have would be the gross revenue, I mean
what was brought in." (Milw. Rec. pp. 1239-

1240.)

He could not see that it threw any light on the

distribution of terminal values or the relative value

of branch lines as feeders. (Milw. Rec. p. 1240.)

Mr. Carey testified in the Milwaukee case

:

^'Your traffic unit method, if correctly as-

certained, is the same thing as your gross reve-

nue. * ^ * A carrier does not receive the same
revenue for hauling a passenger one mile as it

receives for hauling one ton of freight one mile.

The revenue from hauling a passenger one mile
might be about three cents, say, and the reve-
nue from hauling a ton of freight one mile
might be say one cent. * * * The right way,
if you were to use it, would be to reduce all

traffic units to w^hat you might call the least
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common denominator. For instance—take the
lowest class of freight, say logs in this state,

and then reduce the wheat, and the ore, and
the coal to logs, and also reduce your passengers
to logs; if you do that you have exactly the
same thing as the gross revenue method, as it

depends on the gross revenue." (Milw. Rec.

pp. 1431-2.)

Professor Meyer has this to say

:

'*The method ^ ^ * assumes that where traffic

is most dense, values are greatest, and that
values vary directly with the traffic density.
* * * Where, on the other hand, the volume of
the passenger and freight traffic does not show
a constant ratio, a reduction of one to terms
of the other would be necessary. Such a re-

duction of passenger miles to ton miles, or
vice versa, results in a composite traffic unit,

which, no matter how arrived at, is a logical

absurdity, even though it may be a practical

necessity. Furthermore, ton-mileage statistics

do not reflect differences in the character of

the traffic. In one state the predominating ton-

nage on a particular railway may be general
merchandise; in another, coal and iron; in an-

other, wheat; in another, fruit; in another cot-

ton, etc. From the point of view of value, a mill-

ion ton miles of high-grade freight represents

something very different from the same number
of ton miles of a commodity carried at the low-

est rate. ^ * ^ The traffic density method, if it

were to be adopted as a general rule, would in-

volve a reduction of one kind of traffic to terms
of another, especially passenger miles to terms of

ton miles. * * ^ Irrespective of the logical dif-

ficulties in the case, this method of reduction

obviously falls back upon revenue statistics, and
the conclusion is inevitable that if revenue sta-

tistics are to be employed at all, they had better

be used directly and not in the roundabout
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method of traffic statistics." (Def. Ex. ^^11'^, pp.
16-20, Milw. case.)

Mr. Peterson of the N. P. conceded that this fac-

tor, like relative car miles, did not recognize the rela-

tive distribution of terminal values (N. P. Rec. pp.

719-22; 725), and that it was not a proper factor

in and of itself. (N. P. Rec. p. 721-2) ; and fur-

ther:

^^Q. So, if you use one, why do you have to

use the other'? Isn't the gross revenue the best

indication? A. Gross revenue, of the two, is

the better indication. Q. Then why use them
both ? A. For the purpose of getting a better gen-
eral average—a more weighted average. Q.
Then why don't you use gross revenue twice if

you are going to give it double importance, if

you think it is the best indication? A. I don't
think it is proper." (N. P. Rec. 3785.)

A. S. Dudley testified for the Milwaukee that the

factor would not take terminal facilities into con-

sideration directly; (Milw. Rec. p. 948) that the

factor is used to reflect the net, just as the gross is

used to reflect the net; (Milw. Rec. p. 1005) that

express and mail should be included
;
(Milw. Rec. p.

964) that if you reduced all traffic to one kind,

you would have the same result as if you took gross

revenues in the first place, and the use of traffic

units so reduced, would simply be weighting the gross

revenues factor— using it twice. (Milw. Rec. p.

978-9.) He further conceded that the traffic units

factor would not commend itself to him as well as

some others, as a single method of allocation. (Milw.

Rec. p. 957.)
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(11-12) Same—Authorities Criticizing Relative

Car Miles and Relative Traffic Units Methods of

Allocation. Cases have frequently arisen w^here

commodity and passenger rates fixed by state regula-

tory bodies have been attacked by carriers as confisca-

tory, and where it has been necessary to devise some

method for apportioning the value of the carrier's

property as between that used in intrastate business

and that used in interstate business. In some of these

cases, the courts have had occasion to consider the

merits of the transportation car miles and traffic

units methods of allocation. We quote from a fcav of

them:

^^The track mile, or train or car mile, does
not furnish the solution, because every one agrees
that neither of those methods will do, and no
one of the experts or counsel on either side asks
for such a solution." St. Louis & S. F. F. Co, v.

Hadley, 168 Fed. 317, 348.

^^ Moreover, it is not perceived that the ton-

mile basis advocated in its place is free from sim-
ilar criticism. The number of tons hauled one
mile has no bearing upon the value of the prop-
erty employed save as revenue is produced, and
when that element is recognized we are at once
at the revenue basis. The ton-mile could not

be used in the necessary assignment of values

as to mail, express, and miscellaneous services,

nor as between passenger and freight traffic.

Passengers are not transported by weight, and
the passenger mile and the ton mile as units

of measurement cannot be reduced to a common
term." Missouri, K. & T. Ry. Co. v. Love, 177

Fed. 493, 497.
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^^The Master divided the values of the Min-
nesota properties between freight business and
passenger business and between interstate busi-

ness and intrastate business on the basis of the

respective gross earnings of these classes of busi-

ness. Counsel for the defendants challenge this

basis of division, and contend that the appor-
tionment should have been made on the basis

of the use made of the property by each of these

classes of business, measured either (1) by the

aggregate number of the ton miles and passenger
miles of the respective classes, or (2) by the

aggregate number of the car miles and engine
miles of these classes. They say that if that

proportion of the value of the property of a
company which the number of ton miles hauled
by it in Minnesota bears to the aggregate of its

ton miles and passenger miles in Minnesota be
assigned to its freight business, and that pro-
portion which its number of passenger miles
bears to the same aggregate be assigned to the
passenger business, and if that proportion of
the value thus assigned to the freight business
which the aggregate of the car miles and engine
miles appertaining to the intrastate freight busi-

ness bears to the car miles and engine miles used
in the freight business be assigned to the intra-

state freight business, and the same method be
pursued in apportioning value to the intrastate

passenger business the apportionment will be
more equitable and just. The issue is between
apportionment by use without regard to the
worth or value of the use and apportionment
according to the value of the use. The latter

basis seems to be more logical and rational.

Capitalization is founded on the worth of use,

not on mere use. The value of property and of
investment in every form is measured by the
value of its use, not hy its use divorced from the

value thereof. (Italics ours.) The Minnesota

189



2484

Railroad Commission, the railroad companies, all

rate makers, base their rates primarily on the
worth of the nse of the railroad machines by the
various classes of freight and by the passengers,
and not on the amount of that use. The rate
for hauling a ton of merchandise of the first

class a mile is not five times the rate for hauling
a ton of merchandise of class E. a mile, because
the former ton mile uses the railroad property
five times as much as the latter, ]nit because the

use by the former is worth more than the use by
the latter. Moreover, there is no unit of mea-
surement of ton miles and passenger miles, of

freight car miles and freight engine miles, or of

passenger car miles and passenger engine miles,

divorced from the values of the uses they make
of the railroad property, from the classes of

loads they carry and the distances these loads are

hauled. Indeed, there is no proportioning or

measuring relation between such varying uses
of property, when no regard is given to the value
of these uses.

''On the other hand, the values of the uses,

the earnings of the property, unavoidably con-

dition the value of the property used, and present

a natural and equitable basis of apportioning
that value to these uses. Cases may indeed be
imagined in Avhich this basis does not produce
persuasive results. One of them was suggested
by Mr. Justice Brewer in Chicago^ Mihvaukee &
St. Paul By. Co. v. Tompkins, 176 U. S. 167,

176, 20 Sup. Ct. 336, 44 L. Ed. 417, and others

of like character have been presented in argu-

ment by counsel." Shepard v. Northern Pacific

Rtj. Co., 184 Fed. 765, 810-812.

People ex rel. New York Cent. & II. B. B. Co. v.

Priest, 206 N. Y. 274, 99 N. E. 547, was a certiorari

proceeding to review an assessment made by the state
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board of tax commissioners upon the special fran-

chise of the N. Y. & H. R. Co. in the borough of

Manhattan for the year 1900. The relator operated

a line of railroad extending from 42nd St. in New
York to and beyond the Harlem river. The tax com-

missioners assessed the franchise at $12,192,000.

One of the objections to the assessment was that the

value of the special franchise lying in the city of

New York, which constituted only a portion of the

relator's railroad system, should have been deter-

mined by apportioning the system value to the city

of New York in the proportion which the mileage in

the city bore to the total mileage of the system, and

in the proportion which the passenger mileage in the

city bore to the total passenger mileage of the system.

In affirming the action of the tax commissioners in

refusing to follow this method of allocation, the court

said (p. 556) :

**In view of the location of Fourth avenue and
the advantage to the railroad company of such
location and the business done over it, and by
reason of the franchise which enables the road
to reach a central point in a great city, if the
receipts therefrom are arbitrarily determined by
the mileage thereon in proportion to the total

mileage of the Harlem Company, it is obviously
unfair and an inadequate means of determining
a basis for its valuation. The value of such a
franchise cannot be accurately determined by
comparison of its mileage with the mileage of a
right of way or franchise on a street of a remote
village or township. A comparison of the pas-
senger mileage on Fourth avenue with the total

passenger mileage of the Harlem Company will
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not result in an accurate determination of rela-

tive values, although such a comparison would be
of more value in determining the value of the
Fourth avenue franchise than a comparison of
the track mileage alone. Any comparison of

track or passenger mileage necessarily spreads
the earnings over the mileage, without taking
into account the value of a franchise at a paj-
ticular place to increase the earnings of the
system of road with which it is connected. A
particular franchise is frequently of important
value in connection with a railroad system as a

means of obtaining and retaining business.

Where a special franchise relates simply to a
point or portion of a railroad system, its value
to the system must be considered in connection
with all the surroundings and facts which aid in

the determination of such value. This thought
is expressed by Mr. Justice Swayze in West
Shore E. R. Co. v. State Board of Assessors (N.

J.), 81 Atl. 351, in considering a valuation of

the West Shore Railroad in New Jersey as a pro-
portionate part of the West Shore system, in

which he says: 'We are not impressed by the

figures of receipts and costs of traffic presented
by the prosecutor. It may well be that the earn-

ing power of the 19 miles in New Jersey may be
smaller considered by itself, but that by no means
measures the value of the franchise for a rail-

road connecting the 404 miles north of our state

line with tidewater opposite New York City.

We can form some idea of the value of the New
Jersey franchise if we think of the difference

between the value of a railroad from Buffalo

to Tappan without an outlet, and the value of

the same road with the outlet which the New
Jersey franchise gives. ^ ^ * We know that the

lessee was willing to pay a rental of $2,000,000

per annum and agreed to pay that sum for 475

years. A property producing such a rental guar-

anteed for so long a period is a very valuable
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property and a large part of that value is due
to the franchises to run a railroad from Tappan
to Weehawken.' The relator in its report made
by it in 1880, referring to these franchises, says

:

^If the Harlem were clearly detached from the

New York & Hudson River and could put up
for bids the use of its access into the city and
its franchises therein by lines rival to the New
York Central & Hudson River, the rent it derives

from the existing lease would appear small.

'

''The manner of computing the value of a

special franchise is dependent upon the facts

and circumstances in each case. Where the net
earnings of a special franchise can be computed
with reasonable certainty, as in People ex rel.

Jamaica W, S. Co, v. Tax Commissioners, 196
N. Y. 39, 89 N. E. 581, an assessment thereof

based upon a computation therefrom is approved
by the courts. No hard and fast rule by which
the board of tax commissioners must be con-

trolled in valuing a special franchise for the pur-
pose of taxation has been adopted by the legisla-

ture or laid down by the courts. The valuation
of the special franchise of the Harlem Company
is peculiarly difficult, arising principally from
uncertainty about the amount that shall be treat-

ed as the net earnings of such special fran-

chise. -^ ^ ^

''Elaborate statements are in evidence based
principally upon a proportion of the mileage
included in the assessment in comparison with
the total mileage of the Harlem Company and
a comparison of the mileage of passengers car-

ried upon the tracks upon that part of Fourth
avenue under consideration in comparison with
the total mileage of passengers carried on the
Harlem road and upon the road of the relator.

This evidence, although proper for consideration,
is not, in our judgment, sufficient in view of all
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the findings to require as a matter of law the
conclusion that the assessment was erroneous by
reason of overvahiation or to shift the burden
of proof resting upon the relator to show that the
assessment is erroneous. There is no question
before us as to what further evidence can be
produced to make more clear and certain the
value of such special franchise."

As supporting the relative car mileage method of

apportionment the Master cites State v. Pullman Co.

(Wis.), 189 N. W. 543. (See Report, p. 68.) We
agree that the Pullman Company's cars might prop-

erly be apportioned among states on this basis. In-

deed, Mr. Carey used it in the present cases for

apportioning various kinds of equipment to Wash-

ington. But it is apparent that a decision upholding

this method of finding the average value of the Pull-

man Company equipment within a given state for a

given year, is far from being an authority for using

the same method of apportioning between states the

value of the terminals and roadway and track of the

company upon whose rails the Pullman cars were

operated.

(11) Relative Car and Locomotive Miles, Traf-

fic Units, and Gross Revenues Considered Collec-

tively. As a group these three proposed factors may
be correctly referred to as ^^line haul factors/' since

they each involve only line haul—the first, line haul

of locomotives and loaded and empty cars ; the sec-

ond, the line haul of tonnage and passengers ; and the

third, gross revenues which are in turn apportioned

to the state according to relative mileage of haul.
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Net Earnings by States Not Available. The

Master so found, and his finding is supported not

only by the Milwaukee bills (In No. 4314, p. 8, in No.

4338, p. 11), but by the testimony of all complainants'

witnesses. (S. P. & S. Rec. pp. 56-7, 278-282, 353, 516,

522-3 ; Milw. Rec. pp. 685, 947 ; N. P. Rec. pp. 3596-7.)

Contention That Net Earnings by States, if

Available, Would be Best Index of Relative

Value. The following is quoted from the Master's

Report

:

^'It is without doubt true, as has been before
said, that the contribution of that part of the

system within the state is best measured by the

net revenues resulting from state operations;

but the impossibility of determining these net
earnings in the several states is conceded by all

parties to these suits." (Report, p. 70.)

A. S. Dudley of the Milwaukee testified that he

agreed with Professor Meyer that the value of that

part of a railway system lying in a particular state

is such part of the total value of the system as the

net earnings in the state are a part of the total earn-

ings (Milw. Rec. p. 1011) ; that if they had it, the

net would be the best allocation factor (Milw. Rec.

p. 1019), and that the factors of allocation proposed

by that company (the same as proposed by each of

the companies, except that it repudiated the replace-

ment cost factor) was intended to show the net profits

or the ability of the company to produce a net income

within the state, and that if such factors would not

show the net he would discard them. (Milw. Rec. p.

1063.)
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From an earnings standpoint, the reason of course

is this:—if past net earnings be taken as the sole

measure of value and net earnings by states were

known, there would be no need of allocation since the

net earnings of each state could be capitalized with-

out reference to the remainder, and the state value be

thus ascertained.

Purpose of '^Lixe Haul Factors'" is to Reflect

Net Earnings by States. If, as the Master finds,

relative net earnings would, if ascertained, be the best

index of system value distribution, it must follow that

the sole purpose of the various apportionment factors

used by the Master is to reflect the relative net earn-

ings.

The converse, we submit, must be likewise true;

namely, that if it does not appear that such factors

correctly reflect relative net earnings, they cannot

correctly reflect relative value. Let us, then apply

this test to these line haul factors.

(11-a) Line Haul Factors Ignore Relative Fu-

ture Prospects Except as Reflected by Past Per-

formance. The value of the system is measured by

future prospects. This is the Master's avowed jus-

tification for the use of the stock and bond method

in fixing system value. Yet the proposed allocation

factors in no way reflect the relative future pros-

pects of different segments of the system except as

measured by past performance. Mr. Dudley testi-

fied :

^^Q. You are estimating your system value on
future prospects, are you not ? A. Yes. Q. And
you don't pay any attention to the future pros-
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pects of the road when you allocate the prop-
erty ? A. That is the weakness, that is true. In
the stock and bonds value you are getting the

property based on future prospects; but in the

other you are not.'' (Milw. Eec. pp. 1020-1.)

The importance of this objection is well illustrated

in Mr. Dudley's effort to explain why these same

allocation factors would be an unreliable index of the

relative value of two independent railroads. He says

:

^^The prospects for the future of one road may
be different from the prospects of the future as

to the other but the prospects of the single sys-

tem apply to the entire system * ^ ^ For in-

stance, if I had a logging road that was making
good mileage and I had another road that was
not a logging road that had a good future ahead
of it and the logging road was assumed to have
no future at all, the values of those two roads
would not be in proportion to their present mile-

ages (but) or their present miles of haul. There
are many factors. The relative value of the two
roads would not necessarily be in proportion to

the composite factor." (Milw. Rec. pp. 1659-60.)

But if these factors are for this reason an un-

reliable criterion of the relative value of independent

roads, why are they not equally unreliable as an index

of the relative value of different portions of the same

road? After all, a railroad system is, in the main,

merely an amalgamation of separate lines.

Who can say but that one part of a railway sys-

tem may have reached or passed its maximum earn-

ing power, while the prospects of another part, in

spite of its past indifferent showing, may be far

brighter than the former. Clearly future prospects
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are as important a consideration in apportionment

as in fixing system value.

If the property in one state were newly constructed,

there would be no past performance to serve as a

guide to its future prospects. Consequently its value

would be shown as nil by any of these line haul fac-

tors. The unfairness of ignoring relative future

prospects would be strikingly apparent as between

states in the middle west with established industries,

and states such as Washington, whose resources are

as yet largely undeveloped.

Future Prospects of Milwaukee Lines West of

MoBRiDGE. (References are to Milwaukee Record.)

W. W. K. Sparrow, the Milwaukee's vice president

and chief financial and accounting officer of the re-

ceivers (Rec. p. 233), could not see the future for the

lines of Mobridge without a transcontinental connec-

tion. While the western line, he said, might not be

any bonanza, yet to him it was the future hope of the

St. Paul Railroad. If that territory did not build

up and develop business, then the prospects for the

St. Paul were not what he would call encouraging.

(Del Ex. ^^18,'' p. 82.)

W. AV. Colpitts, at the time of the trial one of the

directors of the new Milwaukee Company (Rec. p.

233), and who, as a consulting engineer, in 1925

made an extensive study of the operating properties

of the Milwaukee (Def. Ex ^^22," pp. 280-285; Def.

Ex. ^^23"), was of the opinion in 1925 and also 1927

that the growth of the Puget Sound territory was
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likely to be more rapid than the eastern territory,

and that as time passed this would tend to equalize

the earnings of the lines east and west of Mobridge

(Def. Ex. ^^22," p. 291); that the St. Paul eastern

lines with 8,000 miles of railroad certainly needed

one line to the Pacific Coast. (Def. Ex. ^^22," p. 293.)

That in 1925, Mr. Byram, the president of the road,

felt very optimistic about the future of the railroad

(Def. Ex. ^^22,'' p. 312) ; that every officer of the com-

pany was optimistic; that they felt that the outlook

for the property was excellent in the immediate as

well as the distant future (Def. Ex. ^'22," p. 364) ;

that the Puget Sound extension runs to a large extent

through mountain territory unadapted to any busi-

ness except agriculture, yet there are very large

agricultural possibilities in the mountain territory

(Def. Ex. ^^22,'' p. 390) ; that there were a good many
reasons for his statement that the business of the

Puget Sound is liable to grow more rapidly than it

has grown in the past ; in the first place, he said, any

new country is liable to develop much more rap-

idly than an older and more settled country ; another

reason was that the whole country out there had had

a very considerable set-back, and from conversations

with various people familiar with the situation, he

thought it was the general impression that the north-

western country was going to go ahead reasonably

rapidly; that he had been studying the northwest

country for some little time, in making an examina-

tion of the Denver & Rio Grande and the Minneapolis
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& St. Louis, and came in contact with a great many
people. (Del Ex. ^^22/' pp. 407-8.)

Mr. Colpitts said further: That the people who

built the Puget Sound extension knew the country

and built it on the same faith, as far as he knew:

That up to the present time the road had not yielded

a fair return on the investment. That almost every

road that has been built out there has gone through

receiverships, and did not justify themselves on the

basis of the original promotion, but have since. That

population figures show that the states traversed

by the Puget Sound are growing much more rapidly

that those traversed by the lines east of Mobridge.

(Def. Ex. ^^22,'' p. 409.) That the population is in-

creasing faster than it did from 1909 to 1920. That

there was quite a depression from 1909 up to 1915

or 1916. People left the country. The northw^s

had its boom, and when that boom collapsed, of course,

there was the aftermath, and it has taken some years

to get over it. But now it is on the up-grade, he

felt, on a sound, substantial basis. (Def. Ex. '^22,''

p. 410.)

Clearly these matters and many others were proper

to be considered by the assessing officers in choosing

a method for the apportionment of system value to

their particular state. How absurd to suggest that

they should be tied down entirely to past operating

statistics in choosing an apportionment factor

!

(11-b) Line Haul Factors Ignore Value of

Branch Lines as Feeders. On December 31, 1925,

the Milwaukee reported that it had 447.28 miles of
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main line and 498.94 miles of branches and spurs in

the state of Washington. (Milw. Ex. ^

'
1. ") On the

same date, the N. P. lines in Washington consisted of

702.07 miles of main lines, 593.96 miles of main line

sidings, 1,128.93 miles of branch lines, and 287.58

miles of branch line sidings, or 702.07 miles of main

line, and 2,010.47 miles of branch lines and sidings.

(Sec. N. P. Ex. ^^48,'' pp. 47-8.)

One of the important elements of value of branch

lines is that they furnish long haul business to the

main line. If the Milwaukee had no branches at all

it would probably be unable to pay even operating

expenses. (A. S. Dudley, Milw. Rec. pp. 952-3.) Can

it be doubted but that the same is true of the N. P. ?

Almost every railroad has branch lines. These

branch lines, in themselves, very frequently will be

shown on a segregation of earnings and expenses,

to be unprofitable, but when it is considered that a

branch line may originate traffic that would travel

for 25 miles on the branch line, say, and a thousand

miles on the balance of the system, it is of course very

important to know what that contribution of traffic

to the rest of the system means. (W. W. Colpitts,

Def. Ex. ^^22," Milw. Case, p. 417.)

This peculiar value of branch lines was recognized

by Mr. Crosbie of the S. P. & S. when he explained

why the Oregon Trunk and Oregon Electric were not

abandoned since they were apparently being oper-
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ated at a paper loss. There are future possibilities

in that country, he said; the country is as yet un-

developed and some day it may give us profitable

traffic. Moreover, he said, these lines furnish the S. P.

& S. and the parent lines a lot of traffic which they

make money out of. (S. P. & S. Rec, pp. 988-991.)

Can it be said that this peculiar value of these

branch lines where the traffic is comparatively light,

as feeders of long haul business to the main line, is

adequately reflected by these line haul factors ? If a

branch line were in one state and none of the main

line, it is conceded in the Mihvaukee case that the car-

miles factor would be unfair to use as a single ratio

of distribution. (A. S. Dudley, Milw. Rec, p. 956.)

But how would the injustice of that factor be cured

by the others 'F Clearly not by either relative ton and

passenger miles or relative gross factors, for they

are subject to the same objection. Nor would the in-

justice be rectified by the use of the relative all tracks

operated factor except to the extent of the weight

given to that factor.

On the other hand, the relative replacement cost

factor reflects the conception of the builders of the

road of the value of such branches to the system.

Later on, in our separate discussion of the relative

gross revenues factor we will show that, in recogni-

tion of this peculiar value of branch lines as feeders

to the main line, complainants, in dividing interline

revenues with such of their branch lines as still re-

tain their separate corporate entities, allow such
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branch lines far more than a mileage prorate division

of the through tariff.

(11-c) Line Haul Factors Ignore Terminal

Values. As heretofore shown, important terminals

of the N. P. and Milwaukee are located at Seattle,

Tacoma, and Spokane. The N. P. has no terminal

facilities of any consequence in North Dakota, Mon-

tana or Idaho. (N. P. Eec, pp. 686, 5779. ) The Mil-

waukee has no terminal docks, wharves, depots, and

yards located in Idaho, Montana, North and South

Dakota, and Minnesota, as compared with the State

of Washington. (A. S. Dudley, Milw. Rec, p. 982.)

Moreover, each of these roads has a large number of

branch lines in Washington.

In a way, therefore, the lines of the Milwaukee and

Northern Pacific in Washington may be likened to

immense freight yards for the assembling and dis-

tribution of through traffic.

The N. P. would not be susceptible of profitable op-

eration if the terminals at either end should disap-

pear. (Donnelly, N. P. Rec, p. 5784.)

The terminals, says A. S. Dudley, '^contribute to

the earnings of a railroad as much as the rails."

(Milw. Rec, p. 950.) The same is true, as we have

shown, of the branch lines.

Neither car miles, ton miles, passenger miles, nor

the apportionment of gross revenues is figured except

when the train is actually making the run. The
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handling and switching of cars in the terminals is not

considered in computing any of these factors. (Peter-

son, N. P. Rec, pp. 719, 790, 794-5.)

It is apparent, therefore, that these line haul fac-

tors recognize only the contribution of the track, and

wholly ignore the contribution of the terminal to the

earnings of the system. This will be more fully ex-

plained later in connection with our special discus-

sion of the relative gross revenues factor.

(11-c) Same—Fallacy of Master's Theory that

Value of Terminals, Tunnels, Bridges, Etc., is not

Local to State Where Found. It is at once to be

noted that the Master's conclusion is completely re-

futed by Wallace v. Hines, 253 U. S. 63, a case to

which we find no reference made in the Report.

As to such items of railroad property as tunnels

and bridges the Master says (Report, p. 74) :

^'The expense of constructing any portion of

the roads, in Washington, for example, a tunnel
through the Cascades was not incurred in the

hope of creating value in Washington at the

location of this tunnel, and it did not result in

any such value.
'

'

Where, we may ask, then was this value created,

—

in Montana, in the Dakotas, in Minnesota ? The tun-

nel was constructed, say in Kittitas County; it is used

in that county for the purpose intended. Its sole

value consists in accommodating a railroad. Is there

then, any conceivable reason why the entire value of

such tunnel is not to be found in Kittitas County?
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Suppose the tunnel were owned by another company

who collected toll from one or more roads for its use,

and the revenue therefrom, capitalized at an appro-

priate percentage, indicated a value of say $1,000,000.

Where then would the value of this tunnel properly

appear upon the assessment rolls'? In Kittitas

County where located, or in some other county or

state ? Does any different rule apply we ask, because

the tunnel or bridge, happens to be owned by the

carrier which uses it?

And waving aside defendants' objections to the re-

lative car mileage and relative ton and passenger

mileage factors because not reflecting relative termi-

nal values, the Master says as to the relative gross

earnings factor (Report, pp. 70, 73)

:

'

' The same criticism is made with reference to

the value of the branch lines as feeders, to the

location of various and valuable terminals, and
to varied costs of reproduction per mile of the

road. These things, of course, are not reflected

in the gross earnings factor, and it is clear that

having no localized value they are not to be con-

sidered at all. ^ ^ *

'

' The value of the terminals which are located,

say, in Seattle, is by the legislative fiat spread
over the other counties of the State, and there is

no good reason, it seems to me, to object to the

spreading of such value, if the system is to be
regarded as a whole, over the other states through
which the road runs, especially inasmxuch as the

terminals which may be located in these other
states—and I know that such exist in all these

systems—have their value spread all over the

system as well, and a portion of that VALUE
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by the method which we have adopted, enures to
the State of Washington. '

'

In other words, if we rob Peter to pay Paul, Paul

should be content if we in turn rob Sam to pay Peter.

The trouble is, we submit, Sam did not have enough

to pay Peter. Since the non-terminal states share in

the spoils, the terminal states must lose at least part

of their share

!

As in the case of the tunnel, these terminal proper-

ties were created in Seattle, and are used in Seattle

for the purpose intended. Their value consequently

must be located in Seattle.

Suppose, as in the case of the tunnel, a separate

corporation owned the Seattle terminals for the use

of which it charged the N. P. a certain equitable pro-

portion of the earnings of the business handled. Sup-

pose the earnings of the terminal company when prop-

erly capitalized, indicated a certain value. Where, w^e

ask, would that value be located? In Montana, in

Idaho ? Certainly not. We would find these terminal

properties assessed and taxed in King County where

they are located. Should any different rule, we ask,

apply merely because the terminals are owned by an

interstate road, both owning and using them ?

Again, we call attention to Article VII, Section 3,

of the state constitution, requiring that corporate

property must be assessed and taxed as near as may

be by the same methods as individual property. In-

dividual property is assessed and taxed in the taxing

district where located, its value being measured by its
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most profitable potential use. It follows that each

item of railroad property found in the state, whether

it be a bridge, tunnel, dock, depot, or piece of track,

must be assessed and taxed in the same way : namely,

with reference to its most profitable potential use, and

in the taxing district where located.

(11-d) Line Haul Factors Ignore Relative

Construction Cost. It is, of course, apparent that

none of these factors give any consideration whatever

to comparative construction cost of the road in dif-

ferent states. In this respect they are even more

objectionable than the factor condemned for that

reason in Wallace v. Hines, supra.

(11-e) If Line Haul Factors Reflect the Rela-

tive Net Earnings of Different Segments of a Sys-

tem, Should They Not Reflect Relative Net

Earnings of Separate Roads ?

Mr. Dudley answers that the operating expenses

of the two roads may be different. Precisely so.

But so may the operating expenses of one portion of

the road be vastly different from those of some other

portion. And Mr. Dudley agrees that his factors

throw no light on relative operating expenses. He
says:

'^ Operating expenses are system expenses
largely. Consequently that these same factors
would indicate the expenses within the particular
states or particular parts of the system it seems
to me would be rather far fetched. I do not
know how you could say that the expenses in the
state of Washington are in proportion to these
four factors existing in Washington. It seems
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to me that they \YOuld vary. They would not
follow those factors." (Rec. p. 1664.)

It would seem that complainant's line haul factors

must fall with this admission. Since relative net

depends upon relative gross and relative expenses,

factors which wholly ignore expenses, surely cannot

reflect relative net.

To quote further from Mr. Dudley

:

^^Assuming that two railroads have the same
amount of gross earnings, same revenue train

mileage, same car miles plus locomotive miles,

and same passenger miles plus ton miles, but we
do not know the net, I do not think it would be

safe to say thev would be of the same value.

(Milw. Rec. pp. 1647-8.)

•3e- 4f -jf * *

^^My conclusion is that as between two sep-

arate roads this composite factor would not ac-

curately reflect the relative value of the two
independent roads. There might be cases where
it would and there might be cases where it would
not, I think. * ^ * The relative value of the

two roads would not necessarily be in proportion
to the composite factor. They might not be in

proportion to those factors." (Milw. Rec. pp.
1657-60.)

Mr. Dudley was asked whether, if the composite

factor indicated that the relation of the value of the

G. N. to the value of the Milwaukee was as 6 is to

10, he would conclude (not knowing the Milwaukee

value) that the Milwaukee was worth one and two-

thirds as much as the G. N. He answered

:

^^I do not think it would necessarily follow it

would be worth 1-2/3 times as much. ^ * *
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We are using these ratios of apportionment for

the purpose of arriving at a unit value among its

parts, and not for the purpose of determining the

relative value between two systems whose values

are independently ascertained.'' (Milw. Rec. p.

1667.)
•5f -Sf -5^ ^ -JS-

^^Q. Well, you would not make that assump-
tion, would you, as between two independent
lines, that the expenses of operation were rela-

tively the same as the gross revenues of the two
independent lines'? A. The ratio of two inde-

pendent lines might be very different. It might
cost the same amount to make five thousand gross

as to make ten thousand gross. The ratio be-

tween the cost of producing earnings of the two
systems might be very different. Q. But, that

would not necessarily be true as to two diiferent

portions of the same system? A. I think it

would be. I think it might be. For that reason
I do not tie up to that single system.'' (Milw.
Rec. pp. 1679-80.)

(11-e) Same—Comparison of Relative Net Reve-

nues Factor with Master^s Four Factors as Be-

tween Independent Roads. The following table

shows a comparison of the relative values indicated

by relative net earnings, with those reflected by the

various allocation factors used by the Master as be-

tween the Great Northern and Milwaukee, and as be-

tween the Northern Pacific and Milwaukee for the

years 1923 to 1925 inclusive (Def. Ex. ^^32," pp. 1, 2,

5; Plfe.'s Ex. ^^26," Milw. Case) :
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TABLE NO. 3

Relative value of G. N. and Milwaukee, and
N. P. and Milwaukee as indicated by Master's
factors and by relative net railway operating
income:

Milwaukee and Great
Northern combined:

Milwaukee & Northern
Pacific combined:

Factor: Proportion
of

Milwaukee:

Proportion
of Great
Northern

Proportion
of

Milwaukee:

Proportion
of Northern

Pacific

Miles of all track
operated: 57.617% 42.383% 62.602% 37.398%

Transportation
service car miles
plus locomotive
miles: 61.069% 38.931% 64.374% 35.626%

Revenue ton miles
plus revenue
passenger miles: 58.145% 41.855% 63.326% 36.674%

Operating revenues: 58.666% 41.334% 62.408% 37.592%

Straight average of
above four factors: 58.874% 41.126% 63.178% 36.822%

Average giving 50%
weight to all

tracks operated
and l/6th weight
to each of others: 58.455% 41.545% 62.986% 37.014%

Net Railway
operating income: 42.044% 57.655% 48.621% 51.379%

If the use of the Master's factors does not, as it

evidently does not, correctly reflect relative net earn-

ings as between independent roads, how can it, we

ask, be contended that such factors indicate relative

net earnings as between diiferent segments of the

same road ?

(11-f ) Line Haul Factors Reflect Value where

NO Net Earnings. As heretofore pointed out, the

Master finds that relative net earnings, if available
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would reflect the true relative value as beween states,

and that it must logically follow that these line haul

factors must be intended to reflect relative net earn-

ings. A. S. Dudley of the Milwaukee testified that,

if it could be ascertained (which he conceded it could

not be), relative net earnings would be the best alloca-

tion factor. (Dudley, Milw. Rec. p. 1019.) There-

fore, he testified, he did use those things (the four

factors used by the Master) which he judged best re-

flected relative net earnings; (Dudley, Milw. Rec. pp.

981, 1011) that the factors which he proposed were

intended to show the net profits or the ability of the

company to produce a net income within the state,

and if such factors would not show the net he would

discard them. (A. S. Dudley, Milw. Rec. p. 1063.)

It is, of course apparent, as Mr. A. S. Dudley says,

that if it were possible to determine the true net

earnings by states and it appeared that a given state

had a deficit instead of a net, no value as a railroad

could be apportioned to the state with no true net

earnings. (Milw. Rec. pp. 1017-20.) In such case,

100% of the value would be actually located in other

states. But in such case, to apportion some value to a

state or states with no net earnings would be to take

away part of this 100% of value from the other states.

Yet this is exactly what would happen. If the rail-

road did any business at all within the state, Mr.

Dudley agreed that the application of the line haul

factors would reveal a certain proportion of gross
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revenue, ton and passenger miles, and car and loco-

motive miles within that state, and consequently the

application of such methods of apportionment would

be bound, to that extent, to take away from those

states with the 100% of net earnings a corresponding

proportion of the value reflected by relative true net

earnings. (A. S. Dudley, Milw. Rec. pp. 1059, 1063.)

Driven by the Milwaukee's own counsel to this

conclusion, Mr. A. S. Dudley makes this startling but

inevitable admission

:

**It is evident, I think, if a road which had no
net—if the words were to be taken literally, and
no yield to the property, present or prospective,

the property would have no value as a railroad

in its present condition. I am speaking of the

State of Washington. If the figures used indi-

cated that, either the figures are misleading or

else there is a value in the state that is not indi-

cated by a showing that the property is now and
always will be a source of expense to the com-
pany; because that does not represent the true
situation. We try to get at the true situation,

and that true situation is being gotten at by the

use of the four factors, from which it appears
there will never be zero that is allotted to the

state.
'

' (Milw. Rec. pp. 1058-9.

)

But why, counsel may ask, should a state complain

if it receives more of this system value than it is

entitled to ? Yes, but what of the other states with

true net earnings whose proper proportion of the

system value is being taken away by the allotment

of an undue value to the states with no net earnings f

More than 100% of system value cannot be allotted,

and if more is allocated to one or more states than
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the facts justify, the same must, of necessity, be

wrongfully taken away from some other state!

(11-f) Same—Specific Instances Where Line

Haul Factors Apportion Value Where No Net In-

come AND Likewise Fail to Reflect Relative Net

Earnings. The S. P. & S. operates between Spokane

and Astoria and Seaside, Oregon. The Oregon Trunk

(O. T.) extends from its junction with the S. P. & S.

southerly to Bend, Oregon. The Oregon Electric (O.

E.) extends from its junction with the S. P. & S. at

Portland, south to Eugene, Oregon. The United Rail-

ways (U. R.) extends from its junction with the S. P.

& S. at Linnton, Oregon, to Keasy, Oregon. (N. P.

Rec. pp. 9080, 9084-5.) The Gales Creek and Wilson

River (G. C.) joins the United Railways at Wilkes-

boro, Oregon, and runs to Glenwood. (S. P. & S. Rec.

pp. 1000-1.) The S. P. & S. owns all of the stock of

these subsidiaries except the Gales Creek (N. P. Rec.

pp. 617, 5611 ; S. P. & S. Rec. pp. 458-9, 941), the stock

of this company being owned by subsidiaries of the N.

P. and G.N. (S. P. & S. Rec. pp. 967-8.) The mileage

of track operated by these roads is as follows: S. P.

& S. 763 miles, O. T. 190 miles, U. R. 83 miles, O. E.

203 miles, and G. C. 15 miles. (Pllf. Ex. ^^12" S. P.

& S. Case.) These subsidiaries (including the Gales

Creek) are all operated by the S. P. & S. the same

as branch lines, except in the matter of accounting.

(S. P. & S. Rec. pp. 963-7.) Being separate corpora-

tions, however, separate accounts are kept as to each

of these subsidiaries which makes it possible for us
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to see exactly how these line haul factors used by the

Master, in actual practice, reflect relative net earn-

ings.

The car and locomotive miles, ton and passenger

miles, gross operating revenues and net railway

operating income for 1925 of the S. P. & S. and each

of these subsidiaries are shown in the record (S. P.

& S. Ex. ^'12") and on the following page we have

computed the line haul factors and the average of the

three, together with the relative net railway operating

income factor, and have also shown the value for each

such segment of the S. P. & S. system indicated by

such factors.

TABLE NO. 4

Comparison of relative net railway operating

income factor with other apportionment factors

proposed by complainants, as to different seg-

ments of S. P. & S. system:

Portion of

S.P. &S.
System:

Relative car
plus locomo-
tive miles
factor:

Relative ton
plus passen-
ger miles
factor:

Relative
gross

revenues
factor:

Average of
three

factors:

Relative net
railway oper-
ating income

factor:

SP&S proper
UR

75.990%
5.868%
8.197%
9.805%
0.140%

82.890%
5.961%
6.105%
4.895%
0.149%

75.291%
9.006%
6.629%
9.062%
0.012%

78.057%
6.945%
6.977%
7.921%
0.100%

115.349% (plus)
7.435% (plus)

OT
OE
GC

7.373% (minus)
14.580% (minus)
0.831% (minus)

Total 100.000% 100.000% 100.000% 100.000% 100.000%
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TABLE NO. 5

Comparison of values of different segments of

S. P. & S. System reflected by net railway op-

erating income factor, and average of three line-

haul factors, on assumption that total value is

the net railway operating income of system for

1925: $1,537,116, capitalized at 6% or $25,618,600:

Portion of

Relative Net Railway Operat-
ing Income Factor:

Average of Line-Haul
Factors:

SPi&S
System: Percentage

ofValue In-
dicated by:

Value Indicated
by:

Percentage
ofValue In-
dicated by:

Value Indi-
cated by:

SP&S proper
UR

115.349%
7.435%

* 7.373%
*14.580%
* 0.831%

$29,550,799 (plus)
1,904,743 (plus)
*1,888,859 (minus)
*3,735,192 (minus)
* 212,891 (minus)

78.057%
6.945%
6.977%
7.921%
0.100%

+$19,997,110
+ 1,779,212

OT
OE
GC

+ 1,787,410
+ 2,029,249
+ 25,619

Total 100.000% $25,618,600 100.000% $25,618,600

Note: * indicates red figure or percentage.

Is the tax commission, we ask, to be criticised for

refusing to use a factor which, in actual practice,

reflects a value of $2,029,249 for a segment of road,

which is shown by its net earnings to be a liability

to its owners of some $3,735,192 ? True the value of

the United Railways reflected by the Master's line

haul factors rather closely approximates that indi-

cated by relative net earnings, yet as to four of the

five sections of the road, the line haul factors have

shot so wide of the mark as to demonstrate, we sub-

mit, their utter irrelevancy.

Earning Power as Distinguished From Past Net
Earnings. We find a hint in Mr. Dudley's testimony

that this ^Walue" that is reflected by his four factors
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where there are no true net earnings, may be a pros-

pective earning power, but is it? These factors

obviously show nothing except as to the water which

has gone over the wheel. They show nothing as to

future prospects. Mr. Dudley says

:

'^Q. You are estimating your system value on
future prospects, are you not ? A. Yes. Q. And
you don't pay any attention to the future pros-
pects of the road when you allocate the pro]3erty ?

A. That is the weakness, that is true. In the
stock and bonds value you are getting the prop-
erty based on future prospects ; but in the other
you are not.'' (Milw. Rec. p. 1021.)

Salvage Value. But what of junk value ? Is not a

state with no earnings entitled to some allotment

for salvage value? Yes, but these traffic statistics

are not intended to allocate salvage value. They have

been confessedly chosen with the sole purpose of

reflecting the distribution of the system net earnings

;

in other words, the value of the use. True, the all

tracks operated factor might in a slight measure

tend to reflect such distribution. But even here, it

seems pertinent to ask what possible bearing can

tracks ^^ operated" as distinguished from tracks
'

' owned '

' have upon the distribution of salvage value ?

If the company is making no money in operating

tracks which it does not own, what bearing can its

operations have upon the relative junk value of the

property it does o^\Tl?

Again, we ask, what possible relation has relative

car and locomotive miles, relative ton and passenger

miles, and relative gross revenues to relative salvage

216



2511

value? Obviously none whatever. The junk value

of the rails and ties, however difficult to ascertain,

is necessarily a definite amount at a given time, and

is wholly unaffected either by the amount of traffic

hauled over such rails, or the gross revenue received

therefrom.

Moreover,—why allocate salvage value at all ? The

salvage value of the property within the state, if it

is to be junked, has no relation to the property in

any other state.

(11-g) Line Haul Factors Ignore Relative Sal-

vage Value. In this connection we need add nothing

to what has just been said.

(11-h) Line Haul Factors Ignore Use of Road by

Tenant Companies. The Master's factors are in-

tended to reflect relative value. If relative value of

use determines relative value, then the relative value

of a particular segment of a railroad must depend

upon the relative value of the use made of it by all

carriers, not by the owning carrier only. Yet neither

the car mileage, ton and passenger mileage nor rev-

enues of, nor the rentals paid by, tenant companies

are in any way reflected by these line haul factors.

Thus, the N. P. owns and operates, as part of its

system, a line of railroad southerly from Seattle to

Tacoma, a distance of 39.2 miles, and thence south

to Vancouver, Washington, at the state boundary, a

distance from Tacoma of 132.7 miles. (N. P. Rec.

p. 3718.) Two lines are operated south from Tacoma
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to Tenino, one known as the Prairie line, and the

other kno\\Ti as the Point Defiance line. (N. P. Rec.

p. 5798.) On January 1, 1910, the N. P. entered

into contracts with the Great Northern Railway Com-

pany and the Oregon-Washington Railroad and Navi-

gation Company for the use of the N. P. tracks be-

tween Portland and Seattle. (N. P. Pec. pp. 894,

925.) This road is double-tracked to a:fford the facili-

ties for these common user rights, and the line is now
ample for the three roads. (N. P. Rec. pp. 5798,

5800; see Def. Ex. ^^236," N. P. case.) The G. N.

operates over the N. P. line between Seattle and

Vancouver, using the Prairie line between Tacoma

and Tenino. The 0-W. operates over the N. P. line

from Tacoma to Vancouver, using the Point Defiance

line. (N. P. Rec. p. 5798.) The joint user agree-

ments run for 999 years. (N. P. Rec. p. 5810.) The

compensation paid by the tenant companies is arrived

at in two ways: (1) the rental feature is covered by

a percentage of one-third of five per cent, on the

amount of the investment in the property; and (2)

the operating feature is fixed by the relative use

made of the tracks by the individual companies on a

wheelage basis. (N. P. pp. 2975-6.)

In making its computations as to relative car miles,

relative traffic units, and relative gross revenues, the

statistician of the N. P. did not include either for the

state or the system, either the car miles, traffic units

or gross revenues of either of these tenant companies

on the Seattle-Vancouver line, or of the tenants of any

other part of the line upon which it had granted joint

218



2513

user rights. (N. P. Rec. pp. 676, 705, 722, 875-7.)

Neither ivere the rentals received from the tenant

companies included in the gross earnings in comput-

ing the gross earnings factor. (N. P. p. 709.) Such

rentals toere admittedly not reflected in any of the

three factors of the N. P. (Eec. p. 710.)

It is agreed by all qualified witnesses that if the

line haul factors were used, they should include the

car miles, traffic units and gross revenues of these

tenant companies. Henry Gray testified for the de-

fendants :

''If the line from Seattle to Vancouver was a
separate entity and had no relation w^hatever

with the Northern Pacific system or any other
system, all other things being the same as they
are now, and (I) was called upon to fix the value
of that particular line, I would certainly take
into consideration the earning capacity of the

line and all the traffic that moved over it. I

would not just take a third of it and attempt to

value the line on that basis. I w^ould take it all.

Now, if that holds in the case that line was
independent, it would certainly hold in^ case it

was part of the entire system." (N. P. 'Rec. p.

3450.)

A. S. Dudley testified for the Milwaukee:

''A. The value of the property would be judged
by the— . Q. By the value of its use? A. By
its total use, if it were used by several com-
panies. In the case of the Milwaukee, however,
to which this has been applied, these joint facili-

ties, as they are called,—are about the same, give

and take. ^ * ^ It is not the case of the North-
ern Pacific and the Great Northern, owning a
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large railroad which enters into the problem with

the Milwaukee at all." (Milw. Rec. p. 970.)

Dr. Hadley testified

:

''Q. Assuming the Northern Pacific alone is

paying the taxes on the Seattle and Portland and
not the other road; should not then the gross
earnings by the other two roads be taken into
consideration in apportioning to the State of
Washington the proper amount of taxable value,

after the total value of the system has been
determined ^ A. If that were the case, yes ; but
I doubt very much if it would be found to be
the case.'' (K P. Rec. pp. 352-3.)

But this, as the court knows, is the case. In Wash-

ington the roadw^ay and track are assessed entirely

to the owning company. (Laws of 1925, Ex. Sess.

ch. 130, Sec. 44, p. 254.) Where one road operates

over the lines of another, nothing but the rolling stock

and equipment of the tenant company is assessed to

that company. (See Minutes of the State Board of

Equalization, 1926, pp. 37-8, 56-59; N. P. Ex. ^^48.'')

State ex rel. Hellar v. Jackson, 82 Wash. 351.

Same—Effect of Ignoring Gross Revenues, etc.

OF Tenant Companies. Since these statistics are not

in the record w^e are unable to show^ the result of add-

ing them. However, the prejudicial effect as to the de-

fendant counties of their being ignored may be read-

ily shown in another way, premised upon the Master 's

conclusion that relative net earnings, if known, would

be the best apportionment factor, and consequently

that the factors which he uses are intended to reflect

relative net earnings by states.
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Joint facilities rents received by an interstate car-

rier, it can readily be seen, can be apportioned di-

rectly to a state without resorting to any apportion-

ment factors. These rentals are simply added to the

other net revenues for the purpose of determining net

railway operating income. (N. P. Ex. ^^16," p. 5.)

Now, joint facilities rents, as heretofore shown, are

not reflected in any of the three line haul factors of

the N. P. (N. P. Pec. p. 710.)

Therefore, the factors used by the Master in no

way reflect the distribution of these joint facilities

rents as between the state of Washington and the

balance of the system. To give them effect, therefore,

they must in some way be included in the Master's

factors. But, these rents being net figures, they must

be added to net earnings in order to accord them

their proper weight. The Master's factors must

therefore be first reduced to terms of relative net

earnings. Now, since the Master finds that relative

net is the proper allocation factor, the factors he

uses must be intended as a substitute for, and to

reflect the relative net earnings as between the state

of Washington and the system, except as to the

net item of joint facilities rents, which are in no

way taken into consideration in computing the factor.

In other words, if the Master's conclusions are cor-

rect, the apportionment factor which he uses reflects

the relative distribution of net railway operating

income of the N. P. less joint facilities rents. There-

fore, to find from the Master's factor, the relative net
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railway operating income of the N. P. within the

state of Washington, we must apply his apportion-

ment factor to net railway operating income for the

system (less the joint facilities rents), and add to

the resultant figure the actual amount of joint facili-

ties rents earned by the N. P. in the state of Wash-

ington. If we compare this figure with the net

railway operating income for the system we will have

what the Master finds is the theoretically correct

apportionment factor, namely, the relative net rail-

way operating income. The resulting net revenues

factors for the years 1925 and 1926 would therefore

be indicated by the following computations (see N.

P. Ex. '^16,'' p. 5):

TABLE NO. 5a

Year
Total Net Rail-
way Operating

Income:

Joint Facilities

Rents:

Net Railway Operat-
ing Income Less Joint

Facilities Rents
("b"—"c")

(a) (b) (c) (d)

1924

1925

$19,861,076

22,227,319

$1,534,128

1,851,721

$18,326,948

20,375,598

Washington's proportion of net railway operating

income less joint facilities rents, resulting from ap-

plying Master's allocation factors to net railway

operating income less joint facilities rents (Column

''d") is computed as follows:
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TABLE NO. 6

Year

Net Railway Operat-
ing Income for

System Less Joint
Facilities Rents:

Master's Al-
location Fac-
tor (Report
pp.96, 107)

Net Railway Operating
Income for Washington,
Less Joint Facilities
Rents ("b" X "c")

(a) (b) (c) (d)

1924

1925

$18,326,948

20,375,598

27.20%

27.81%

$4,984,930

5,666,454

The joint facilities rents earned by the N. P. in

the state of Washington for 1924 and 1925 were as

follows (N. P. Ex. ''16," p. 5)

:

TABLE NO. 7

Year Joint Facilities Rents Earned by
N. P. in Washington

N. P. Ex.
"16"

1924

1925

$1,116,688

1,140,580

p. 5

p. 5

If these amounts are added to Washington's pro-

portion of system net railway operating income other

than joint facilities rents (column ^^d", table 6) the

following net railway operating income is shown for

Washington

:
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TABLE NO. 8

Year

Net railway operat-
ing income for
Wash., less joint

facilities rents:

Joint facilities rents
earned in

Washington:

Indicated net rail-

way operating in-
come in Washington

("b" + "c")

(a) (b) (c) (d)

1924

1925

$4,984,930

5,666,454

$1,116,688

1,140,580

$6,101,618

6,807,034

The resulting relative net railway operating in-

come factor for Washington for the tax years 1925

and 1926 are indicated by the following table

:

TABLE NO. 9

Net Railway Operating Income
Ptatio

("b"-"c")
Tax yearYear

For Washington For the System

(a) (b) (c) (d) (e)

1924

1925

$6,101,618

6,807,034

$19,861,076

22,227,319

30.72%

30.62%

1925

1926

Joint Facilities Eent Allocation Factor. View-

ing this in another light—since relative earnings

from joint facilities rents are wholly ignored in the

computation of the Master's factor, another factor

must be combined with the Master's factor in order

to make due allowance for the distribution of value

reflected by relative joint facilities rents. Indeed Mr.

Riddle of the S. P. & S. suggested the use of such an

additional factor as to the S. P. & S. He testified

:
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^'You understand of course that these joint

facility rents accrue to the carrier both in Oregon
and in Washington. Notv, we might have added
another alloeation factor there hy using the total

joint facility rents aceniing to us in Washington
and not Washington and Oregon together. Had
we done so it would have shown that the joint

facility rents which we received in Oregon were
in excess of those received in Washington. In
other words, this additional factor which we
might have used would have shown instead of a
percentage around eighty to the state of Wash-
ington and twenty to the state of Oregon ap-
proximately sixty to the state of Oregon and
only forty to the state of Washington." (S. P. &
S.Rec.p. 1177.)

This joint facilities rents factor would be computed

by comparing the joint facilities rents earned in

Washington with the total for the system ; thus

:

TABLE NO. 10

Year
Joint facilities

rents earned in
Washington:

Joint facilities

earned for
system:

Joint facilities

rents factor

—

("b"^"c"):

(a) (b) (c) (d)

1924

1925

$1,116,688

1,140,580

$1,534,128

1,851,721

72.78975%

61.59567%

But this joint facilities rents factor would be en-

titled only to such weight as compared with the factor

found by the Master as the total joint facilities rents

for the system bears to the total net railway operating

income for the system. Thus

:
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TABLE NO. 11

Year
Joint facilities

rents for
system:

Net railway-
operating
income for
system:

Relative
weight to be
accorded joint
facilities rents

factor

Relative
weight to be
accorded
Master's
Factor;

(100%—"d"):

(a) (b) (c) (d) (e)

1924

1925

$1,534,128

1,851,721

$19,861,076

22,227,319

7.72429%

8.33083%

92.27571%

91.66917%

Therefore the proportions of system value to which

Washington is entitled according to the Master's fac-

tor, plus the proportion of such value to which it is

entitled by the application of the joint facilities rents

factor not used by the Master, are shown by table

No. 12 on the following page

:
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d

pq

Percentage

of

system

value

appor-

tionable

under

each

factor,

and

total:

Total

%
to

which

Wash.

entitled:

n

+
g")

30.72148% 30.62462%

J.

F.

Rents

factor:

("e

X
d")

5.62249% 5.13143%

Master's

factor:

("c

X
b")

25.09899% 25.49319%

%
of

weight

to

which

entitled:

0) 7.72429% 8.33083%

i'i

il
3 72.78975% 61.59567%

%
of

weight

to

which

entitled:

o
92.27571% 91.66917%

27.20% 27.81%

a
05 1924 1925
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As will be hereafter shown, defendants contend,

even assuming the propriety of using these line haul

factors, that Washington, being a terminal state, is

entitled to materially more than a mileage prorate of

gross revenues, and consequently that the Master's

factor apportions too little value to Washington.

(12) Master's Erroneous Deductions From Rel-

ative Car Mileage and Relative Ton and Passenger

Mileage Factors. The line haul factors were in-

tended, as we have shown, to reflect relative net earn-

ings. Net earnings depend upon (1) gross revenues,

and (2) operating expenses. If the company is mak-

ing money, then the higher the operating revenues,

presumably the higher the net earnings ; likewise, the

lower the operating expenses, the higher the net earn-

ings. Mileage of haul whether it be of cars, locomo-

tives, tonnage or passengers must involve operating

expense. The lower the proportion of such mileage

of haul, the lower the relative proportion of expense.

More revenues with less mileage of haul of cars,

tonnage, and passengers, means measurably more net

earnings. Other things being equal, if statistics

show, as to a given state, more gross revenues per

car mile, per ton mile and per passenger mile, than

the average for the system, it must mean that such

state's proportion of net earnings is greater than

such state's proportion of gross revenues. Likewise,

if such statistics show as to a given state, other things

being equal, less gross revenues per car mile, ton mile

and passenger mile, than the average for the system,
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it must mean that such state's proportion of net

earnings is measurably less than the proportion of

gross revenues.

A comparison of the relative car and locomotive

miles, relative ton and passenger miles, and relative

gross operating revenues (one year average) as found

by the Master (Report, pp. 107, 109, 151, 280, 301)

for the year 1926 for the three complainants, as com-

pared with relative miles of all track operated and

relative replacement cost, is shown by the following

table

:

TABLE NO. 13

Fractional part of system value apportioned to Washing-
ton by various apportionment factors, 1926 assessment:

Road: Relative re-
placement

cost:

Relative
miles of all

tracks
operated:

Relative
car and

locomotive
miles:

Relative
ton miles

plus
passenger
miles:

Relative
gross oper-
ating rev-
enues

apportioned
on mileage

basis:

(1) (2) (3) (4) (5)

S.P.&S.

Milwaukee

N.P.

74.04%

11.75%

33.77%

73.84%

9.03%

31.29%

85.97%

4.79%

23.14%

90.45%

5.10%

22.85%

81.43%

6.02%

27.00%

From the foregoing table it appears that in 1925

the Milwaukee received 6.02% of its gross revenues

from only 5.10% of the total ton and passenger miles

hauled, and from but 4.79% of the total car and

locomotive miles operated. It further appears that
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in the same year the N. P. received 27.00% of its

operating revenues from but 22.85% of the total ton

and passenger miles hauled, and from but 23.14%

of the total car and locomotive miles operated. Thus

each road made more gross revenues per car and

per ton and passenger mile than the average for the

system, thereby indicating that, other things being

equal, as to each road, Washington's relative net

earnings were, to a degree at least, greater than indi-

cated by its relative gross revenues.

To illustrate.—Let us assume a railroad operating

in two states only. The ton miles, passenger miles,

class of commodities hauled, amount of revenues re-

ceived, miles of tracks operated are the same in each

state. In the one state, however, twice the number

of car miles are operated as in the other. Now,

other things being equal, in which state would we

look for the most net revenue,—in the state of the

low car-mileage or the state of the high car-mileage ?

Obviously, in the state of low car mileage. Again,

let us assume the same road with the gross revenues

received and car and locomotive miles, the same in

each state, but in the one state the ton miles hauled

are twice those of the other. Where, now, would we

look for the greater net revenues,—in the state of the

low ton mileage or the state of the high ton mileage "^

Of course, in the state of the low ton mileage.

The same rule, we submit, must hold good in the

present case. The Master, however, added these

three factors together, and divided by three, using

230



2525

the resultant figure as an allocation factor to which

he gave 50% weight. (Report, pp. 78-9, 96, 107,

122, 123.) In so doing, tve submit, the Master ac-

tually penalized Washington in each case for con-

tributing more revenues at less cost, than the average

for the system.

For example,—had the N. P., in the year 1925,

hauled from Spokane to Seattle, 53,985 additional

freight cars containing a total of 746,983 tons of

additional freight, for hauling which it received abso-

lutely no revenue whatever, the car-miles factor, and

ton-plus-passenger miles factor would have been the

same as the gross-revenues factor: i. e., 27.00%, and

the Master would have apportioned Washington

27.00% of system value according to his so-called

^^use" factors, instead of only 24.33% which he al-

lowed. The following figures are taken from the

Report (Report, p. 107) :

Gross revenues factor 27.00%
Car miles : Total for system 557,700,041

27% of total for system. . . . 150,579,010
Actual figure for Washing-

ton 129,038,766

Excess over actual amount
necessary to make factor
of 27.00% 21,540,244

Equivalent in cars hauled
from Seattle to Spokane

—

21,540,244 -^- 399 = 53,985 cars

Ton plus passenger miles : Total
for system 7,177,657,311
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27% of total for system. . .1,937,967,471
Actual figure for Washing-

ton 1,639,921,054

Excess over actual amount
necessary to make factor

of 27.00% 298,046,417

Equivalent in tons from
Seattle to Spokane —
298,046,417 -^ 399 =. . . . 746,983 tons

Effect of Master^s Erroneous Deductions on

Factors Found. In the following computations it is

assumed: (1) that the ratio between all operating ex-

penses (other than maintenance of equipment ex-

pense and transportation expense) for Washington

and for the system, w^ere the same as the relative all

tracks operated factor found by the Master, and (2)

that the ratio between maintenance of equipment ex-

pense plus transportation expense for Washington

and for the system were the same as the higher of the

two factors, relative car miles and relative ton plus

passenger miles, for the year preceding the assess-

ment date.

Thus, it is assumed that the relative expenses in-

cident to the maintenance and movement of equip-

ment and the movement of traffic as between dif-

ferent parts of the line are reflected by whichever

of the two factors, relative car miles and relative

traffic units is the greater. And it is further as-

sumed that the remainder of the operating expenses,

to wit: expenses of maintenance of way and struc-

tures, traffic expense, miscellaneous operations ex-

232



2527

pense, and general expense as between di:fferent parts

of the line are reflected by the relative all tracks op-

erated factor.

Now while these assumptions are admittedly ar-

bitrary, yet it is apparent that the relative car

miles and relative traffic units are the only two fac-

tors used by the Master which reflect relative ex-

pense incident to the movement of traffic, and that

the relative track mileage factor is the only one

of such factors which reflects all other operating

expense. Therefore, if the car miles and traffic

units factors are to be used at all, they should be

used as shown in the following computations

:

The ratio of maintenance of equipment and ex-

pense of transportation to total railway operating

expenses for the years 1924 and 1925 as to

the N. P., the year 1925 as to the S. P. & S., and

the years 1925 and 1926 as to the Milwaukee is com-

puted as follows

:
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Computed net railway operating

income factor of the N. P. for

year 1925

:

Let ^^A'' equal the total operating

expenses of the N. P. for 1924 (N. P.

Ex. ^^16", p. 5) $70,533,064

Let ^'B'' equal the total operating

revenues of the N. P. for 1924 (N. P.

Ex. "16'\ p. 5) 95,292,404

Let ^^C" equal the total operating

revenues of the N. P. for 1924 for

Washington (N. P. Ex. ^'16", p. 5) . . 25,539,837

Percentage of expenses for

maintenance of equipment

of total operating expense

(See preceding Table) 26.5%

Percentage of transporta-

tion expense of total oper-

ating expense (See preced-
ing Table) 48.5%

Let '^D" equal the percent-

age of maintenance of equip-

ment expense plus transporta-

tion expense, of the total oper-

ating expense for the system. .75.0%

Let ^^E" equal the total transporta-
tion and maintenance of equipment
expense for 1924—(^^D"X'^A'') .... 52,899,798

Since the relative transportation car miles factor
for 1924 was found to he 21.83%, therefore—

Let *^F'' equal relative ton miles plus
passenger miles factor for the year 1924
(Report, p. 96) 22.03%
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Let ^^G" equal relative all tracks op-

erated factor for the year 1924 (Ee-

port, p. 96) 30.86%

Let ^^X" equal relation of net railway operat-

ing revenues in Washington to the same for the

system, for year 1924.

Let ^'y equal total operating expenses in

Washington for the year 1924.

Let ^^Z" equal the total operating expenses in

Washington for maintenance of equipment and
for transportation for 1924.

If we assume that the relative ton miles plus

passenger miles (w^hich is higher than relative car

miles) reflects the true ratio between expenses for

maintenance of equipment plus transportation ex-

penses as between Washington and the system for

the year 1924 w^e have

:

arj')')

=^^F"=.2203;

''7,' '=.2203X $52,899,798=$11,653,825.

If we assume that the relative all-tracks-operated

factor reflects the true ratio between all operating

expenses except maintenance of equipment expense

and transportation expense as between Washington

and the system for the year 1924 we have

:

^'Y"—^^Z"=Operating expenses in Washington
other than maintenance of equipment
expense and transportation expense
for 1924.

^^A''
—^^E"=Operating expenses for system other

than maintenance of equipment ex-

pense and transportation expense for

1924.
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uj^,,_u^, '=$70,533,064— $52,479,357 = $17,633,-

266.

=^^G' '=30.86%.

=30.86%

.

17,633,266

ccY^^__"Z' '=.3086X $17,633,266=$5,441,626.

^ ^Y ' '=$5,441,626+$11,653,825=$17,095,451.

(UQ,,_uy)
(25,539,837—17,095,451)

^^X''= = =
(ujg„_u^,,)

(95^292,404—70,533,064)
$8,444,386 = 34.10%.
24,759,340

(As compared with 23.55% computed by the Mas-
ter. Report, p. 96.)

Computed net railway operating
income factor of the N, P. for
year 1926:

Let ^^A" equal the total operating
expenses of the N. P. for 1925 (N. P.
Ex. ^^16", p. 5) $69,972,476

Let ^^B'' equal the total operating
revenues of the N. P. for 1925 (N. P.
Ex. ^'16,'' p. 5) 97,864,554

Let ''C" equal the total operating
revenues of the N. P. for 1925 for
Washington (N. P. Ex. ^^16", p. 5) . . 26,425,115

Percentage of expenses
for maintenance of equip-
ment of total operating ex-

penses (N. P. Ex. ^^5")
. . . .25.2%
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Percentage of transporta-
tion expense of total operat-
ing expense (K P. Ex. ''5'') 47.9%

Let ^^D" equal the percent-
age of maintenance of equip-
ment expense plus transporta-
tion expense, of the total oper-
ating expense for the system. .73.1%

Let '^E^' equal the total transporta-
tion and maintenance of equipment
expense for 1925— (^^D'V^A") . . . .$51,149,880

Since the relative ton miles plus passenger miles

factor for 1925 was found to be 22.85% therefore

—

Let *^F'' equal relative transportation
car miles factor for the year 1925 (Re-
port, p. 107) 23.14%

Let ^^G'' equal relative all tracks op-
erated factor for year 1925 (Report, p.

107) : 31.29%

Let ^*X" equal relation of net railway operat-

ing revenues in Washington to the same for the

system, for year 1925.

Let ''Y" equal total operating expenses in

Washington for the year 1925.

Let ''Z" equal the total operating expenses in

Washington for maintenance of equipment and
for transportation for 1925.

If we assume that the relative car miles factor

(which is higher than relative ton miles plus pas-

senger miles) reflects the true ratio between ex-

penses for maintenance of equipment plus trans-

portation expense as between Washington and the

system for the year 1925 we have

:
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F"=2314;

Z ' '=.2314X $51,149,880=$11,836,082.

If we assume that the relative all-tracks-operated

factor reflects the true ratio between all operating

expenses except maintenance of equipment expense

and transportation expense as between Washington

and the system for the year 1925 we have

:

'^Y"—^^Z "^Operating expenses in Washington
other than maintenance of equipment
expense and transportation expense
for 1925.

^^A"—*^E"=Operating expenses for system other
than maintenance of equipment ex-

pense and transportation expense for
1925.

^^A"—^'E "=$69,972,476— $51,149,880= $18,822,-

596.

=^^G"=31.29%.

=31.29%.
18,822,596

^ ^Y ''—
^

^Z ' '=.3129X $18,822,596=$5,889,590.

^^ Y"=$5,889,590 plus $11,836,082=$17,725,672.
(u (.M_uY "

) 26,425,115—17,725,672
^^X''= = =

(^^B"—''A'') 97,864,554—69,972,476

8,699,443
= 31.19%.

27,892,078

(As compared with 24.33% computed by Mas-
ter. Report, p. 107.)
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Instead of the Master's composite factor of 23.55%

for 1925 (Report, p. 96) and 24.33% for 1926 (Re-

port, p. 107) resulting from combining the relative

car miles, relative traffic units, and relative gross

revenues, we have then, a factor for the N. P. of

34.10% for 1925 and 31.19% for 1926. Combining

these respective factors with the track mileage fac-

tors for these years of 30.86% for 1925 and 31.29%

for 1926 (Report, pp. 96, 107), we have

:

For 1925 assessment factor: 34.10% +30.86%=
64.96^2=32.48%.

For 1926 assessment factor: 31.19% +31.29%=
62.48--2=31.24%.

Substituting these respective factors for the Mas-

ter's factors of 27.20% for 1925 and 27.81% for

1926 (Report, pp. 96, 107), and combining them

with the joint facilities rents factors for these re-

spective years, as computed on pages 224-7 of this

brief, we have the results shown in table on the fol-

lowing page

:
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Computed net railway operating income factor of
S. P. d' S. road for the year 1926:

Let *^A" equal the total operating
expenses of the S. P. & S. for 1925
(S. P. & S. Ex. ^^7") $5,260,765

Let ^'B" equal the total operating
revenues of the S. P. & S. for 1925
(S. P. & S. Ex. ^^7'') 8,184,940

Let ^^C" equal the total operating
revenues of the S. P. & S. for 1925 in

Washington (S. P. & S. Ex. ^'7") 6,665,373

Let ^^D" equal the percentage
of maintenance of equipment
expenses plus transportation
expenses, of the total expenses
for year 1925 (S. P. & S. Ex.
"T') 71.2%

Let '^E'' equal the total transporta-
tion and maintenance of equipment ex-

pense for 1925 ('^D"X^'A") 3,745,665

Since the car plus locomotive miles factor is shown

to be but 85.97% therefore,

—

Let ^'F" equal the relative

ton miles plus passenger miles
factor for the year 1925 (Re-
port, p. 151) 90.45%

Let ''G'' equal the relative

all tracks operated factor for

the year 1925 (Report, p. 151) . .73.84%

Let ^^X" equal the relation of net railway
operating income in Washington to the same
for the system, for year 1925.

Let ^^Y" equal the total operating expenses
in Washington for 1925.

Let ^^Z" equal the total operating expenses in

Washington for maintenance of equipment and for

transportation for 1925
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'^Z' '=.9045X $3,745,665=$3,387,954.

^^A "—'^E "=$1,515,100.

=^^G"=73.84% ;'

(^^Y''—'^Z")=$l,118,750; ^^¥''=$4,506,704.

''X''=^-("C''—"Y'') ~ ("B''—"A'') =2,158,669

--2,924,175=73.82%.

Instead of the Master's composite factor of 85.95%

for 1926 (Report, p. 151) resulting from adding the

relative car miles, relative traffic units, and rela-

tive gross revenues factors and dividing by three,

we have, then, a factor for the S. P. & S. of 73.82%

for 1926. Combining this factor with the track

mileage factor found by the Master of 73.84% and

dividing by two, the method followed by the Master,

we have a factor of 73.83% as compared with the

Master's factor of 79.90%.

(The relative replacement cost factor was 74.04%.

Report, p. 151.)

Same Computations as to Milwaukee. A similar

computation as to the Milwaukee is meaningless since

its gross freight revenues are not apportioned to

Washington on a mileage of haul basis, but instead,

upon a ton-mile basis, excluding Minnesota. How-
ever, assuming the gross revenues apportionment to

be as shown in the Milwaukee exhibits a similar calcu-

lation for that road shows a composite factor of

7.58% for 1926 and 7.09% for 1927, as compared with
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the Master's factor of 7.17% for 1926 and 7.09% for

1927 (Report, pp. 122, 133, Milw. Exs. ^^21," ^^26"

and ^^32," and Def. Ex. '^4,'' p. 106, Milw. Eec.)

(13) Relative Gross Operating Revenues Fac-

tor. The N. P. and S. P. & S. compute the factor

which they term ^
' relative gross operating revenues '

'

by apportioning to each state all revenues received

on intra-state shipments, plus that proportion of the

total revenues from each separate interstate ship-

ment which the mileage of haul within the particular

state bears to the total mileage of haul, and comparing

the total gross revenues thus apportioned to the state

with the toal gross operating revenues for the system

for the period chosen. (N. P. Rec. pp. 645-7 ; S. P.

& S. Rec. p. 271.)

The Milwaukee 's so-called
'

' gross revenues '

' factor

is clearly misnamed, the interstate freight revenues

being apportioned on a relative ton miles basis, thus

:

intra-state freight and passenger revenue is appor-

tioned entirely to the state. The revenues from in-

terstate movements of freight are apportioned to

the several states in the proportion which the ton

miles of interstate traffic in each state bears to the

ton miles of interstate business of the system except

Minnesota. The interstate passenger revenue is ap-

portioned to the states on a mileage prorate. Ex-

press revenues are apportioned on a car-mileage

basis; mail revenue is apportioned according to one

month's statistics. Revenue from switching is ap-
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portioned to the state where earned. (Milw. Rec. pp.

59-61.)

Same—Should the Relative Net Earnings Fac-

tor BE Supplied^ Even Though Available ? We have

seen that the courts have repeatedly recognized the

fairness of the mileage-of-line method of apportion-

ment for purposes of ad valorem taxation. The su-

preme court, as we have noted, recognizes the futility

of assessing officers attempting to determine the

relative value of an interstate railroad, as between

the several states. Thus

:

^^In the nature of things it is practically im-
possible—at least in respect to railroad prop-
erty—to divide its value, and determine how
much is caused by one use to which it is put
and how much by another. Take the case be-

fore us ; it is impossible to disintegrate the value
of that portion of the road within Indiana and
determine how much of that value springs from
its use in doing interstate business, and how much
from its use in doing business wholly within
the state. An attempt to do so would be en-

tering upon a mere field of uncertainty and
speculation. And because of this fact it is some-
thing which an assessing board is not required
to attempt.'' Cleveland, etc.;, Ry, Co, v. Backus,
154 U. S. 439, 443-446.

Nor do complainants' witnesses fail to recognize

this fact. Asked whether he would say that a mile

of road costing $100,000 had the same value as an-

other mile including a bridge costing $1,000,000,

Dr. Hadley (speaking for all the complainants) said

:

^'No. But it is hard to tell what the value
of either is, except as part of the whole. They
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probably contribute di:fferently to the value of
the whole, but no man living can exactly tell

what that contribution is." (N. P. Rec. pp.
400-401.)

Mr. A. S. Dudley testified for the Milwaukee

:

^^Q. And it is impossible to tell the relative

value of any one part as opposed to any of
the other parts? A. Yes. Q. It is impossible
to tell the value of that part running through
the state of Montana as compared with the rest

of it or the other parts? A. Yes." (Milw. Rec.

pp. 914-15.)

That neither the net earnings nor the gross earn-

ings have any true relation to the apportionment of

the tangible property of an interstate railroad was

held in the case of Louisville & N, R. Co. v, Bosivorth,

209 Fed. 380, 433-4, where the propriety of the

method of allocation of the intangible value of an

interstate railroad company was involved. The court

said:

^'The way in which the board attempted to

care for it was by changing what defendants
term the apportioning unit. It changed it from
the mileage proportion to the average of the

three proportions, to-wit: the mileage propor-
tion, the gross receipts proportion, and the net

income proportion. The only proportions avail-

able other than the mileage proportion are the

gross receipts proportion, the net income pro-
portion, the average of the two, the average of

either and the mileage proportion, and the aver-

age of the three proportions. But neither the

gross receipts proportion, nor the net incom.e

proportion, nor the average of the two will do,

for neither has any true relation to the ap-

portionment of the tangible property. So far
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as either has any relation to the apportionment
of the capital stock, it is to the intangible part
thereof, and of the three it is only the gross
receipts proportion or the net income proportion
that can be said to have such relation thereto,

of which two it seems to me the gross receipts

proportion is to be preferred. Even as to in-

tangible property no instance of an apportion-
ment of such property on a gross receipts basis

has come to m}^ notice. * ^ *

^'If then the excess value is in the tangible

property alone, it is impossible by the use of

the gross receipts proportion, or the net income
proportion, or the average of the two, to de-

termine its existence or its amount. ^ ^ *

^^If then neither the use of the gross receipts

proportion, nor of the net income proportion,
nor of the average of the two, will yield a cor-

rect result, the use of the average of the gross re-

ceipts proportion or the net income proportion
and the mileage proportion or the average of the
three proportions will not do so."

In this connection, see also

:

Floyd V. M, Light & H, Co., Ill Oh. St. 57,

144N. E. 703, 710;

Nevada-California Power Co. v. Hamilton, 235

Fed. 317, 240 Fed. 485

;

And same case on appeal : Franklin v. N-C. Power
Co., 264 Fed. 643.

(14) Relative Gross Revenues, Even if Cor-

rectly Apportioned Among States, Would Xot Re-

flect Net Earnings. This method is avowedly used

as a substitute for the unknown factor of relative net

revenues. (A. S. Dudley, Milw. Rec. p. 1005.) But
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since net revenues depend upon relative operating

expenses as well as relative gross revenues, there is

no necessary relation between relative gross revenues

and relative net revenues.

In St. L. & S, F. Ry. v. Gill, 156 U. S. 649, 665-6,

the court said

:

u 4f 4f -)f j^ ^j^^g state of facts we agree with
the views of the supreme court of Arkansas,
as disclosed in the opinion contained in the rec-

ord, and which were to the effect that the cor-

rect test was as to the effect of the act on the
defendant's entire line, and not upon that part
which was formerly a part of one of the con-
solidating roads ; that the company cannot claim
the right to earn a net profit from every mile,

section or other part into which the road might
be divided, nor attack as unjust a regulation
which fixed a rate at which some such part
would be unremunerative ; that it would be prac-
tically impossible to ascertain in what proportion
the several parts should share with others in

the expenses and receipts in which they par-

ticipated; and, finally, that to the extent that

the question of injustice is to be determined
by the effects of the act upon the earnings of the

company, the earnings of the entire line must be
estimated as against all its legitimate expenses
under the operation of the act within the limits

of the state of Arkansas."

With respect to the propriety of the gross earn-

ings factor as a measure of the vahie of the use, the

court said in the Minnesota Rate Cases, 230 U. S.

352,458-9:

^^The apportionment of the value of the prop-
erty, as found, between the interstate and intra-
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state business was made upon the basis of the

gross revenue derived from each. This is a

simple method, easily applied, and for that

reason has been repeatedly used. It has not,

however, been approved by this court and its

correctness is now challenged. Doubtless, there
may be cases where the facts would show con-

fiscation so convincingly in any event, after full

allowance for possible errors in computation, as

to make negligible questions arising from the

use of particular methods. But this case is not
of that character.

^^In support of this method, it is said that a

division of the value of the property according
to gross earnings is a division according to the
'value of the use,' and therefore proper. But
it would seem to be clear that the value of the

use is not shown by gross earnings. (Italics

by court.) The gross earnings may be consumed
by expenses, leaving little or no profit. If, for

example, the intrastate rates were so far re-

duced as to leave no net profits, and the only
profitable business was the interstate business,

it certainly could not be said that the value of
the use was measured by the gross revenues.

^ ^ ^ ¥: ^

"If the property is to be divided according
to the value of the use, it is plain that the
gross-earnings method is not an accurate meas-
ure of that value.''

In the Missouri Rate Case, 230 U. S. 474, 504, the

court again said

:

''The value of the entire property within the
state, as found, was apportioned between the
interstate and intrastate business, passenger and
freight, according to the gross revenue derived
from each.
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^^The reasons for disapproving this method
were stated in the Minnesota Rate Cases, ante

p. 352, and the ruling there made is controlling

here."

(15) Since Interstate Re\^nues Aee Appor-
tioned ON A Relative Mileage-of-haul Basis, the
Factor Wholly Ignores (1) Relative Value of

Branch Lines as Feeders; (2) Relative Terminal
Values; and (3) Relative Construction Cost, and
Further, Apportions Value to Segments of the
System Having no Net Earnings.

Although, these various objections to this factor

as computed, have been already discussed at some

length in connection with the other line haul fac-

tors, yet since this factor is recognized by complain-

ants' witnesses as the best of the three line haul fac-

tors, we will consider it separately.

The relative gross revenues factor was favored

above the other so-called '^ use" factors by Dr. Hadley

testifying for all of the complainants (N. P. Rec.

p. 247-8) ; E. V. Peterson of the N. P. (N. P. Rec.

p. 3785), A. S. Dudley of the Milwaukee (Milw. Rec.

p. 999), and O. B. Riddle of the S. P. & S. (S. P. &

S. Rec. p. 539).

A. S. Dudley testified that in his opinion the car

miles plus passenger miles factor did not reflect any-

thing that the gross earnings method did not reflect

(Milw. Rec. p. 999), and, comparing relative traffic

units with relative gross revenues, he said: '^I am
not sure but that every factor in one is in the other.

'

'

(Milw. Rec. p. 1000.) It must follow, we submit
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that the vices, if any, of the relative gross revenues

factor must be common to all.

(16) Unfairness to Terminal State of Mileage

Prorate Division of Gross Revenues. In Census

Bulletin No. 21 (Def. Ex. ^^11," pp. 19-21, Milw.

Case), Professor Meyer says as to the relative gross

revenues factor:

^^ Gross revenues are affected by a great num-
ber of factors running through the entire list of
items in operating expenses, rates, length of the

haul, etc., a variation in any one of which will

necessitate a different interpretation of gross-

revenue statistics for purposes of valuation.

The conclusion is thus forced upon one that net
rather than gross revenues constitute the logical

basis for the distribution of the total value of
railway systems among the states.

a ^ 5f 4f rp-|^g
interstate earnings are usually

divided for each shipment on a mileage basis.

Such division is, however, open to somewhat
the same objections as are urged against the sin-

gle-track mileage method of apportionment of
values among the states, except that here the
error lies in the opposite direction. The pure
mileage basis of prorating receipts from inter-

state shipments throws too much of the earnings
into the district of dense traffic and low unit
cost of haulage. As is pointed out in the letter

on page 44, '60 per cent of all the traffic of
the whole line went to or was shipped from
the branch lines. It therefore appears that if

these branch lines had not existed, the whole
system would have earned only 40 per cent of its

previous earnings, which would have made the
main line as worthless as the branches.' The
pure mileage ratio basis of apportioning the
gross earnings of an interstate transaction will,
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in most cases, yield the branches too small a por-
tion and the main line too ^reat a portion. Prob-
ably good argument could be brought in sup-
port of the proposition that on an interstate
shipment the branch should be allowed the local

charge and the main line the remainder; but
if this be thought to go too far toward increas-
ing the earnings of the outhdng parts, cer-

tainly the branch ought to receive the same pro-
portion of the total earnings in any single ship-

ment as its local is of the sum of the locals for
the entire route covered. * ^ *

^^For reasons like those here advanced branch
lines frequently receive payments on the basis

of a constructive mileage. Prorating on a con-
structive mileage is also done in connection with
transcontinental traffic, the practice dating back
to a time when the real or assumed cost of op-
eration was greater and the tactical position of

the lines was such that they could command a
return on a constructive mileage basis. Only
where individual interstate shipments are thus
prorated, and the earnings within the state

added, can the total of the gross earnings as-

signed to a state be as nearly correct as it

should be. * * *

''The treatment of terminals by different rail-

way companies apparently represents various

degrees of accuracy. Some companies ignore

terminals altogether in the apportionment of

gross revenues, and others attribute an arbi-

trary percentage of their revenues to terminals.

No attempt was made in this investigation to go
back of the returns of raihvay companies of gross

earnings by states with the view of according
to all railway terminals the same kind of treat-

ment. Uniformity in the treatment of terminals

is unquestionably desirable, but nothing short

of an inventory of terminal properties can afford
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a satisfactory working basis. All purely gross

revenue methods in handling treminals must be
extremely arbitrary, and the result regarding
terminals is at best a rough sort of guesswork."

(We insist that a ^Svorking basis" for the appor-

tionment of terminal values is actually afforded in

the present cases, by the relative replacem.ent cost

factor)

.

The unfairness to terminal states of the mileage

prorate division of revenues, cannot, w^e submit, be

better illustrated than by the following statement of

F. M. Dudley, counsel for the Milwaukee, during the

course of the trial

:

^^In an important rate case in Montana we
found we were confronted with annual reports
showing state net income revenues as this does.

A gain in Montana was shown for the year 1920
of $5,000,000, and a net loss on the system of

$8,000,000, although Montana was one of the
poorest states as far as producing revenue was
concerned. That directed our attention a short

time ago to the fact that you could not correctly

apportion net revenues as between states because
costs are apportioned on one basis and revenues
on another.

^^For instance, a train of lumber originating
on Puget Sound is transported to Minnesota
transfer. The cost incurred in making up that
train, switching and all that, is charged to

Washington because that cost is incurred in
Washington. Then the revenues are apportioned
on ton mile prorate, so that (on) that trainload,

moving unchanged across the continent, Montana
would receive a large portion of the revenues
because it is a state in which the main line is
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very long ; but it would not be charged with any
of the initial or delivering costs incurred in
Washington or in Minnesota. Consequently
Montana would show a profit and Minnesota and
Washington a loss, which is not fair.

^^In order to avoid a similar situation in the
future, it was decided to put in these reports
a note to the effect that the company did not
agree the statement of net earnings as shown by
the report was a correct report in that state.

^^That same note is put into the reports in any
state where we are required to make such a re-

port.
'

' (Milw. Rec. pp. 98-99.

)

Nor does this unfairness to the terminal states

result alone from localizing the terminal operating

expenses. The assembling and distribution of this

long-haul traffic is made possible by the existence

of valuable terminal facilities adapted to this very

purpose. These terminals are as essential to the

railroad from an earnings standpoint, as are the

intervening roadway and track. Obviously, in dis-

tributing the revenues equitably among the states

occupied by these properties, the terminals are en-

titled to the same yield on the investment which they

represent, as is the naked track in the non-terminal

states. Consequently, if we, are to apportion the

interstate revenues among the states in such a way

as adequately to reflect relative net earnings, we must

allow the terminal states such proportion as will not

only cover the operating expenses there incurred, but

will likewise yield a return upon the investment ii

these states where the traffic is assembled and dis-
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tributed equivalent to the return on the investment

in what may be called the ^'bridge'' states, such as

Montana and the Dakotas.

Under the evidence in this case, that this result

is not accomplished by a mileage prorate division is

not even debatable.

The division of system value according to relative

gross earnings with interstate revenues divided on

a mileage prorate does not take account in any proper

way of terminal values. (Dr. Hadley, N. P. Rec. pp.

249, 349, 400.) This is true, because there are many
cases where the land immediately adjoining the sta-

tion would, if it were made locally taxable, have a

very high value; that is the chief reason. Another

reason is the unfairness of considering the contribu-

tion of the track and not considering the contribution

of the terminal. The unfairness arises because the

expense of a carrier in handling at the terminal is

far in excess of the amount represented in the mile

haul. (Dr. Hadley, Rec. N. P. pp. 413-4.)

In a division of a railroad containing an expensive

terminal, there would be a considerable expense

which would not probably be taken care of by the

apportionment of revenue on a mileage prorate.

(E. V. Peterson, N. P. Rec. pp. 652-3.) This does not

mean that the railroad should do away with those

terminals because they show a loss.

In case of a terminal division the expenses might

be greatly in excess of the revenue apportioned on

255



2550

a mileage basis. (Peterson, N. P. Rec. pp. 654-5.)

In making divisions of interline revenue it is cus-

tomary to allow a terminal arbitrary for the use of

expensive terminals. (Pickard, N. P. Rec. pp. 9408.)

The terminals admittedly contribute to the earn-

ings of a railroad as much as the rails. (A. S. Dud-

ley, Milw. Rec. p. 950.) In case of traffic carried

through five states, two with terminals and three

without, the state with the terminals would ad-

mittedly get too little ; that is, the earnings are made

not only from the tracks but from certain auxiliary

properties which are also conducive to making the

earnings; and if the distribution were based solely

upon track, this auxiliary property in the one state

would get no allowance under the gross revenues

method of distribution. In that case, to get the thing

accurately, the revenues would have to be allocated

on a diiferent basis than a mileage prorate, but Mr.

Dudley did not know how to do it. There would have

to be some constructive weight given to the terminals

as compared with the tracks, and just how that would

be done Mr. Dudley did not know. (A. S. Dudley,

Rec. pp. 983-4.) As a practical proposition, if rail-

roads treated as systems were called upon to deter-

mine the net revenues as to a division embracing an

extensive terminal, and in so doing allocated revenue

on a mileage prorate, such division would almost in-

variably show an operating loss. But this would not

mean that the terminals were of no value to the

system. You have to have terminal facilities in order
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to operate a railroad. (A. S. Dudley, Milw. Rec. pp.

984-5.) Where there is very little mileage in the

state as compared with terminal property, Mr. Dud-

ley would not use the gross revenues factor at all.

(A. S. Dudley, Milw. Rec. p. 943.)

And again,

—

^'How much can we say is the contribution to

the value of the system made by freight origi-

nating in Washington ? I am sure I do not know.
We have a formula that apportions the freight

charges on a basis of mileage, it may be. Does
that necessarily indicate how much Washing-
ton has contributed to the whole if we had the

actual gross earnings allotted by the formula?
I do not think that it does, necessarily. Q. If
in fact you were confronted with the problem
yourself of accurately determining the revenues
and expenses of that portion of the Milwaukee
road located in Washington you would not neces-
sarily divide the gross revenues on a mileage
pro-rate, that is, interstate gross revenues! A.
Not necessarily." (Milw. Rec. p. 1619.)

On behalf of the S. P. & S., Robert Crosbie, its

secretary and comptroller (S. P. & S. Rec, p. 929),

and who, it was stipulated, was speaking for the com-

pany (S. P. & S. Rec, p. 1100), testified that he did

not know, and he did not know of any accounting

officer who did really know, a way for dividing the

traffic as between states on a perfectly proper basis.

That, he said, is a very difficult proposition. (S. P.

& S. Rec, p. 1104.)

O. B. Riddle, statistician of the S. P. & S. (S. P. &
S. Rec, p. 243), who was examined as to the proper
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method of valuing the system, and apportioning that

vahie among states (S. P. & S. Rec, pp. 278-283)

testified in substance on direct examination:

The division of interstate revenue on a mile-

age basis, is not a fair method. The income ac-

count of a railroad cannot be divided between
states. In the case of the S. P. & S. which op-
erates only in Washington and Oregon, the earn-
ings in each state are indispensible to the earn-
ings in the other state and to the whole prop-
erty. If the road did not have the property in

Washington it would not make anything in Ore-
gon, and vice versa. The division of interstate

revenue on a mileage prorate does not show the

actual results. For instance, on a shipment from
Spokane to Portland, with $100 revenue, only
$3.00 would be assigned to Oregon, whereas the

property in that state which cost 20% as to the

total property between the points, is used in that

transportation movement. Thus, although but
$3.00 of the $100 revenue on the shipment from
Spokane to Portland w^ould be assigned to Ore-
gon on the mileage prorate, more than 20% of the

entire investment in the whole property engaged
in that movement would be in Oregon. This could

be compared to an interstate bridge over a river,

say, 10 miles long (S. P. & S. Rec, p. 281), two
miles in one state, and 8 miles in the other. The
draw span might be on the two miles in the one
state, and might require attention and a force

all of the time. The operating expenses on the

two-mile portion containing the span might be

80% of the total for the entire bridge, but if the

revenues were apportioned on a mileage prorate,

but 20% of the revenue would be apportioned to

the two-mile section. Thus part of the bridge

would have a big deficit, and part a good-sized

earning. (S. P. & S. Rec. p. 282.)
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And further, on cross-examination

:

If the same business were handled by two
lines, one corporation owning the lines in Wash-
ington, and the other owning the lines in Oregon,
the expenses would show separately, but in that

case the revenues certainly would not be appor-
tioned on a mileage basis because the company
in Oregon would require a larger division than
that based on a mileage prorate; otherwise, it

would not be able to live. The Oregon road
would otherwise always be in the red because
some of the terminal expenses in Oregon really

apply to traffic, the earnings of which would be
allocated to the State of Washington on a mile-

age basis. It is impossible to say just what the

divisions should be as between two states, the

one with terminals, and the other without. There
has never been a system devised whereby the

revenues can be allocated as between the states in

such a case. The corporation o\^Tiing the line

in the terminal state would always require a
higher proportion of the charge than the corpora-
tion owning the lines in the non-terminal state.

(S. P. & S. Rec, pp. 353-4.) The different con-

ditions and expenses, etc., involved in the haii

ling of the traffic in the dilferent states, and dif-

ference in terminal facilities in the different

states, affect the allocation of gross revenue. For
that reason in fairness to the different states, in

fixing the gross revenue factor of allocation, there

should be a somewhat different proportion of the

gross revenues assigned to the particular state

than that represented by mileage of line. (S. P.
&S. Rec, p. 369.)

R. W. Pickard, general freight agent of the S. P.

& S. and in its employ for about 20 years (S. P. & S.

Rec, p. 1181), testified that it has been customary as

long as he has known anything about it to make term-
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inal allowance, i. e., a traffic charge to a terminal

division for business terminating or originating in a

particular terminal, in addition to what is repre-

sented merely by the mileage of haul within the term-

inal division. This allowance is part of the division

of revenue just the same as if included in the per-

centage proportion, either as a terminal arbitrary or

increase in divisions, as a fair allowance to the line

for the services performed and terminal facilities af-

forded. (S. P. & S. Rec, pp. 350-1.)

(17) Same—That Terminal States and Branch
Lines are Entitled to More Than a Mileage Pro-

rate Division of Revenues is Recognized by Both
Interstate Com^ierce Commission and Courts.

*^ Commission rates are usually the same for

all lines, both main line and branches. It is fair

that the main line should in a degree contribute

to the support of the branch line for the branch-
line business when it reaches the main line is

surplus traffic from which a larger profit is

made. It is in the public interest that rates

shall be so adjusted that population and indus-

tries may freely diffuse themselves. It hardly
seems proper to fix the rates upon the Cincinnati

Southern, which is really a main line, without
any references to the branch lines which con-

tribute to it." Receivers & Shippers Asso, v.

C, N. 0, & T, P, By. Co,, 18 I. C. C. 440, 465.

^^In support of its contention that neither

South Dakota nor North Dakota grain con-

tributes its proper proportion to the payment of

interest and dividends, the Milwaukee presents

an exhibit of so-called 'basic data' and 'appor-

tionment of charges. ' Fundamentally, this state-
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ment proceeds on what we consider to be an er-

roneous theory; that is, that certain portions of

a system of railroad can be segregated from the

whole and the expenses and earnings be charged
and credited to such portions on a mileage-pro-
rata basis. From this bare statement, without
full explanation, how is it possible to even sur-

mise what the operating expenses in South Da-
kota were? Probably many of them were such
that no benefit accrued to South Dakota. The
figures presented do not result in a deficit, it

being admitted that the carrier received Svhat
it cost to do local business.' An analysis of this

statement indicates that while ingenious it is

merely a computation and hardly an actual dem-
onstration. '

' Investigation of Advances in Rates
on Grain, 21 1. C. C. 22, 25-26.

^^The Cumberland Valley division constitutes

only 118 miles of the 4,334 miles of the Louis-
ville & Nashville system. This system embraces
practically all the territory included within the

Ohio River on the north, the Gulf of Mexico on
the south, the Mississippi River on the west.

The coal and coke from the Cumberland Valley
division furnishes tonnage not only for its 118
miles but for many miles of the system and for

the other carriers north of the Ohio River. Hence
whether or not the record indicates profit on the

particular division is not controlling, as the inci-

dental benefit to the other portions of the system
may much more, than offset any loss upon the
particular division. It is to be expected that an
originating division would apparently not be
self-supporting any more than would the average
large terminal in a city. To make them self-

supporting it is necessary to assign to the orig-

inating division and to the terminal a sufficient

portion of the revenues to more than offset the

expenses. This would have to be an arbitrary
sum. It could hardly be accomplished by the
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ordinary method of prorating the revenue or
dividing it nnder a block-mileage system. In
this case the carrier, nnder its system of ascer-
taining costs and apportioning revenue, sho^YS

a paper deficit of $60,000 for 1911 on that por-
tion of the Cumberland Valley division Iving east
of Middlesboro and a profit of $350,000 on the
division as a whole. This would indicate at least

$410,000 was earned on that portion west of
Middlesboro. The extraordinary difference is

probably the result of the method of apportion-
ing revenue." Louisville & NasJiville R. R. Coal
and Coke Rates, 26 I. C. C. 20, 29.

u ^ * * While the Grand Trunk renders
separate operating reports to us, covering the
operations of the line of the United States &
Canada, it seems clear that the railway operating
income or deficit shown in such reports is not
the income or deficit of a ^carrier' within the

intent of Congress, inasmuch as the carrier ren-
dering these reports operates, as a whole, a large

system, onlv a small portion of which is in the

United States. The apportionments of revenues,
expenses, and other income items between the

line of the United States and Canada and the

lines of the Grand Trunk in Canada are in many
instances made upon bases of road mileage, car

mileage, or train mileage. We have held that

a portion of a railroad system can not be sepa-

rated from the whole and the earnings and ex-

penses charged and credited to such portion on
a mileage prorate basis. Investigation of Ad-
vances in Rates on Grain, 21 I. C. C. 22, 25;
Louisville & Nashville R. R. Coal and Coke
Rates, 26 I. C. C. 20, 30. It is well known that a

mileage prorate of transportation revenues or ex-

penses will in many cases result in a siiowing of

deficits for branch lines of light traffic density,

notwithstanding the showing for the system as

a whole is a substantial profit. For many years

the reports of operations of the United States
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and Canada have shown large operating defi-

cits/' Deficit Status of U, S. cfc Canada R, R.,

76 I. C. C. 453, 457-8.

As to what elements should properly be considered

in apportioning interline revenues, we quote the fol-

lowing from the supreme court

:

^^ Relative cost of service is not the only factor

to be considered in determining just divisions.

The Commission must consider, also, whether a
particular carrier is an originating, intermediate
or delivering line; the efficiency with which the

several carriers are operated; the amount of

revenue required to pay their respective operat-
ing expenses, taxes, and a fair return on their

railway property; the importance to the public
of the transportation service of such carriers;

and other facts, if any, which would ordinarily,

without regard to mileage haul, entitle one car-

rier to a greater or less proportion than another
of the joint rate. It is settled that in determin-
ing what the division should be, the Commission
may, in the public interest, take into considera-
tion the financial needs of a weaker road; and
that it may be given a division larger than justice

merely as between the parties would suggest 'in

order to maintain it in effective operation as

part of an adequate transportation system, ' pro-
vided the share left to its connections is ^adequate
to avoid a confiscatory result.' Dayton-Goose
Creek Ry. Co, v. United States, 263 U. S. 456,

477 ; New England Divisions Case, 261 U. S. 184,

194, 195.
•3f * -X- * 4f

^^The assertion is made that the Commission
was guided solely by the relative financial ability

of the several carriers. In support of this asser-

tion it is pointed out that the increase ordered
of the Orient's share was measured, not by a
percentage of its own divisions, as in Neiv Eng-
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land Divisions Case, 261 U. S. 184, but by a per-

centage of the revenues of the several connecting
carriers from the joint traffic. It does not follow
that such a basis of division would necessarily

be unjust to the connecting carriers. The posi-

tion of the Orient as the originating carrier, or

as the delivering carrier, or as an indispensible

intermediate carrier, might be such that the con-

necting carrier could not get the traffic but for

the service which the Orient renders; and that

this factor, together with others ignored in the

existing divisions, would require the precise

change directed to render the divisions just and
reasonable as between the parties.'' U. S. v.

Abilene & So. By, Co,, 265 U. S. 274, 284-6.

^^What is its just share?—It is the amount
properly apportioned out of the joint rate. That
amount is to be determined, not by an agreement
of the parties or by mileage. It is to be fixed

by the Commission; fixed at what that board
finds to be just, reasonable and equitable. Cost
of the service is one of the elements in rate

making. It may be just to give the prosperous
carrier a smaller proportion of the increased rate

than of the original rate. Whether the rate is

reasonable may depend largely upon the dis-

position which is to be made of the revenues
derived therefrom." Isleiv England Division

Case, 261 U. S. 184, 195.

See, also

:

Kansas City, Mexico & Orient Division, 73 I.

C. C. 319;

Division of Joint Bates and Fares of M. <& N.

B. Co., eSl.G.C. 4:1;

New England Divisions, 66 1. C. C. 196 (af-

firmed in 261 U. S. 184, 195).
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In the case last cited the Commission said

:

^^It is impossible to avoid the conclusion that
Congress intended the relative financial needs of
carriers, so far as these needs are legitimate and
incident to the transportation service, to be given
consideration in fixing divisions; and it is just

and right that this should be so. The cost of the
service includes, not only expenses of operation
but taxes and the proper capital charges incident

to the continued functioning of the property.
We recognize this when we make allowance for

density of traffic in the determination of reason-
able rates. The share of overhead costs fairly

attributable to interchange traffic may likewise

be greater, relatively, where this density is low.

Moreover, the group plan of increasing rates

which we followed in 1920 under the provisions
of the new law necessarily results in inequality

of return to the various carriers. Certain of

them gain a larger reward than they would re-

ceive if it were practicable to fix rates for indi-

vidual companies, while others have less. Yet
all are parts of the national transportation sys-

tem and must be adequately maintained if they
are not to be abandoned. Due regard for public
interest demands that w^e give these fortuitous

inequalities consideration in the fixing of di-

visions.

^^ Summing up this phase of the matter, we are
of the opinion that our power over divisions is

founded upon the public interest; that the car-

riers are mutually dependent parts of the trans-

portation system; that the public interest re-

quires that all essential parts be maintained as
far as possible, in effective working condition

that the relative amount and cost under econom-
ical and efficient management of the service ren-

dered is a prime factor in determining the fair

and equitable share of joint revenue which each
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carrier shall receive; and that inchided in such
cost is a due proportion of the burden of main-
taining the financial integrity and credit of the
carrier.

'

'

The above are quoted with approval in Divisions of

Joint Rates and Fares, etc., 68 I. C. C. 47, 51.

(18) Same—Segments of Roads ix Terminal

States Operate at a Loss if Revenues Divided on

Mileage Prorate. The use of the mileage prorate

division of N. P. revenue in Wisconsin and Oregon

resulted in operating deficits in those states for the

years 1921 to 1925 as follows, without in either case

considering state taxes : In Wisconsin : 1921, $386,-

422; in 1922, $377,564; in 1923, $387,018, and in 1925,

$348,309.

In Oregon: in 1921, $135,707; in 1922, $94,870;

in 1923, $133,449, and in 1925, $163,670. (N. P.

Rec. pp. 2966-9; Def. Ex. ^^248," p. 18; Def. Ex.

^^30,"p. 27%, S. P. &S. case.)

This condition has existed for the past 15 or 2C

years. (N. P. Rec. p. 2974.)

The use of the mileage prorate division of inter-

state revenues of the S. P. & S. for the years 1921

to 1925, inclusive, produced the following remarkable

results

:

Net railway operating income for the entire sys-

tem, $9,031,011

;

Net railway operating income for Washington

a?o^6, $11,302,904;
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Net railway operating income for Oregon alone,

a deficit of $2,271,892.

(K P. Eec. pp. 3073-4, Def. Ex. ^^248," p. 7, Def.

Ex. ^^30,'^ p. 23, S. P. & S. case.)

In the Milwaukee case the Master refused (and we

believe, improperly) to permit defendants to show the

above facts with respect to the S. P. & S. operations.

(Milw. Eec. pp. 1413-4; Def. Ex. ''28,'' p. 33.)

In Portland, the N. P. has some valuable terminals,

and although the N. P. revenues in Oregon allocated

on a mileage prorate are very much less than the

gross operating expenses in that state, it has no

thought of doing away with its Oregon business.

(Peterson, N. P. Rec. p. 2970.) It is obvious that

in a state like Oregon where the N. P. has little mile-

age and very little interstate revenues credited, the

expenses, because of the terminal feature, will exceed

the revenues allocated. This is true of all states

similarly situated where the terminals are located.

The same distinction applying to Oregon also applies

to Wisconsin, because of the Lake Superior Terminal

& Transfer Railroad Company, and because of the

small mileage. Only a small proportion of the inter-

state revenues would be apportioned to that state.

(Peterson, N. P. Rec. pp. 2263-72.)

With respect to the above showing of the N. P. in

Oregon and Wisconsin Charles Donnelly, the presi-

dent of the N. P., testified:

''A. You would have to determine some
method of allocating gross revenues on business
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moving interstate. The usual method is that of a
mileage prorate. Now the use of such a method
could of course produce widely variant results;

and I would admit at once that there are situa-

tions in which the use of such a method would
not be a fair or proper method. Q. And you
would not say that in the case of the state of
Wisconsin that would be one of those cases ? A.
I don't know whether it would or not, but, if as

a matter of fact, in the use of that method you
wound up with a showing that there was no net
railway operating income, and therefore no value
for property which you knew of course did pos-

sess a value, that would be a demonstration of

the impropriety of the use of that method. Q.
Particularly where you knew the property itself

was a valuable adjunct of the Northern Pacific?

A. Yes. Q. And that is true of the property in

Wisconsin, is it not ? A. Yes, our terminals at

Superior and Ashland are valuable. They are

not so valuable in Ashland, but thev are at

Superior.'' (Donnelly, N. P. Rec. p. 5807; Def.
Ex. ^^40," S. P. &S. case.)

The absolute injustice of using revenue statistics

based on a mileage prorate division as between states

was brought out by the S. P. & S. witnesses when a

suggestion was made that the value of the property

in Washington be valued directly by capitalizing the

company's net earnings for Washington as reported

by it, in which the mileage prorate division of inter-

state earnings was used. (N. P. Rec. pp. 3073-4.)

O. B. Riddle, statistician of the S. P. & S. and

with 20 years experience in accounting and statistical

work (S. P. & S. Rec. p. 243), testified in this con-

nection :

268



2563

^^Q. If you knew nothing about it and you
were merely an accountant and you were trying
to determine what the net railway operating
income for the state of Washington was and you
had page 22 and page 23 of this report turned to

you as showing the correct figures, wouldn't you
come to the conclusion that the figures set forth

as net railway operating income in Defendants'
Exhibit ' 2

' were the correct figures for the years
1923, 1924 and 1925? * * * A. No, I would
not, because if I had this report before me I

would see they are in excess of the total net
railway operating income for the entire line for

the particular year, and I would know there could
not be more net railway operating income in one
state than in the whole line. ^ ^ ^ The rea-

son why this ig incorrect, the first item placed
thereon or the railway operating revenues, as

stated here, do not represent the railroad opera-
ting revenues earned by the property in the state

of Washington alone. (S. P. & S. Rec. pp. 520-

522.) * ^ ^ Q. It appears from your books,
if that is what you made for Washington. A. On
behalf of the company I would repudiate that
showing on pages 22 and 23 for any practical

purposes. For the purposes you are attempting
to use it, it is worse than worthless, because it

would give a misleading impression to anyone
who was studying the case later. (S. P. & S.

Eec. p. 534.) Q. * ^ ^ How can it have a
value for the purpose of allocation when it has nc^

value for the purpose of comparing net operating
income as between states? A. In my judgment,
it would be some indication as to how to allocate

a part of the total value of a line as between
states. That is all. ^ * * I am inclined to

think gross revenues would be best of all of them
for the purpose of allocating the entire value as

between states." (S. P. & S. Rec. pp. 537, 539.)
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In other words, it is Mr. Kiddle's conclusion that

a division of revenues which yields Washington a

considerably greater net railway operating income

than that of the whole system, makes the best kind of

a factor to use for the apportionment of system value

among states

!

(19) Same—Relative Terminal Values. Ix
Actual Practice Complaixaxts, as Well as Other
Roads, Recogxize that Termixal Divisioxs are Ex-
titled TO FAR MORE THAX A MiLEAGE PrORATE DiVISIOX

OF Interlixe Revenues.

Of course railroads do not have occasion to appor-

tion earnings to their branch lines except in certain

exceptional cases as where the branch is still treated

as an independent line, such, for instance, as the

extension of the S. P. & S. from Portland to Astoria.

(S. P. & S. Rec. p. 1011.) However, there are many
cases where branch lines are, for one reason or an-

other, allowed to retain their separate corporate en-

tity, although all the stock is o\^Tied by the parent

company. In such cases divisions of interline reve-

nues are required between the parent line and itself,

possibly for the protection of the holders of bonds

originally issued against the subsidiaiy.

Milwaukee Case :

Division of Interline Revenues Between Old

Milwaukee and its Subsidiaries Before Consolida-

tion. Prior to April, 1906, the old Milwaukee Com-

pany operated a system of railroad extending from

the Missouri River at Mobridge, S. D., on the west,
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easterly through the Twin Cities to Milwaukee and

Chicago on the east. This system included a network

of road in South Dakota, Nebraska, Iowa, Minnesota,

Wisconsin and Illinois. In April, 1906, the company,

through the medium of subsidiary companies com-

menced the construction of a line from the Missouri

River to Seattle. These subsidiary companies were

consolidated on December 31, 1908, in the Chicago,

Milwaukee and Puget Sound Railway Company
(hereafter referred to as the ^^ Puget Sound'' Com-

pany). The line was completed and in operation by

September, 1909, and was operated independently

from the old Milwaukee until January 1, 1913, when

it was merged with the latter company. (Def. Ex.

^^23,'' p. 14; Rec. pp. 184-5, Milw. Case.)

Same—Subsidiary Lines. Prior to December 31,

1918, when the same were merged with the old Mil-

waukee Company (Def. Ex. ^'15,'' p. 13, Milw. Case)

this company had acquired by stock control, the fol-

lowing five subsidiaries: (1) The Tacoma Eastern,

extending from Tacoma to Ashford, Washington

(Milw. Rec. p. 142, Pffi. Ex. ^^38")
; (2) Bellingham

Bay and British Columbia (later the Bellingham and

Northern) extending from Bellingham north to

Lynden, Sumas and Glacier, Washington (Milw. Rec.

pp. 143, 163-4)
; (3) Milwaukee Terminal, a car ferry

line (Milw. Rec. pp. 145-6, 1072-3)
; (4) the Seattle,

Port Angeles & Western extending from a point about

12 miles west of Port Townsend, Washington, west-

erly about 75 miles (Milw. Rec. pp. 144, 173-4) (the

Port Townsend and Puget Sound operates between
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Port Townsencl and the eastern terminus of tliis road

;

Milw. Rec. p. 166), and (5) the Puget Sound and

Willapa Harbor extending from MaytoAvn, on the

Grays Harbor branch, to Willapa Harbor about 75

miles. (Milw. Pec. pp. 144-5.)

Divisions With Subsidiaries. The following table

is prepared from the di^dsions sheets in force as be-

tween the old Milwaukee Company, the Puget Sound

Road and the Washington subsidiary companies prior

to January 1, 1913, when the Puget Sound road was

absorbed. (Def. Ex. ^^20," Milw. Case.) The di-

visions are on through tarijffs on various commodities

hauled between Chicago on the east and Seattle and

various representative points on the subsidiary lines

and branches on the West, which w^ere actually m.ade

as between these lines w^hen separately operated.

There being no division of tariffs as between the

Washington portion of the Puget Sound line and the

portion east of Washington, the amount allowed the

Washington subsidiary was added to the mileage pro-

rate of the amount allowed the Puget Sound line,

and thereby obtaining the amount apportionable to

Washington (Milw. Rec. pp. 1125-1138) :
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TABLE NO. 16

Divisions Between Old Milwaukee and Wash-
ington Subsidiaries:

Commodity;
Termini of haul
and route; (for
abbreviations
see below)

Thru
rate
per
cwt.

Rate in
cts. per
cwt. to
Wash.
on

mileage
prorate:

Rate in
cts. per
cwt. to
Wash,
under
actual
divi-
sions:

Excess over Mile-
age prorate
allov/ed

Washington:
Def.
Ex.
"21"

p.

Cents Per cent

Seattle to
Chicago;
Route: CM«&PS
and CM&St.P;
Fir Lumber: $.55 8.21c 10.14c 1.93c 23.51% 2

Cereals: .90 13.43c 16.41c 2.98c 22.19% 2

Port Angeles to
Chicago;
Route: SP&W,
MT, CM&PS,
and CM&St.P;
Fir Lumber: .55 9.99c 19.58c 9.59c 96.00% 5

Canned goods: .85 15.44c 25.15c 9.71c 62.89% 5

Ashford to
Chicago;
Route: TE,
CMi&PS and
CM&St.P;
Fir Lumber: .55 9.76c 13.85c 4.09c 41.91% 6

Autos: 3.00 53.10c 98.19c 45.09c 84.92% 6

Doty to Chicago;
Route:
PS&WH, CM&
PS, and
CM&St.P;
Fir Lumber: .55 10.39c 15.34c 4.95c 47.64% 7

Junk: .60 11.33c 15.78c 4.45c 39.28% 7

Sumas to
Chicago;
Route: B&N,
MT, CM&PS
and CM&St.P;
Fir Lumber: .55 10.71c 16.23c 5.52c 51.54% 9

Apples: 1.00 19.47c 31.64c 12.17c 62.51% 9

Abbreviations:
"B&N"—Bellingham & Northern;
"CM&PS"—Chicago, Milwaukee & Puget Sound;
"CM&St.P"—Chicago, Milwaukee & St. Paul;
"MT"—Milwaukee Terminal;
"PS&WH"—Puget Sound & Willapa Harbor;
"SP&W"—Seattle, Port Angeles & Western;
"TE"—Tacoma Eastern.

273



2568

Milwaukee^—Examples of Divisions With Other

Roads. On movements of freight between Hope,

Iowa, and Chicago, the following divisions of inter-

line revenues obtain between the Milwaukee and the

Ft. Dodge, Des Moines & Southern—'^F. D. & S."—
(Def. Ex. ^'23,'^ p. 166, Milw. Case) :

TABLE NO. 17

Railroad

Thru
rate
per
cwt.

Miles
of

Haul

Division of Joint Earnings:
Percentage of

Commodity
Mileage
Prorate: Present basis

actual division
more or less thai

mileage prorate
Per
Cent Cents

Per
Cent Cents

Hogs (SD) FD&S

CM&StP

36.0c

36.0c

40

337

10.6%

89.4%

3.8c

32.2c

40.0%

60.0%

14.4c

21.6c

278.95% more

32.92% less

Total 36.0c 377 100.0% 36.0c 100.0% 36.0c

Corn

Corn

FD&S

CM&StP

19.0c

19.0c

40

337

10.6%

89.4%

2.0c

17.0c

40.0%

60.0%

7.6c

11.4c

280.00% more

32.94% less

Total 19.0c 377 100.0% 19.0c 100.0% 19.0c
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In their report, Messrs. Coverdale & Colpitts give

the following as illustrative of the difference between

the present divisions and divisions based on a mile-

age prorate on traffic interchanged by the old Mil-

waukee Company with lines west of the Missouri

Eiver (Del Ex. ^^23/' p. 166, Milw. Case) :

TABLE NO. 18

From Chicago to:

Present
C.M.&St.P.
per cents:

Approxi-
mate

mileage
prorate

percentage
basis via

C.M.& St.P.

Percentage of actual
division less than
mileage prorate:

Dallas, Texas 30.0% 40.0% 25.00% less

Topeka, Kansas 70.0% 75.0% 6.67% less

Wichita, Kansas 46.0% 65.0% 29.23% less

Independence, Kansas 52.0% 70.0% 25.71% less

Lincoln, Nebraska 63.5% 75.0% 15.33% less

Denver, Colorado 35.5% 45.0% 21.11% less

Salt Lake City, Utah 20.0% 30.0% 33.33% less

As between the lines east and west of the Missouri

River and the Minnesota Transfer, on transcontinen-

tal traffic, the divisions are on a basis of 15% to the

lines east of the Missouri River and Minnesota Trans-

fer after first deducting an arbitrary of five cents

per cwt. for the lines west of those crossings.

These divisions were illustrated in the Coverdale &
Colpitts Report thus as to deciduous fruit, moving

from California points to Chicago (Del Ex. ^^23," p.

167, Milw. Rec.)

:

275



2570

Present
division Approxi-

Lines west: mate

Roads
85% of 1.68 mileage Percentage of actual
plus 5c; prorate division more or less

Lines east: percentage than mileage prorate:
15% of 1.68, basis:

equals:

Lines west of Missouri
River: 85.43% 78.50% 8.83% more

Lines east of Missouri
River: 14.57% 21.50% 32.23% less

If the N. P. and Milwaukee, in making divisions

with other western carriers operating west of the

Missouri River, allow such western carriers more

than a mileage prorate, is there any reason, we ask,

why, in apportioning their revenue to the states west

of the Missouri River (Montana and Washington), a

corresponding additional allowance should not be

made?

Northern Pacific and S. P. & S. :

Lines of S. P. & S. and Subsidiaries. The S. P. & S.

operates from Spokane, its eastern terminus, south-

westerly through Pasco, and along the north bank of

the Columbia River to Vancouver, Washington, Port-

land, Oregon, and thence to Astoria and Seaside, Ore-

gon. As subsidiary lines the S. P. & S. owns the

Oregon Trunk (O. T.) extending (in 1926) from its

junction with the S. P. & S. at Wishram, Washington,

southerly across the Columbia River, 15.5 miles (N.

P. Rec, p. 9084) to Bend, Oregon; the Oregon Elec-

tric (O. E.) running from Portland south to Eugene,
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Oregon, 122.7 miles (N. P. Eec, pp. 9084-5) and the

United Railways (U. R.) extending from Linnton,

Oregon, on the S. P. & S., to Keasy, Oregon, 49.7 miles

(N. P. Rec, p. 9086). Its Goldendale branch extends

from Lyle to Goldendale, Washington, 41.5 miles (N.

P. Rec, p. 9080) . The Gales Creek and Wilson River

(G. C.) extends from Wilkesboro, on the United Rail-

ways, 19.2 miles from Linnton to Glenwood, Oregon,

a distance of 12.8 miles. (S. P. & S. Rec, p. 1000-1.)

The N. P. and Great Northern (G. N.) each own

one-half of the stock of the S. P. & S. (N. P. Rec, pp.

616-8; S. P. & S. Rec, p. 483). The S. P. & S. in turn

controls by stock ownership the Oregon Trunk, the

Oregon Electric and United Railways. (N. P. Rec,

pp. 617, 5611; S. P. & S. Rec, pp. 458-9, 941.) The

stock of the Gales Creek & Wilson River is owTied by

N. P. and Great Northern subsidaries (S. P. & S.

Rec, pp. 967-8). These subsidaries are all operated

the same as branch lines except in the matter of ac-

counting. (S. P. & S. Rec, pp. 963-7.)

Comparison of N. P. West of Spokane, With S. P.

& S. AND Subsidiaries. Upon reaching Spokane, the

N. P. proceeds southwesterly to Pasco and thence

through Yakima, and Ellensburg to Puget Sound, and

thence north to Sumas and south to Portland, with

numerous branch lines. As above explained, the S. P.

& S. proceeds southwesterly from Spokane along the

Columbia River to Portland and Astoria with numer-

ous branch lines but mostly still retaining their

separate corporate entities.
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The distance from Spokane to Seattle via the N. P.

is 399 miles ; the distance from Spokane to Portland

via the S. P. & S. is 378 miles. (S. P. & S. Rec, p.

1016;KP. Rec, p. 9102.)

Can it be doubted but that the divisions of revenue

on interline shipments voluntarily made between the

N. P. and the S. P. & S. and its subsidiaries reflect

the divisions which would equitably be made as be-

tween the lines of the N. P. east and west of Spokane

were they separately operated ? Indeed, the witnesses

so testified. Thus

:

Mr. Pickard testified that as between the N. P. lines

east and west of Spokane, if the lines west of Spokane

were acquired and operated as an independent line,

they would be treated the same as the lines from

Spokane to Portland. 25% is the division, and

something additional is allowed on account of ter-

minal expense. If the rates were made to points on

branch lines somewhat higher than the terminal rate,

which is customary in connection with certain com-

modity rates, then the N. P. line west of Spokane

would get 25% of the west of Missouri River pro-

portion, plus whatever such arbitrary might be over

the terminal rate. (Pickard, S. P. & S. Rec, p. 1597

;

N. P. Rec, p. 9413.)

This was recognized by Charles Donnelly, president

of the N. P. (N. P. Rec, p. 5759), who testified:

^
' Q. Take Spokane, then, which does have con-

siderable terminal facilities. In that event it

would be perfectly possible to assume the situa-

278



2573

tion where one line owned the railroad east of
Spokane and the other line owned the railroad

west of Spokane ? A. It would be possible to as-

sume such a case, yes. Q. In that event a fair

division of the revenues as between interline ship-

ments between those two companies would be to

pay first the operating expenses of both roads
and divide the balance on the rate of reproduc-
tion cost less depreciation of the roads, would
it not? A. I suppose the best evidence of what
would be fair between them would be to con-

sider what has actually been done. In the case

you are supposing, there is a case that is actu-

ally realizable on the railroad map as it stands.

The Northern Pacific serves the City of Spokane
and then goes on to Puget Sound. But there is

another railroad extending from Spokane, the

S. P. & S., extending down the Columbia Piver
to the City of Portland. We agree on a division

with the Spokane, Portland & Seattle; we give

them a certain percentage of the through rate.

That percentage, of course, is expected to be suf-

ficient, under normal conditions with all other
traffic, to yield operating expenses and a return.

To date it has not yielded such return on that
property. * * ^ Q. Let us assume that is all

the traffic the two roads have, this interline

traffic. In that event would it be fair to divide

the revenue in such way that each road woul:'

first pay operating expenses and then each road
would return the same percentage of profit upon
the investment cost? A. Yes, I think that would
be fair.'' (Donnelly, N. P. Pec, pp. 5787-5789;
Del Ex. ^^40," S. P. & S. case.)

Divisions of Revenues Between N. P. and S. P. &

S. AND Subsidiaries. In its divisions of interline

revenues on transcontinental traffic to and from

points south and west of Portland the S. P. & S. is in

general allowed a deduction of 5c per 100 lbs. from the
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through rate for terminal expense, if such through

rate exceeds 75c per 100 lbs., but otherwise 2Vi2C per

100 lbs. which includes lumber. (N. P. Eec, p.

9090-1 ; Def . Ex. ^^7," S. P. & S. case.) This terminal

arbitrary is the equivalent of the average revenue

received on lumber betw^een Portland and St. Paul

for 75 miles of haul. Thus: the distance from St.

Paul to Portland is 1883 miles (S. P. & S. Rec, pp.

996, 1033) ; the rate on lumber, 62y2C per 100 lbs.

(S. P. & S. Rec, p. 1147; N. P. Rec, p. 9131) ; the

average rate per mile is 62i/L>c-^1883 or about l/30th

of a cent per mile, or 2i/4c for 75 miles.

On traffic hauled via the S. P. & S. to or from points

on complainant's road, north of Vancouver, Wash-

ington, a deduction of 5c per 100 lbs. is in general

made from the through rate for terminal expense,

and added to complainant's proportion. (Def. Ex.

"1,'' p. 3, item 65; S. P. & S. case.)

In considering divisions between the N. P. and the

S. P. & S. and its subsidiaries, points on the G. N. and

N. P. east of the Montana state line are called

^transcontinental territory." (N. P. Rec, pp. 9087-

8.) As between Portland and transcontinental ter-

ritory, where the transfer is made at Spokane, the

division is 25% to the S. P. & S., the terminal arbi-

trary being first allowed to the S. P. & S. (N. P. Rec,

pp. 9098-9.) Where the transfer is made at Pasco,

the division is 15% to the S. P. & S., the terminal

arbitrary being first allowed to the S. P. & S. (N. P.
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Rec, p. 9105.) The same divisions are made on east-

bound and westbound business. (N. P. Rec, p. 9106.)

As to business originating on, or destined to, points

on the Oregon Trunk, Oregon Electric, United Rail-

ways, the Gales Creek, or the branch extending from

Portland to Seaside, an arbitrary allowance with the

local rate as the maximum is first set aside to the

subsidiary or branch ; the terminal arbitrary of 5c or

2I/2C is next set aside to the S. P. & S. and the latter

is then allowed 25% of the balance of earnings on

transcontinental traffic, where the transfer is made

at Spokane (N. P. Rec, p. 9100), and 15% where the

transfer is made at Pasco. (N. P. Rec, p. 9105-6.)

On shipments of wheat from Snake River points

on the N. P. via Pasco and the S. P. & S., the S. P. &
S. is allowed, as we have seen, considerably less than

a mileage prorate, and out of this it is, besides, re-

quired to absorb any switching charge at Portland.

(N. P. Rec, pp. 9128-9.)

The following table shows the divisions both in per-

centages and in cents per cwt. allowed to the S. P. &
S. and its subsidiaries as compared with the mileage

prorate division, on shipments of various representa-

tive commodities via the N. P., the transfer being

made at Spokane unless otherwise noted (N. P. Rec,

pp. 9079-96; 9101-2, 9113, 9117-8, 9124-8, 9131) :
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TABLE NO. 19
Divisions on interline shipments between N. P. and S. P. & S.

and its subsidiaries:

Commodity;
termini of
haul and

route: (for
abbreviations
see below)

Lbr., Portland,
Ore., to St.

Paul, via
SP&S and
NP:

Lbr., Bend,
Ore., to St.

Paul, via OT,
SP&S and
NP:
—Same
(transfer at
Pasco):

Lbr., Keasy,
Ore., to St.

Paul, via GC,
UR, SP&S
and NP:

Hops, Salem,
Ore., to
Chicago, via
OE, SP&S,
NPand
CB&Q:

Lbr., Holliday,
Ore., to St.

Paul, via
AE, SP&S
and NP:

Lbr., Winlock,
Wn., to St.

Paul, via NP,
SP&S and
NP (NP ter-
minal carrier
both ends):
Wheat, Lewis-
ton, Ida., to
Portland, via
NP to Pasco
and SP&S to
Portland:

Wheat, Day-
ton, Wn., to
Portland, via
NP to Pasco
and SP&S to

Portland:

Thru
rate
per
cwt.

62.5

62.5

62.5

62.5

108.75

62.5

62.5

=23.30

18.30

Miles
haul
on

S. P.
&S.
and
sub.

377.5

422.9

276.1

434.5

428.5

486.6

367.5

230.7

230.7

Division on
mileage
prorate:

Cents

12.53c

13.71c

8.96c

14.00c

19.65c

15.51c

11.86c

14.53c

12.77c

Per
Cent

20.05%

21.94%

14.33%

22.40%

18.06%

24.81%

18.97%

62.35%

69.76%

As actually
divided:

Cents

17.50c

22.38c

17.03c

24.25c

47.40c

22.38c

10.00c

10.30c

10.30c

Per
Cent

28.00%

35.81%

27.25%

38.80%

43.56%

35.80%

16.00'

44.21%

57.89%

Excess over
mileage
prorate
allowed
SP&S and

Sub.

39.66%

63.24%

90.07%

73.21%

141.22%

44.29%

—15.68%**

—29.11%**

—19.34%**

Note : * 24.00c less average switching charge borne by S. P. & S.

—0.70c.
** Percentage less than mileage prorate.

Abbreviations

:

"NP"—Northern Pacific ; "SP&S"—Spokane, Portland & Seattle ;

"UR"—United Railways; "OT"—Oregon Trunk;
"GC"—Gales Creek & W. R. ; "AE"—Portland-Astoria branch ;

"OE"—Oregon Electric ; "CB&Q"—Chicago, Burlington & Quincy.
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Basis of Divisions Between Union Pacific and

ITS Subsidiaries. The Union Pacific system consists

of four corporate units : Tlie Union Pacific Railroad

(U. P.), the Oregon Sliort-line (O. S. L.), tlie Oregon-

Wasliington Railroad and Navigation Company (O.-

W.), and the Los Angeles & Centralia & Salt Lake

(L. C. & S.). The U. P. is the parent line with its

principal termini at Omaha, Kansas City, Denver

and Ogden. It has no tracks between Chicago and

Kansas City, Council Bluffs across the Missouri

River from Omaha being its eastern terminus. (S.

P. & S. Rec, p. 837.)

The O. S. L. owns the line running northwesterly

from Granger, Wyoming, at which point it joins the

U. P. Its western terminus is Huntington, which is

approximately on the Oregon-Idaho state line. (S. P.

& S. Rec, p. 838.) Butte is the northern terminus.

(S. P. & S. Rec, p. 838). West of Huntington the

system is in the corporate entity of the O.-W. which

extends to Portland, Oregon, and Seattle as its west-

ern termini. Between Portland and Tacoma the

O.-W. has joint trackage rights over the IsT. P., and

between Tacoma and Seattle operates partly over its

own rails and partly over the Milwaukee tracks.

From Centralia, Washington, the O.-W. and Mil-

waukee jointly own a branch to Grays Harbor. The

line does not extend south of Portland. (S. P. & S.

Rec, p. 839.)

The U. P. owns all of the stock of the O. S. L.,

which latter road owns all of the stock of the O.-W.

(S. P. & S. Rec, pp. 841-2.) The U. P., O. S. L. and
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O.-W., are operated as a transcontinental system from

Portland east to Omaha. (S. P. & S. Rec, p. 843.)

Shipments from Omaha to Portland would go

through Granger. (S. P. & S. Rec, p. 891.)

There have been divisions in force between the

U. P.y O. S. L. and O.-W. for several years. On traf-

fic interchanged between the U. P. units, the O. S. L.

delivers traffic to the U. P. at Granger. The dis-

tance between various points are as follows : Seattle

to Huntington, 572 miles; Portland to Huntington,

389 miles; Huntington to Granger, 541 miles;

Granger to Omaha, 844 miles ; Omaha to Chicago, 489

miles; St. Paul to Chicago, via the Burlington, 431

miles. (S. P. & S. Rec, pp. 893, 896.)

Since the distance from Omaha to Chicago is but 58

miles less than the distance from St. Paul to Chi-

cago, and the distance from Portland to Huntington

but ten miles less than the distance from Seattle to

Spokane via the N. P. it is at once apparent that the

divisions voluntarily made between these three units

of the U. P. system are convincing evidence of what

divisions of interstate revenues would be equitable as

between that portion of the N. P. road in Washing-

ton and the balance of the system, since it is undis-

puted that the above divisions are made on a fair

basis. (Edmonds, S. P. & S. Rec, p. 908.)

The division of interline revenue on traffic between

Omaha and all points on the O.-W. west of Hunting-

ton (which, of course, includes Seattle and Portland),
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is 35% to the O.-W., 27% to the O. S. L. and 38% to

the U. P. (Edmonds, S. P. & S. Rec, pp. 893-4). If

the traffic originates or is destined to points on con-

nections of the O.-W., say south of Portland, and is

hauled to or from Omaha via the U. P. system, the

proportion allowed such connection would be first

deducted from the through rate, and the balance di-

vided on the above percentages among the U. P. sys-

tem units. An exception to this rule exists in the

case of traffic destined to or originating on the Camas

Prairie Railroad operating between Riparia, Wash-

ington, and Grangeville, in Idaho, as to which the

O.-W. absorbs the Camas Prairie proportion out of

its 35%. (S. P.&S.Rec.,p. 893-5.)

On both eastbound and westbound business moving

to or from Omaha, Huntington to Portland would be

about the average haul on the O.-W. (Edmonds, S.

P. & S. Rec, pp. 904, 906.)

The following table shows the percentage of tariffs

actually received by the different U. P. system units

on shipments between Omaha and Seattle and Port-

land, as compared with what those units would re-

ceive on a mileage pro-rate

:
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TABLE NO. 20
Divisions of interline revenue as between three units of Union Pacific:

Miles
of

Haul:

Percentage of interline
tariff:

Percentage of
difference

Road and
Termini:

Actu-
ally re-
ceived

Mileage Differ-
Prorate: ence

between
actual division
and mileage
prorate:

Shipment between Portland and
Omaha

Union Pacific,

Omaha to
Granger:

Oregon Shortline,
Granger to

Huntington:

Oregon-Washing-
ton, Huntington
to Portland:

844

541

389

38.00%

27.00%

35.00%

47.56%

30.51%

21.93%

9.56%

3.51%

13.07%

20.10% less

11.50% less

59.60% more

TOTALS 1774 100.00% 100.00% 0.00%

Shipment between Seattle and
Omaha

Union Pacific,

Omaha to
Granger:

Oregon Shortline,
Granger to

Huntington:

Oregon-Washing-
ton, Huntington
to Seattle:

844

541

572

38.00%

27.00%

35.00%

43.13%

27.64%

29.23%

5.13%

0.64%

5.77%

11.89% less

2.52% less

19.74% more

TOTALS 1957 100.00% 100.00% 0.00%

(19) Same—Value of Beaxch Lines as Feeders.

In Recognition of This Peculiar Value, Complain-
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ANTS, IN Dividing Interline Revenues with Such of

Their Branch Lines as Are Still Operated as

Separate Corporations, Allow Such Branch Lines

FAR More Than a Mileage Prorate Division of the

Through Tariff.

Charles Donnelly, president of the N. P., testified

in substance as follows

:

The N. P. has applied to the I. C. C. for

leave to abandon this or that branch because it

was not earning operating expense, it could not
be providently operated. In the last four or five

years the N. P. has made two or three of such
applications. In determining whether a given
branch line was a paying piece of road, and
whether it should be abandoned or retained Mr.
Donnelly certainly thought that the branch
should be entitled to an allowance of something
more than a mileage proportion of the revenues
accruing on business originating at or destined
to points on that branch. He thought that it

was customary to allow them something known
as constructive mileage in determining whether
or not they are a paying integral part of the
system. (N. P. Rec, pp. 5782-4.)

Milwaukee Case :

The following table shows the divisions in percent-

age and cents per cwt., allowed by the Old Milwaukee

Company to its subsidiaries, prior to their merger

with the parent line, as compared with the mileage

prorate division, on shipments of various representa-

tive commodities via the Puget Sound and the Old

Milwaukee Road (Milw. Case, Def. Ex. ^^21;" Wig-

gins Test., Rec, pp. 1126-39, 1203-5) :
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N.P.andS.P.&S. Cases:

The following table shows the divisions in percent-

ages and cents per cwt., allowed to subsidiaries of

the S. P. & S., and its Astoria Extension, as compared

with the mileage prorate division, on shipments of

various representative commodities via the S. P. & S.

and N. P., and also shipments over branch lines of

the N. P. in Eastern Washington to Portland via the

S. P. & S. (S. P. & S. Eec, pp. 993, 996, 998, 1003-4,

1010, 1015-6, 1027, 1032, 1147) :
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The reason why the N. P. branches in Eastern

Washington were properly allowed more than a mile-

age prorate on wheat shipments to Portland via the

S. P. & S. is thus explained by R. W. Pickard, general

freight agent of the S. P. & S. (S. P. & S. Rec, p.

1181):

This wheat business comes in large volume.
The S. P. & S. runs 75-car and 85-car trains

down the river with an average load of 40 tons,

or, in the case of a 75-car train, a trainload of

3,000 tons for which it receives $6,000 for a haul
of 231 miles handled with one locomotive and
one crew. Obviously that is a profit-bearing, and
an exceedingly attractive traffic. When the

wheat is not moving in such volume as to require
straight train loads, and is included in trains

with other westbound traffic, the traffic is usually
such as would pay a greater profit per car mile-

age; so that in the long run the train usually
earns more money. Contrasted with this, the N.
P. assembles this grain traffic on many branch
lines and delivers it to the S. P. & S. at Pasco.
The essential reason why a strictly mileage pro-
rate is unfair from the standpoint of the N. P.
is the expense which that company has in as-

sembling the traffic on many branch lines and
bringing it in several small lots to Pasco. In
October, 1925, the S. P. & S. handled 1091 cars

of grain from Pasco to Portland, received from
the N. P. originating at 122 different stations

on the N". P. in Oregon, Washington and Idaho.
Over 90% of those stations are located on branch
lines, since that is where a large portion of its

grain traffic originates. Obviously the expense
of sending empty cars up onto the branch lines,

one, two, three or four cars, to individual ware-
houses at different stations, and picking these

cars up on branch lines and bringing them to
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the main line, and making them into trains and
bringing them to Pasco, is more expensive than
handling the grain in train-loads after being as-

sembled and the N. P. is consequently entitled

to earn more per mile than the S. P. & S. hand-
ling it in volume as it does between Pasco and
Portland. The regulatory bodies of Washington
and Oregon, and many other bodies recognize
that rates should be higher from branch line

points than from main line points because of this.

The N. P. is entitled to a greater division than
that based on a purely mileage prorate because
it gathers the traffic on its branch lines. That
is universally true in the making of divisions

under such conditions. (S. P. & S. Pec, pp. 1532-

35, 1586; N. P. Rec, pp. 9141, 9343-51, 9402.)

O. O. Calderhead, a traific expert testifying for

the defendants, said in this connection

:

^^Q. How about the branch lines in this? A.
Well, now, I am not going to pretend to be abso-

lutely mathem.atically correct, but I would say
that with some branch lines the operating ex-

penses exceed the revenue when prorated on a

mileage basis of five to one. Q. ISTevertheless the

railroads retain those branch lines? A. Abso-
lutely. Q. That does not mean that branch line

is not a profitable one? A. No." (N. P. Rec,
p. 3293.)

It certainly must follow that since these branches

are entitled to so much more than the mileage prorate

of interline revenue, their value to the system cannot,

in fairness be measured either by the mileage prorate

of the revenue to which they contribute, or by relative

line haul of cars, locomotives, tonnage, or passengers.

Same— Mobridge Extension of Milwaukee as

Feeder for System. W. W. K. Sparrow, the Mil-
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waukee's vice-president, and chief financial and ac-

counting officer of the receivers (Milw. Rec, p. 233),

by making certain studies found that the gross reve-

nues of the lines east of Mobridge on business origi-

nating west of the Missouri River approximated

roughly between $7,000,000 and $8,000,000, while the

revenue received by the western lines from business

originating on the eastern lines ran on an average of

about $4,000,000, or maybe $100,000 or so more. (Def

.

Ex. ^^18," p. 78, Milw. Case.) This means that the

lines east make somewhat more than $3,000,000 per

year gross out of business furnished by the western

lines, more than the western lines make out of busi-

ness furnished by the eastern lines.

(20) Rate-prorate Division of Gross Earnings

Among States. As already pointed out, the cost of

assembling and distributing traffic at the terminals

and on branch lines is a large part of the carrier's

total expense. (N^. P. Rec, pp. 3292-3.) This cost,

of course, properly includes a proper return on the in-

vestment in such terminal facilities and branches.

Now, it will obviously not do for our purpose, to say

:

^^ prorate the interstate revenues on a mileage basis,

and apportion the terminal costs equitably among the

terminal and non-terminal states," for it must be re-

membered that the gross revenues factor entirely

ignores expenses.

Therefore, if this factor is to be used at all, ob-

viously the interstate revenues must be distributed

among states with due regard to relative cost of serv-

ice. Now, what yard-stick can we use for measuring
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this relative cost of service ? Not relative mileage of

haul, for this, as we have shown, ignores both relative

operating costs and relative investment.

Why noty tlien, use the carrier's oivn estimate of

this relative cost of service, as reflected hy the local

rates within and tvithout the state? For example, as

to a shipment involving two states only, it is plain

that the local rate from the shipping point to the state

line and the local rate from the state line to the point

of destination, each represents the carrier's estimate

of the cost of service in each state ; and consequently

the carrier's conception of the relative cost of service

in the two states. Hence, if the carrier fixes a through

rate less than the sum of the two locals, the total reve-

nue should logically be allocated as between the tv *

states in the proportion which each local rate bears t

the sum of the two local rates.

But if a shipment begins in one state, passes

through a second, and is delivered in a third, what

then is the carrier's estimate of the relative cost of

service as between the three states ? As to the states

of origin and destination obviously the local rate still

represents the carrier's estimate of the cost of serv-

ice, including the terminal expense, return on invest-

ment, etc. Not so, however, as to the middle state,

where there is no terminal expense involved. The

shipment reaches this state already assembled in

train-load lots and simply passes over the rails to be

delivered in the state beyond. Hence the local rate

from border to border of the middle state does not
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reflect the carrier's conception of the cost of service,

since all terminal costs are incurred in the first and

third states. It may be fairly assumed, then, that a

fair allotment to the intervening state would be the

balance of the through rate after deducting the

proper share of each terminal state. Thus each termi-

nal state would receive that proportion of the through

rate which the local rate on the haul within such state

bears to the sum of such local rate and the local rate

on the portion of the haul beyond its borders, the mid-

dle state or states taking the balance.

We quote again what Professor Meyer has to say

as to this method of apportionment of gross

:

'

' Probably good argument could be brought in

support of the proposition that on an interstate

shipment the branch should be allowed the local

charge and the main line the remainder; but if

this be thought to go too far toward increasing
the earnings of the outlying parts, certainly th-

branch ought to receive the same proportion of

the total earnings in any single shipment as its

local is of the sum of the locals for the entire

route covered.'' (Del Ex. ^^11," p. 20, Milw.
Case.)

True, Professor Meyer considers this method of

apportionment of revenue only in connection with

branch lines, but it would obviously apply as well to

the distribution of terminal values.

(20) Same—Comparison of Results of Kate-

prorate AND Mileage Prorate Apportionment. At

the time of the trial no evidence had been assembled

by either complainants or defendants as to the dif-
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ference in the proportion of gross revenue apportion-

able to Washington on a rate prorate basis and on a

mileage prorate basis. In October, 1929, such a study-

was begun by these defendants and was completed in

the spring of 1930, a short time after the Master made
his report. The study covered all interstate car-load

freight traffic of the Northern Pacific (other than

shipments to and from transit stations) touching the

State of Washington for the months of January,

April, July and October, 1928. As has been shown

herein by affidavit, it appeared from this analysis that

as to the traffic covered by the study, a rate-prorate

apportionment gave Washington approximately 25%
more than a mileage prorate apportionment. As a

result of subsequent corrections the difference is

found to be in fact something over 27%. This differ-

ence, however, applies only to interstate revenues

which are shown to be only approximately 50% of the

total apportionable to the state. (Peterson, N. P. Rec,

p. 659.) The increase would consequently be 50% of

27% or about 13.5% increase of all freight revenues

apportioned to the state. The gross operating reve-

nues factor for 1925 on the mileage prorate basis was

27.00%. (Report, page 107.) Were the rate prorate

division used, this would be increased as follows:

27.00x113.5 equals 30.65%.

The gross operating revenue factor for 1924 on

the mileage prorate basis was 26.80% (Report, p. 96).

Were the rate prorate division used, this would be

increased as follows : 26.80x113.5 equals 30.42 7o. If
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these factors be combined in turn with the joint facili-

ties rents factors by the process heretofore outlined

on pages 224-7 of this brief, the results would be as

shown in the following table

:

CO
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It is interesting to compare these factors with the

relative replacement cost factors for the N. P. as

found by the Master to-wit: for 1924, 34.05%; and

33.77% for 1925. (Report, pp. 99, 109.)

On April 19, 1930, a motion was made by these de-

fendants for an order re-referring the N. P. suit to

the Special Master to take the testimony above re-

ferred to, showing the relation between a rate pro-

rate and mileage prorate division of Northern Pacific

revenues as to Washington for the period named. An
affidavit accom.panied the motion briefly outlining the

new evidence to be offered. On May 19, 1930, this

motion was tentatively denied with leave to renew the

motion on argument of the exceptions to the Master's

Report. These defendants now ask that the re-refer-

ence be made. The evidence is all in tabular form and

its introduction would require but an hour or so at

most.

(21) Same—Mileage Prorate Division of In-

terstate Revenues—Master in Error in Finding

THAT Mileage Prorate Division is Countenanced by

Washington Taxing Authorities. On page 71 of

the Report, the Master says

:

*^The value of interstate and intrastate busi-

ness done in Washington has been allocated on
this mileage basis by all the tribunals, including

Washington tax authorities."

There is, we submit, not a syllable of evidence that

either the tax commission or state board has ever

apportioned interstate gross revenues on a mileage
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basis. True, the department of public works, a rate-

making body, asked the carriers to make such an

apportionment for simplicity's sake, but there was

no showing that it was ever intended that such an

apportionment should be made for the purpose of

apportioning system value either for taxation or rate-

making purposes. Moreover, the purpose of the

adoption of this rule was thus explained by Mr. O.

O. Calderhead, with the Department when the rule

was made, his testimony being in no wise contro-

verted :

^^We found that the amount of expense in-

volved in making an accurate division of either

operating revenue or expenses would be out of

proportion to the results obtained if it was done
accurately. So we said in order that everyone
might understand this alike, we will have these

revenues and expenses divided on mileage pro-
rate. Whatever expenses are incurred within
the state will be state expenses. We will divide

revenues on mileage prorate. Now, if it ever
comes to a question involving rates, and we
want to ascertain accurately the expenses and
revenues, we can make a study at that time; it

will be cheaper to do that in the few cases where
it will be required than to require it each year,

as it will vary each year. In the meantime,
whatever computations are made, we know will

be made on exactly the same basis. That was
the reason for the promulgation of the little

pamphlet showing the method of allocating the

revenues and expenses of interstate carriers and
other carriers. Q. Taxing officers were not a
party to that in any way? (Mr. daPonte: We
object to that— ) A. No, no, this was merely

—

(The Master : I am pretty well satisfied without
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the assurance of the witness)." (N. P. Rec. pp.

3314-5.)

In the S. P. & S. Case it was not even contended

that the rule applied to reports made to the tax

commission. O. B. Riddle, the company's statistician,

testified

:

^^Q. That relates only to rate making? A.
No, it relates to the reports we shall make to the
department of public works. Q. It doesn't relate

to reports to the tax commission or taxing au-
thorities? A. I think not; I don't know just

what instructions the tax commission issues;

naturally that being the only basis for appor-
tioning the revenues, it would be used in making
the report to another arm of the state govern-
ment, unless other instructions were issued."

(S. P. & S. Rec. p. 357.)

So far as the Milwaukee is concerned, that com-

pany made no attempt to follow even the rule of the

department of public works, since in its reports, it

apportioned its interstate freight revenues to Wash-

ington on a net ton-mile basis. (Milw. Rec. pp.

58-9.)

Be that as it may, how, we ask, could the action of

some board or commission of Washington increase

the value of this factor as an index of the true dis-

tribution of system value ? If the factor as computed

is not a true criterion of relative value, the action,
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we submit, of a dozen state boards could not make

it so.

(22) SAMEi

—

Milwaukee's Interstate Freight

Revenues Apportioned on a Ton-mile Prorate

(Omitting Minnesota). We have heretofore dis-

cussed the Milwaukee relative gross revenues factor on

the theory that, as in the case of the other complain-

ants, interstate revenues were apportioned to the state

on a mileage prorate basis. But, as we have already

shown, in the case of the Milwaukee, it appears that

Washington was apportioned that part of the total

interstate freight revenues (excluding Minnesota)

which the ton miles hauled in Washington bore to the

ton miles hauled for the system, excluding Minnesota

(Milw. Rec. pp. 58-9). A. S. Dudley thus apologizes

for this method

:

^^Q. How would you allocate the earnings'? A.
They might be allocated as they were—as I
understand they were allocated by the Milwau-
kee, which was by force of circumstances not
entirely consistent, yet which in my judgment
would not vitiate the use." (Milw, Rec. p. 755.)

Mr. Dudley, however, overlooks the fact that what

he calls a gross revenues factor is in fact merely a

hybrid—a gross revenues factor as to intrastate busi-

ness, crossed with a ton-mile or traffic units factor

as to interstate business. To quote from Dr. Lutz

:

^*If I understood this witness correctly, his

description was to the effect that instead of

actually assigning to the state of Washington or
any other state that part of the revenue collected,

that the revenue allocation was made on the basis
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of another allocation which involves certain sta-

tistical procedure. So that when we speak of a
gross revenue allocation, we are speaking of a
gross revenue allocation once removed, as we
might call it, from the state of actuality. We
are allocating freight revenues on a basis of ton
miles hauled. * * ^ Jt seems to me that we
have introduced a still further element of arti-

ficiality into the so-called gross earnings ratio.

And therefore to my way of thinking, we have
made it even less dependable than a mileage
prorate of the gross revenues directly would have
been for the purpose of discovering the value of

that part of the system propertv located mthin
the state." (Milw. Rec. pp. 1242-3.)

When it is remembered that it is interstate rev-

enues w^hich causes the property in one state to con-

tribute to the value of the property in other states, it

would seem that the Milwaukee, by wholly ignoring

revenue factors, has ventured much farther into the

field of mere speculation than have even the other

complainants.

(23) Use of the Master's Factors Would Give

Different Values to Identical Roads. A. S. Dud-

ley testified for the Milwaukee

:

'^Q. We will assume two lines of railway be-

ginning on Puget Sound and terminating at the

Idaho border, '^ ^ ^. Assume those two lines

to be identical in every respect, that they cost

the same, that they produce the same amount of

traffic, that the same number of cars pass over

it carrying the identically same commodities,
produce exactly the same revenue, and one has
an eastern connection which, by finding the

market value of the stocks and l3onds and allocat-

ing on the factors which you have named here
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would have a value of $1,000 and the other by
the same method would have a value of $2,000.

What would you say was the market value of

those two respective roads? ^ ^ -^ Would you
say that the market value of those two roads was
exactly the same? A. The two roads might
represent diiferent fractions of the systems of

which they were parts. The two roads are iden-

tical, but the systems of which they were a part
being different, there would be a different alloca-

tion to the two roads, due to the fact that one
road was not the same fraction of that which it

was a part that the other was ; and inasmuch as

we are regarding the system as the thing to be
divided, I think one road in the state would have
a different value allotted to it than the other.
^ ^ ^ I would not say in either case, either

road would have a value ; but in the allocation of

system value they would have different values.

Q. And that would be the figure at which the

assessor should assess it? A. Yes. Q. And
that is the figure at which we are arriving? A.
Yes.'' (Milw. Rec. pp. 1050-3.)

In short, Mr. Dudley concludes that although two

railroads located in Washington, when viewed as in-

dependent lines, might have the same value, yet, be-

cause of their connections with railroads in other

states, one might have but one-half the assessable

value of the other

!

Under the Master's factors, then, not only can local

property values be whisked away to Idaho and points

east, but even when such transported values reach a

resting place, they may be buried deep beneath a

veritable mountain of local deficits and beyond the

reach of the local assessing officers.
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Never could there be pictured, we submit, a more

flagrant violation of the express mandates of our con-

stitution, that '^all property in the state" shall be

taxed '

' according to its value in money. '

'

If, as the supreme court has often said, one state

cannot tax property located in other states, it must

follow, we submit, that one state cannot surrender to

other states the right to tax its local property.

(24) Combining the Master's Four Factors

Does Not Neutralize the Prejudicial Effect of

Either. When complainants' witnesses sponsoring

these factors were asked to explain just how each

such factor reflected relative terminal values, they

w^ere ready with such an answer as this

:

'^None of these factors is free from criticism but

w^hen combined they give the least objectionable

result." (E. Y. Peterson, N. P., Rec. p. 744; A. S.

Dudley, Milw. Rec. pp. 946-7, 979, 998, 1008; O. B.

Riddle, S. P. & S. Rec. pp. 369-72.)

But how, we ask, can the use of the four correct

the inaccuracy of either, when they are all subject

to the same fundamental defect ? An important rea-

son why each factor is unfair to Washington is that

it ignores relative terminal values. It follows that an

average of the four, whatever may be the relative

weight accorded each, leaves these terminal values

still ignored.

Dr. Lutz says in this connection

:

^'I have never heard any argument to show
that such sources of the unsatisfactory character
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of these factors cancelled themselves out; that

every one is unsatisfactory in one direction is

cancelled by another, I have never heard argued

;

I have never seen how cancelling error against
error can be arrived at. If you have four factors

each one of which is unsatisfactory in itself, I
don't see how you can arrive at a satisfactory

result by averaging the four." (Milw. Rec. pp.
1245-6.)

As the court in Louisville cfe N. R. Co. v. BosivortJi,

209 Fed. 380, 434, well said:

^^If then neither the use of the gross receipts

proportion, nor of the net income proportion, nor
of the average of the two, will yield a correct

result, the use of the average of the gross receipts

proportion or the net income proportion and the

mileage proportion or the average of the three

proportions will not do so."

(25) Conclusion as to Apportionment. As we

have shown, the presumption is that relative replace-

ment cost represents relative value. The purpose of

these line-haul factors therefore, must be to overcome

this presumption, by showing the relative value of the

use of the property. Since none of these factors show

directly the relative future prospects of the property,

but only past performance, their sole function must

be to indicate the relative net earnings of the prop-

erty. In this they have been shown to fall down com-

pletely for the reasons

:

(a) They utterly fail, when used as an index of

relative value of either independent roads, or differ-

ent parts of the same road where net earnings are

separately shown.
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(b) They reflect use value where none exists.

(c) They wholly ignore the distribution of ter-

minal values.

(d) They ignore the value of branch lines as

feeders.

(e) They ignore relative construction cost.

(f ) They ignore relative salvage value.

(g) In the case of the Northern Pacific, they

ignore the use made of the property by tenant com-

panies.

In concluding our consideration of allocation, may
we again quote I)r. Hadley, A. S. Dudley, and Profes-

sor Meyer as to the inadequacy of the relative gross

revenues factor as an index of terminal and construc-

tion cost distributions.

Dr. Hadley on behalf of all complainants

:

'

' Q. We will say we have two miles of track

;

A. Yes. Q. One mile costs roughly $100,000
graded and built, and the other has a bridge
across a river that cost $1,000,000 to construct?
A. Yes. Q. Would you say those two miles of

track were of equal value? A. No. But it is

hard to tell what the value of either is, except
as part of the whole. They probably contribute

ditferently to the value of the whole, but no man
living can exactly tell what that contribution is."

(Hadley, N. P. Rec. pp. 400-1.)

^'The gross earnings method does not take
account in any proper way of terminal values in

apportioning it. The gross earnings method, I

think, could be changed at Washington to make
it more fair (Hadley, N. P. Rec. p. 249) * '' ^

It does not take into proper account the ter-

306



2601

minals. It doesn't quite do justice. (Hadley, N.
P. Rec. p. 400) * * ^ Q. You said to allocate

value to the State of Washington, according to

the gross earnings method would be somewhat
unfair by reason of valuable terminals being
located in Washington ; explain briefly why that

is true. A. Because there are many cases where
the land immediately adjoining the station would,
if it were made locally taxable, have a very high
value. That is the chief reason why I make ex-

ception. Another reason I make it is that the

adjustment of accounts between different parts
of the railroad, to be fair, if they allowed more to

the road at initial point of loading or terminal
destination—it is that second thing that consti-

tuted the ground—the unfairness to consider the
contribution of the track and not consider the

contribution of the terminal. * ^ * Q. The
expense of a carrier in handling at the terminal,

is far in excess of the amount represented in the

mile haul? A. Yes, that is where the real un-
fairness is." (Hadley, pp. 413-4.)

A. S. Dudley on behalf of the Milwaukee

:

^'The earnings are made from not only the
tracks but certain auxiliary properties which are
also conducive to making the earnings; and if

the distribution was based solely upon track,

this auxiliary property in the one state would
get no allowance under that method of distribu-

tion (relative gross earnings)." (Milw. Rec.

p. 983.)

Professor Meyer:
'

' The treatment of terminals by diiferent rail-

way companies apparently represents various
degrees of accuracy. Some companies ignore
terminals altogether in the apportionment of
gross revenues, and others attribute an arbitrary
percentage of their revenues to terminals. * * *

Uniformity in the treatment of terminals is un-
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questionably desirable, but nothing short of an
inventory of terminal properties can afford a
satisfactory working basis.

'

' (Def . Ex. ^

' 11 ", p.

21, Milw. Rec.)

Consider again the problem of the assessing officer

in apportioning system value—^he knows that the

railroad could not be operated without its repair

shops ; that its traffic could not be assembled or dis-

tributed without its depots, yards, docks, w^arehouses,

etc., nor hauled over the line without its tunnels,

bridges, etc. But how is he to find the value of such

items of property to the system of which they are a

part? He finds this relative value reflected neither

in relative track mileage, relative car miles, relative

traffic units, nor relative gross revenues apportioned

on a mileage of haul basis. Relative net revenues are

not available. He does have before him, however,

the relative replacement cost of such items.

Is such assessing officer to be condemned, as the

Master finds, for refusing to use factors which ad-

mittedly wholly ignore the distribution of terminals,

bridges, tunnels, etc., and, instead, turning to that

factor which reflects the railroad builder's own con-

ception of the relative value of these items, namely,

relative replacement cost ?
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PLAINTIFF'S EXHIBIT 89

Before the Tax Commission of the

State of Washington

In the Matter of reassessment of the operating

property of the Northern Pacific Railway Com-

pany situated in the State of Washington for

the years 1935 and 1936.

DEMAND FOR INFORMATION AS TO THE
ERROR OR ERRORS IN THE ABOVE
ASSESSMENTS.

To the State Tax Commission:

The Northern Pacific Railway Company hereby

demands that the Tax Commission advise it of the

error or errors which occurred in the assessments

for the years 1935 and 1936 heretofore made, for

the correction of which the Tax Commission pro-

poses to proceed to make a reassessment for said

years.

Dated this 16th day of August, 1937.

NORTHERN PACIFIC
RAILWAY COMPANY,

By L. B. daPONTE,
ROBERT S. MACFARLANE,

Its Attorneys. [2076]
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(Plaintife's Exhibit 89—Continued)

Before the Tax Commission of the

State of Washington

In the Matter of reassessment of the operating

property of tlie Northern Pacific Railway Com-

pany situated in the State of Washington for

the years 1935 and 1936.

OBJECTION TO THIS PROCEEDING AND
OBJECTION TO JURISDICTION

To the State Tax Commission

:

The Northern Pacific Railway Company objects

to this proceeding and states that the Tax Commis-

sion has no jurisdiction thereof for the reason that

its only power is to proceed to a reassessment for

the correction of errors which it believes have oc-

curred in the assessment heretofore made, and un-

less and until the Northern Pacific Railway Com-

pany is advised of the errors which the Tax Com-

mission believes have occurred and which it pro-

poses to correct by this assessment, it is wholly

without power to proceed further with the proposed

reassessment.

The Northern Pacifi(*> Railway Company further

protests against this proceeding and states that the

Tax Commission has no jurisdiction to proceed to

make an assessment de novo, but only has power

and authority to correct the valuation heretofore

made herein due to the errors which the Tax Com-

mission believes occurred in the assessments here-

tofore made.
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(Plaintiff's Exhibit 89—Continued)

Dated this 16th day of August, 1937.

NORTHERN PACIFIC
RAILWAY COMPANY,

By L. B. daPONTE,
ROBERT S. MACFARLANE,

Its Attorneys. [2077]

Before the Tax Commission of the

State of Washington

In the Matter of reassessment of the operating

property of the Northern Pacific Railway Com-

pany situated in the State of Washington for

the years 1935 and 1936.

OBJECTION TO NOTICE AND TESTIMONY,
DATA AND EXHIBITS THEREIN RE-

FERRED TO.

To the State Tax Commission

:

On August 9, 1937, you caused to be served upon

the Northern Pacific Railway Company a certain

^^ Notice of Matters to be Considered by Tax Com-

mission '', and a series of unnumbered exhibits at-

tached thereto.

(1) The Northern Pacific Railway Company

objects to the statements delivered by the State Tax

Commission to its representatives on July 15, 1937,

and objects to the documents consisting of 41

sheets of indiscriminate statistics which were left

with the Western Counsel of the Northern Pacific

Railway Company by R. Gr. Sharpe purporting to



2608 Adams County et aJ, vs.

(Plaintife's Exhibit 89—Continued)

be the attorney for the State Tax Commission on

the 9th day of August, 1937; and objects to the

documents consisting of 18 sheets of indiscriminate

statistics which were left with the Western Counsel

of the Northern Pacific Railway Company by the

State Tax Commission on the 13th day of August,

1937 ; and objects to the use by the State Tax Com-

mission of said documents or the figures and data

therein contained because the same do not prove or

tend to prove what error or errors the Tax Com-

mission believes occurred in the assessments for

1935 and 1936 heretofore made, and because the said

documents and the figures and data therein con-

tained have no bearing whatsoever upon the correc-

tion of any error or errors which have heretofore

occurred, and because the said documents and data

therein contained have no bearing whatsoever upon

the fair market value of the operating property of

the Northern Pacific Railway Company for reas-

sessment and taxation for the years 1935 and 1936,

other than such data contained in said docu- [2078]

ments which is also contained in the testimony and

exhibits submitted by the Northern Pacific Rail-

way Company to the State Tax Commission at the

regular hearings heretofore had for determination

of the assessed value of said operating property for

said years.

(2) The Northern Pacific Railway Company ob-

jects to the relevancy, materiality or competency of

the exhibits and testimony in the four cases specifi-
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eally referred to in said notice, except as the same

may agree with or conform to the exhibits hereto-

fore filed with the Board of Equalization of the

State of Washington on September 5, 1935, with

respect to the 1935 valuation of the Northern Pa-

cific, and the exhibits filed with the Tax Commis-

sion of the State of Washington on August 26,

1936, with respect to the 1936 valuation of the

Northern Pacific, and Exhibits 1 to 46, inclusive,

with respect to the 1935 and 1936 valuations of the

Northern Pacific, attached to and made a part of

the depositions of plaintiff's witnesses, which said

depositions and exhibits are now on file with the

Clerk of the United States District Court for the

Eastern District of Washington, Northern Division,

Northern Pacific Railway Company v. Adams
County, et al., No. E-4476, copy of which you have.

(3) The Northern Pacific Railway Company ob-

jects to the relevancy, materiality or competency of

the 41 exhibits attached to said notice, and the 6

exhibits delivered to it on July 15, 1937, except as

the same may agree with or conform to the ex-

hibits heretofore filed with the Board of Equaliza-

tion of the State of Washington on September 5,

1935, with respect to the 1935 valuation of the

Northern Pacific, and the exhibits filed with the

Tax Commission of the State of Washington on

August 26, 1936, with respect to the 1936 valuation

of the Northern Pacific, and Exhibits 1 to 46, in-

clusive, with respect to the 1935 and 1936 valuations
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of the Northern Pacific, attached to and made a

part of the depositions of plaintiff's witnesses,

which said depositions and exhibits are now on file

with the Clerk of the United States District Court

for the Eastern District of Washington, Northern

Divi- [2079] sion. Northern Pacific Railway Com-

pany V. Adams County, et al.. No. E-4476, copy of

which you have.

(4) The Northern Pacific Railway Company ob-

jects to the relevancy, materiality or competency of

the 18 exhibits delivered to it on August 13, 1937,

except as the same may agree with or conform to

the exhibits heretofore filed with the Board of

Equalization of the State of Washington on Sep-

tember 5, 1935, with respect to the 1935 valuation

of the Northern Pacific, and the exhibits filed with

the Tax Commission of the State of Washington on

August 26, 1936, with respect to the 1936 valuation

of the Northern Pacific, and Exhibits 1 to 46, in-

clusive, with respect to the 1935 and 1936 valua-

tions of the Northern Pacific, attached to and made
a part of the depositions of plaintiff's witnesses,

which said depositions and exhibits are now on file

with the Clerk of the United States District Court

for the Eastern District of Washington, Northern

Division, Northern Pacific Railway Company v.

Adams County, et al.. No. E-4476, copy of which

you have.

(5) The Northern Pacific Railway Company ob-

jects to the first sheet of said exhibits attached to



Northern Pacific Railway Co, 2611

(Plaintiff's Exhibit 89—Continued)

said notice as the same is not correct. The correct

figures are to he found on page 6 of the exhibits

presented to the Board of Equalization of the State

of Washington on September 5, 1935, and page 5 of

the exhibits presented to the Tax Commission of the

State of Washington on August 26, 1936.

(6) The Northern Pacific Railway Company ob-

jects to the materiality and relevancy of the second

sheet of said exhibits attached to said notice.

(7) The Northern Pacific Railway Company ob-

jects to the materiality and relevancy of the third

sheet of said exhibits attached to said notice, and

further states that use of any alleged averages in

excess of two, three or five years is improper.

(8) The Northern Pacific Railway Company ob-

jects to the materiality and relevancy of the fourth

sheet of said exhibits attached to said notice, and

further states that the inclusion of the B. & C.

bonds [2080] and the figures reflecting the average

market value of stock plus par value of funded debt

is improper. The continuous practice of the Tax

Commission for many years last past has been to

exclude B. & C. bonds and such exclusion is correct.

The figures representing the average market value

of stock plus par value of funded debt are meaning-

less and useless.

(9) The Northern Pacific Railway Company ob-

jects to the materiality and relevancy of the fifth

and sixth sheets of said exhibits attached to said

notice, and further states that the inclusion of

B. & C. bonds is incorrect.
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(10) The Northern Pacific Railway Company

objects to the materiality and relevancy of the sev-

enth sheet of said exhibits attached to said notice,

and further states that the weightino; of the aver-

ages and the inclusion therein of B. & C. bonds is

arbitrary, capricious, unreasonable and incorrect.

(11) The Northern Pacific Railway Company

objects to the materiality and relevancy of the

eighth and ninth sheets of said exhibits attached to

said notice, and further states that the inclusion of

B. & C. bonds is improper.

(12) The Northern Pacific Railway Company

objects to the materiality and relevancy of the tenth

sheet of said exhibits attached to said notice, and

further states that the inclusion of B. & C. bonds

and the weighting of market value, is incorrect, ar-

bitrary and unreasonable.

(13) The Northern Pacific Railw^ay Company
objects to the materiality and relevancy of the

tw^elfth sheet of said exhibits attached to said no-

tice.

(14) The Northern Pacific Railway Company
objects to the materiality, relevancy and compe-

tency of the thirteenth sheet of said exhibits at-

tached to said notice.

(15) The Northern Pacific Railway Company
objects to the materiality and relevancy of the four-

teenth sheet of said exhibits attached [2081] to said

notice, and states that the same is not true or cor-

rect in fact.
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(16) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of the eighteenth and nineteenth sheets of

said exhibit attached to said notice.

(17) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of the twentieth and twenty-first sheets of

said exhibit attached to said notice, and challenges

the correctness of the computed results.

(18) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of the tw^enty-second sheet of said exhibits

attached to said notice, and especially calls atten-

tion to the ridiculous result computed as compared

with the valuation of the S. P. & S. fixed by this

Tax Commission and the Tax Commission of the

State of Oregon.

(19) The Northern Pacific Railway Company

objects to the materiality and relevancy of the

twenty-third sheet of said exhibits attached to said

notice, and states that the manner in which the

figures are used is improper and incorrect.

(20) The Northern Pacific Railway Company

objects to the materiality and relevancy of the

twenty-fourth sheet of said exhibits attached to said

notice, and further states that the capitalization at

the rate of 12% is improper and incorrect.

(21) The Northern Pacific Railway Company
objects to the materiality, relevancy and compe-

tency of the twenty-sixth sheet of said exhibits
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attached to said notice, and further states that the

same is incorrect and incomplete. Full particulars

and detail as to the non-operating property deduc-

tions have been furnished the Tax Commission at

hearings held on September 5, 1935, as to the 1935

valuation, and August 26, 1936, as to the 1936 valua-

tion. You will also note the exhibits attached to and

made a part of the depositions of plaintiff ^s wit-

nesses, w^hich said depositions and exhibits are now

on file w^ith the clerk of the United States District

Court for ihe East- [2082] ern District of Washing-

ton, Northern Division, Northern Pacific Railway

Company v. Adams County, et al., No. E-4476, copy

of which you have. The correct deduction for non-

operating property, exclusive of Burlington stock,

for the year 1935 was not less than $93,734,129,

(p. 1, 1935 exhibit). The correct deduction for non-

operating property, exclusive of Burlington stock,

for the year 1936 was not less than $96,012,242,

(p. 2, 1936 exhibit).

(22) The Northern Pacific Railway Company
objects to the materiality, relevancy and compe-

tency of the twenty-ninth to thirty-seventh sheets,

inclusive, of said exhibits attached to said notice.

(23) The Northern Pacific Railway Company
objects to the materiality, relevancy and compe-

tency of the thirty-eighth sheet of said exhibits at-

tached to said notice, and states that said exhibit

does not correctly or truly state the relative net

earnings of Washington operating property, and
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that the results attempted to be shown are incor-

rect and misleading.

(24) The Northern Pacific Railway Company

objects to the materiality and relevancy of the

thirty-ninth and fortieth sheets of said exhibits at-

tached to said notice.

(25) The Northern Pacific Railway Company

objects to the materiality and relevancy of the

forty-first sheet of said exhibits attached to said

notice, and states that the same is incorrect, mis-

leading and does not correctly allocate system value

to the State of Washington. The correct allocation

factors are as shown in the exhibits furnished the

State Tax Commission on September 5, 1935,

August 26, 1936, and as further shown in the ex-

hibits and testimony found in the depositions of

plaintiff's witnesses, which said depositions and

exhibits are now on file with the clerk of the United

States District Court for the Eastern District of

Washington, Northern Division, Northern Pacific

Railway Company v. Adams County, et al.. No.

E-4476, copy of which you have.

(26) The Northern Pacific Railway Company
objects to the ma- [2083] teriality and relevancy of

sheet one furnished it as an exhibit on July 15,

1937, and states that the same is not correct. The

correct figures for the years under consideration

are to be found on page six of the exhibits pre-

sented to the Board of Equalization of the State

of Washington on September 5, 1935, and on page
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five of the exhibits presented to the Tax Commis-

sion of the State of Washington on August 26, 1936.

(27) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheet

two furnished it as an exhibit on July 15, 1937, and

further states that the inclusion of B. & C. bonds

and the inclusion of a period in excess of five years

from the assessment years is improper and incor-

rect.

(28) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheet

three furnished it as an exhibit on July 15, 1937,

and further states that the inclusion of B. & C.

bonds and the inclusion of a period in excess of

five years from the assessment years is improper

and incorrect.

(29) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheets

4-a, 4-b and 4-c and further states that the inclusion

of any period in excess of five years from the assess-

ment years is improper.

(30) The Northern Pacific Railway Company
objects to the materiality, relevancy and compe-

tency of sheet six furnished it as an exhibit on July

15, 1937.

(31) The Northern Pacific Railway Company
objects to the materiality and relevancy of sheet

20-a furnished it as an exhibit on August 13, 1937,

and further states that the method in which the

figures are used is improper and incorrect.
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(32) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of sheet 20-b furnished as an exhibit on

August 13, 1937. [2084]

(33) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of sheet 20-c furnished it as an exhibit on

August 13, 1937, and further states that it is im-

proper to obtain the value of Burlington stock by

capitalization of net corporate income after fixed

charges, and further states that capitalization at

the rate of 8% is improper and incorrect.

(34) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of sheet 22-a furnished it as an exhibit on

August 13, 1937, and further states that the in-

correctness of the method used is demonstrated by

the ridiculous result reached.

(35) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of sheet 31-a furnished it as an exhibit on

August 13, 1937, and further states that said fig-

ures are meaningless and useless so far as this

proceeding is concerned.

(36) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of sheet 38-a furnished it as an exhibit on

August 13, 1937, and further states that said exhibit

does not correctly or truly state the operating ex-

penses of Washington operating property and that
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the results attempted to be shown are incorrect

and misleading.

(37) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheet

42 furnished it as an exhibit on August 13, 1937,

and further states that the apportionment attempt-

ed to be showTi is meaningless and useless.

(38) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheets

43, 44, and 45 furnished it as an exhibit on August

13, 1937.

(39) The Northern Pacific Railw^ay Company

objects to the materiality and relevancy of sheet

46 furnished it as an exhibit on August 13, 1937,

and further states that the residts computed do

not correctl}' show the total for the system or the

state. [2085]

(40) The Northern Pacific Railway Company

objects to the materiality, relevancy and compe-

tency of sheet 47 furnished it as an exhibit on

August 13, 1937.

(41) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheet

48 furnished it as an exhibit on August 13, 1937,

and further states that the division of interstate

freight revenue on the basis of cost is improper

and incorrect, and further states that the assign-

ment of uncollectible railroad revenue to Wash-

ington is incorrect. *

(42) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheet
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49 furnished it as an exhibit on August 13, 1937,

and further states that the cost of reproduction

stated is incorrect, and further states that the elimi-

nation of taxes before computing rate of return is

incorrect and improper.

(43) The Northern Pacific Railway Company

objects to the materiality and relevancy of sheets

50, 51, 52 and 53 furnished it as exhibits on August

13, 1937.

Finally—The Northern Pacific Railway Com-

pany calls the attention of this Tax Commission to

its notice, in which it merely advises the Northern

Pacific that it ^^ proposes to take into consideration''

the said testimon}^, exhibits and data referred to in

said notice, and that "the same will be used by the

Commission if by it deemed pertinent". The North-

ern Pacific expects this Commission when it ^^con-

siders" the testimony, exhibits and data referred

to in said notice or subsequently served upon it to

reject and refuse to give any w^eight to said testi-

mony, exhibits and data, except as the same agrees

with or conforms to the exhibits heretofore filed

with the Board of Equalization of the State of

Washington on September 5, 1935, with I'espect to

the 1935 valuation of the Northern Pacific, and the

exhibits filed with the Tax Commission of the State

of Washington on August 26, 1936, with respect to

the 1936 valuation of the Northern Pacific, and ex-

hibits 1 [2086] to 46, inclusive, with respect to the

1935 and 1936 valuations of the Northern Pacific
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attached to and made a part of the depositions of

plaintitf 's witnesses which said depositions and ex-

hibits are now on file with the clerk of the United

States District Court for the Eastern District of

Washington, Northern Division, Northern Pacific

Railway Company v. Adams County, et al., No.

E-4476, copy of which you have. Except as stated,

any legal and proper ^^consideration" of the testi-

mony, exhibits and data referred to, will result in

the rejection thereof by the Commission. Legally

and proper]}^, said testimony, exhibits and data can-

not be ^^ deemed pertinent" by the Commission.

Dated this 16th day of August, 1937.

NORTHERN PACIFIC
RAILWAY COMPANY,

By L. B. daPONTE,
ROBERT S. MACFARLANE,

Its Attorneys. [2087]

DEFENDANTS' EXHIBIT 1

is identical with Schedule 1 showii on page 85 of

Defendants^ Exhibit 53.

DEFENDANTS' EXHIBIT 2

is identical with Schedule 2 shown on page 85 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 2-A

purports to show both the weekly and monthly

number of sales of plaintiff's stock for the years

1927 and 1928.
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DEFENDANTS' EXHIBIT 2-B

purports to show both the weekly and monthly sales

of plaintiff's stock for the years 1929 and 1930.

DEPENDANTS' EXHIBIT 2-C

purports to show both the weekly and monthly sales

of plaintiff's stock for the years 1931 to 1935 in-

clusive.

DEPENDANTS' EXHIBIT 3

is identical with Schedule 3 shown on page 86 of

Defendants' Exhibit 53. [2088]
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1915
1916
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1918
1919
1980
1981
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1923
1924
1925
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1927
1928
1929

1930

1931

1932
1933
1934
1936

$ E48»000,000

248,000,000
248,000,000
248,000,000
248,000,000
248,000,000
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248,000,000
248,000,000
248,000,000
848,000,000
248,000,000
248,000,000
248,000,000
248,000,000

'248,000,000
248,000,000

I 314,086,500 I
313,564,500
5U,087,500
310,326,500
309,721,500
315,065,000
314,539,500
319,282,400
319,849,900
318,649,000
320,818,000
319,481,000
318,232,000
316,759,500
315,424,500
314,137,000
310,142,500
309,457,500
309,222,500
310,207,500
309,788,600

562,086,900
561,564,500
559,087,600
558,326,500
557,721,900
563,065,000
562,539,500
567,282,400
567,849,500
566,649,000
568,818,000
667,481,000
566,232,000
564,759,500
563,424,500
562,137,000
558,142,500
557,457,500
557,222,900
556,207,600
657,788,500

886,000,000
280,860,000
265,460,000
255,750,000
247,070,000
232,500,000
214,830,000
204,600,000
193,440,000
177,630,000
168.743,353
185,173,333
224,737,083
M7, 625,416
254,471,250
184,824,583
94,624,166
36,954,583
50,633,333
60,088,333
45,001,667

I 280,923,947
281.546,655
277, 340,U4
273,824,470
267,999,366
270,139,000
267,292,350
276,412,600
275,958,316
276,217,223
285,255,512
300,720,845
313,064,916
309,901,104
294,748,114
303,362,589
263.149,270
223,085,259
231,239,959
278,433,315
292,496,119

566,923,547
562,408,665
542,800,114
529,674,470
515,069,366
502,639,000
462,122,350
461,012,600
469,398,316
463,847, 22S
453,998,846
465,894,178
537,001,999
557,626,620
549,219,864
488,187,178
377,678,436
260,039,642
281,878,292
338.521,646
337,497,786

I 886,000,000
no, 860,000
866,460,000
886,780,000
847,070,000

238,500,000
814,iSO,000

804,600,000
193,440,000
177,680,000
168,743,888
185,178,888
284,787,088

847,685,416

184,471,800
184,884,

m

•4,584,166
36,954,868
BD, 638, 833
60,066,833
45,001,667

I 8U,086,900
S18,8M,800
811,087,800
810,886,800
309,781,800
318,066,000
814,689,800
319,888,400
819,849,800
818,649,000
880,818,000
819,461,000
816,232,000
S16,799,8»0
815,484,800
aU,lST,000
810,142,800
309,467,600
309,282, 800
310,807,600
309,788.500

# 600,086,808
9M,424,800
876,547,800
666,076,800
•§8,791,800
547, 868, 000
889,869,800
888,888,400
818,889,800
496,879,000
489,861,888
804,664,888
648,969,088
864,884,918
869,898,788
498,Ml, 889

S46,«18,888
389,888,838
870,896,888
864,790,167

Total of 2 yaan 1933 ft 1934 496,000,000
Total of 3 yaars 1932 - 1934 744,000,000
Total of 6 jaars 1930 - 1934 1,240,000,000

Total of 2 yaan 1934 k 1936 496,000,000

Total of 3 yaars 1933 - 1936 744,000,000

Total of 5 yaars 1931 - 1935 1,240,000,000

Avaxaga of 2 yaars 1933 A 1934 248,000,000

ATOzaga of 3 yaara 1932 - 1934 248,000,000

ATorago of 5 yaars 1930 - 1934 248,000,000

ATaraga of 2 yaara 1934 k 1935 248,000.000

ATaraga of 3 y-rs 1933 - 1935 248,000,000

ATarag. of 5 yaara 1931- 1935 248,000,000

619,430,000 1,115,430,000
928,887,600 1,672,887,900

1,553,167,000 2,793,167,000

619,996,000 1,115,996,000
929,218,900 1,675,218,500

1,548,818,600 2,788,818,500

309,715,000 657,715,000
309,629,167 557,689,167
310,633,400 558,633,400

309,998,000 557,998,000
309,739,500 557,739,500
309,763,700 597,763,700

110,721,666 509,673,274 620,394,940
147,676,249 732,796,533 880,434,788
427,084,998 1,319,870,992 1,746,295,890

105,090,000 570,929,434 676,019,494
155,723,333 802,169,393 957,892,786
287,802,082 1,308,403,922 1,595,606,004

55,860,838 254,636,
49,825,416 844,252,
65,405,000 263,654,

fl« KAti AAA OAK A MA

,637

,844

,076

810,197,470
293,478,860
849,269,076

52,545,000 285,464,717 838,009,717
51,907,778 867,389,797 319,297,675
57,440,416 861,660,784 319,121,800

110,781,6M 619,430,000 780,181,668
U7, 676,849 928,887,500 1,076.668,749
487,084,998 1,859,167,000 1,960,191,988

105,090,000 619,996,000 788,086,000
156.728,893 989,118,800 1,084,941,883
887,802,068 1,646,818,900 1,686,080,868

66,360,888 309,718,000 866,079,888
49,885,416 909,689,U7 866,894,669
66,406,000 910,699,400 9M,0ae,400

58,545,000 809,998,000 868,549,000
51,907,778 809,799,800 861,647,878
67,440,416 809,768,700 867,804,116
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DEFENDANTS' EXHIBIT 5

is identical with Schedule 5 shown on page 88 of

Defendants' Exhibit 53.

[2090]
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DEFEIsTDANTS' EXHIBIT 5-B

contains no data different from, or in addition to,

that set forth on Defendants ' Exhibit 4.

DEFENDANTS' EXHIBIT 6

is identical with Schedule 4 shown on page 87 of

Defendants' Exhibits 53.

DEFENDANTS' EXHIBIT 7

is identical with Schedule 6 shown on page 89 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 8

is identical with Schedule 7 shown on page 89 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 9

is identical with Schedule 8 shown on page 90 of

Defendants' Exhibit 53.

[2092]





CKIOAQO, BtmLINOTON k V'JINCT HAILHOAZ) 00!.TANT

INCOME ACCOUNT

ly

1. I. OPSRATINQ INCO^''^

£. A. Ballway operating iaoonia:

3. Hallway operating rerenuea

4. Railway operating •xpeoaas

5. ' et r«T«nue from railway operatlona

6. Hallway tax acoruala:

7. United Stataa OoTBmment taxaa

8. Lthar than Jnlted Stotaa :'tOTemmant tazsa

9. Total Hallway tax ncoraala

10. ncolleotlbie railway reTenuee

11. Hallway operating Inooma

U. B. Rant Inooma

13. "Ire of freight cai^ - credit balance

14. riant from locomotlvea

15. Rant from paaaengar train cara

16. Rant fron floating a>iUliinant

17. aant from work a-iUlpment

18. Joint facility rant lncoTi«

19. Total Rant Income

20. C. Rente payable

£1. Hire of freight care - debit balance

iZ, Rant for looomotlrea
23. Rant for paaaanger-train cara

24. Rant for floating a^ulpment

25. Rant for work aquliaiant

26. joint facility rent
HI, Total rente payable
26. ;>'at rente
29. Nat railway oparatlng Income
30. !I. CTH3 rNJOME

3c. Income from leaae of road
33. Mlaoallaneoua rent Income

54. !'laoallaneoua nonoperatlng phyalcal property
36 DlTldand inooma
37. Income from funded aeeuritlea
38. Income fros unfunded eecurltlee and aooounta
42. ' laoellanaoua income

43. Total other income

44. Total Inooma
46. III. '.laC.-.jraCUS DEOJCTIONS raa- IHOOME
48. riaoallaneoua renta
49. 'iacallanaoua tax aoeruala
53. < iacellaneoua income ohargea
54. Total mlBcellaneoua deduction*
55. Ine<na arallable for fixed chargea
56. lY. FIXED CHAROKS
57. Rant for leeaed rooda
58. Intereet on funded debt:

59. (a) Fixed intereet
60. Intereet on unfunded debt
61. Aaortizatlon of diacount on funded debt
62. Total fixed ohargea
63. Inooma after fixed chargee

* Indicate* Red Flgurea

a41,379,422 ;U1,218,960 i 79,543.629 ) 78,496,976 i 80,888,159 » 88,928,808

9e,877,8U 77,465,969 58,617,604 64,361,699 66,007,983 68,844,384

42,501,608 33,75i.,»91 21,026,025 24,135,376 28,280,176 80,380,888

2,447,340 1,611,001 29,268» 149,533 168.283 130,539

8,744,636 8,444,902 8,177,424 6,769,163 6,621.314 8,883,881

11,191,876 9,953,903 8,148,186 6,918^696 6,783,897 8,983.980

30,200 23,739 31,176 20,465 25,123 28,880

31,279,6^ 23,773,749 12,846,693 17,196,286 16,471,466 U,873,8f8

850,047 246,033 135,809 100,610 90,891 143,631

65,018 90,989 99,862 79,848 86,0«T 100,676

150.661 U3,824 67,690 63,381 88,966 90,683

600,212 560,315 667,924 497,489 882,641 864,868

1,055,938 1,000,861 971,286 740,698 786,187 889,895

1,161,659 1,098,877 1,236,738 1,336,331 1,891,846 1,688,899

156,360 iu,ua 99,382 81,835 89,646 118,471

202,765 166,196 165,699 177,196 8U,184 469,192

15,840 14,600 13,364 U,71« U,68e U,67«
16,424 13,920 U,917 10,084 8,024 6,788

2,836,358 2,829,981 2,698,361 2,826,600 8,663,349 8,746,749

4,389,406 4,267,692 4,225,481 4,446,698 4,878,707 8,034,718
3,323,468» 3,266,831* 3,254,196' 3,706,000' 3,880,580» 4,148,380*

27,966,064 20,506,918 9,592,497 13,491,825 18,680,936 10,288,388

7,618 7,968 7,436 7,363 7,301 7,168
608,i;23 703,197 720,090 7S«,8X8 694,090 697,668
16,843 1,749 11,160 10,»48 13.866 10.098

1,554,066 738,339 269,456 809,U9 823,176 164.899
405,270 540,966 183,613 180,177 866.901 171.180
887,799 260,864 160,896 113,104 47.287 87.709
45,380 46,372 24,266 U,287 1.877 8.740

3,626,099 2,299,074 1,362,919 1,561.888 1,884,168 1,080,893
31,481,163 22,805,992 10,955.416 16,063.063 13,908.104 U,309,248

86,610 25,796 89,493 87,870 u.set 80,991
27,743 17,199 13,610 8,049 8.868 U,4U

8,847 7,738 8,843
64,253 42,996 43.003 44,466 38,628 36,848

31,426,910 22,762,997 10.912.413 15,008,867 13,869,488 U,271,003

170,337 170,988 148,843 148,303 180,848 188,698

9,084,635 9,084,635 9,084,635 9,084,635 9,084,638 9,064,638
46,807 42,774 30,848 38,364 34,874 48,861
146,271 145,271 145,271 146,871 146,871 U8,871

9,447,050 9,44J,268 9,409,597 9,410,563 9,414,722 9,488,189
21,979,860 13,319,735 1,602.8X6 5,698,024 4.484,760 1.848.844

t 21,979,860 » 13,319,756 $ 1.508.816 1 6,898,024 • 4.484.TM t 1,848,844
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DEFENDANTS' EXHIBIT 10

is identical with Schedule 9 shown on page 91 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 11

is identical with Schedule 10 shown on page 92 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 12

is identical with Schedule 11 shown on page 92 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 13

is identical with Schedule 12 shown on j^age 93 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 13-A

is a photographic copy of Amended Articles of In-

corporation of the Northwestern Improvement

Company (Reducing capital to $12,400,000.00) of

Jersey City, N. J., filed for record in the office of

the Secretary of State May 8, 1937, at 9:50 o'clock

A. M., recorded in Book 47, page 460-462, Foreign

Corporations. Filed at request of Northern Pacific

Railway Company.

It consists of instrument designated ^^Certificate

of Decrease of Capital Stock of Northwestern Im-

provement Company" 4 pages in length, and

acknowledgment of E. A. Gay, secretary to N. W. I.

Co, dated October 28, 1936. Also cross certificate of
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Albert Marinelli, clerk of New York county, N. Y.,

that F. G. Hollider who took said acknowledgment

is duly qualified.

Also certificate of Secretary of State of New Jer-

sey, that foregoing is true copy of certificate of de-

crease of capital stock of N W I Co, dated Ai)ril

21, 1937.

DEFENDANTS' EXHIBIT 14

is identical with Schedule 13 shown on page 93 of

Defendants' Exhibit 53. [2094]

DEFENDANTS' EXHIBIT 14-A

is a copy of Plaintiff's Annual Report to its stock-

holders for the year 1930.

On page 3, Charles Donnelly is listed as plain-

tiff's president, one of its directors, and also presi-

dent of its executive committee.

The Report begins as follows

:

^^ Office of the

Northern Pacific Railway Company,

St. Paul, Minnesota, April 17, 1931.

To the Stockholders of the

Northern Pacific Railway Company:

The following, being the thirty-fourth annual

report, shows the result of the operation of

your property for the year ended December 31,

1930." (p. 5)

Then follows a statement of Plaintiff's Income

Account for the years 1929 and 1930 (p. 5), and
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statements respecting its earnings, expenses, prop-

erty, and other matters, (pp. 6-16) The following

statement is made respecting the Land Department

(pp. 13-14) :

^^Land Department.

The operations of the Land Department for

the year are summarized on pages 38 and 39.

During the year 112,277.44 acres were sold as

compared with 249,492.31 acres sold in 1929, a

decrease of 55%. The total of land, town lot,

timber, and miscellaneous sales in 1930 amount-

ed to $1,484,628.62, as compared with $2,246,-

935.32 in 1929, a decrease of 33.9%. The market

for all classes of land was greatly depressed

throughout the year, the timber industry and

the various branches of agriculture being af-

fected to a marked degree by the adverse busi-

ness conditions generally prevailing. Contract

cancellations during the year amounted to 76,-

899.88 acres, representing $381,456.30, as com-

pared with 49,016.98 acres, representing $211,-

026.90 cancelled in 1929, an increase of 56.9%

in acres, and 80.8% in amount.

The outstanding deferred payments on land

contracts on December 31, 1930, amounted to

$4,673,610.72, as compared with $5,051,620.02

on December 31, 1929, a decrease of 7.5%.

The net cash receipts for the year amounted

to $431,329.65, as compared with $621,017.86

in 1929, a decrease of 30.5%. This is largely
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caused by fewer down payments as the result

of the falling oif in sales of lands and timber,

and slower collections of deferred payments

and interest on outstandins; contracts, but re-

ceipts from cultivation leases and coal mining

leases were also much below similar receipts in

1929. On the other hand, receipts from iron

ore leases amounted to $450,121.79, as com-

pared with $241,015.42 in 1929, and the receipts

from oil and gas leases amounted to $42,847.98,

as compared with $22,761.10 in 1929. '^ [2095]

The Report concludes (p. 16)

:

^
' Subsidiary Companies.

The operating results of the Spokane, Port-

land & Seattle Railway Company, together with

its subsidiaries, the Oregon Trunk, Oregon

Electric, and United Railways, will be found

on page 40, and those of the Minnesota & In-

ternational Railway Company on page 41.

By order of the Board of Directors,

CHARLES DONNELLY,
President. '

'

The Profit and Loss Account is set forth on page

20, which shows, among other items, a charge for

^^Loss on Land Department operations" of $14,-

949.24.

On page 23 is a statement of ^^Investments in

Affiliated companies, December 31, 1930. '^ Under

this head is listed stock of the par value of $20,-

000,000, and bonds of the par value of $36,855,000



Northern Pacific Eailway Co, 2()'
> 1

of the Spokane, Portland and Seattle Railway Com-

pany.

On page 40 is set forth the ^^ Income Account" of

the '* Spokane, Portland and Seattle Railway Com-

pany including Oregon Trunk Railway, Oregon

Electric Railway and United Railways Com-

panies," showing, among other things, the railway

operating revenues, net operating revenue and net

railway operating income of said companies for the

years 1929 and 1930. On page 40 it is stated, fur-

ther, that plaintiff owns one-half of the entire issue

of 400,000 shares of the stock of the Spokane, Port-

land and Seattle Railway Company, and that the

latter company owns the entire issue of stock of the

Oregon Trunk Railway and stock and bonds of the

ITnited Railways Company, and also 98% of the

stock of the Oregon Electric Railway Company.

On page 39 it is shown that for 1930 the new con-

tracts for sale of land amounted to $433,745, the

collections on outstanding contracts were $444,818,

and that outstanding contracts were cancelled by
default to the extent of $366,936.

The following is a copy of page 38 of said Re-

port :

[2096]
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DEFENDANTS' EXHIBIT 14-B

is a copy of Plaintiff's Annual Report to its stock-

holders for the year 1931.

On page 3, Charles Donnelly is listed as plain-

tiff's president, one of its directors, and also presi-

dent of its executive committee.

TheReport begins as follows

:

^'Office of the

Northern Pacific Railway Company,

St. Paul, Minnesota, April 28, 1932.

To the Stockholders of the

Northern Pacific Railway Company:

The following, being the thirty-fifth annual

report, shows the result of the operation of

your property for the year ended December 31,

1931." (p. 5)

Then follows a statement of Plaintiff's Income

Account for the years 1930 and 1931 (p. 5), and

statements respecting its earnings, expenses, prop-

erty, and other matters, (pp. 6-16) The following

statement is made respecting the Land Department

(p. 13)

:

^^Land Department.

The operations of the Land Department for

the year are summarized on pages 38 and 39.

The results reflect clearly the imfavorable

conditions which continued from the previous

year in the fields of agriculture, stock growing,

timber production and mining in the territory
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where the Company's land holdings are located.

With the single exception of oil and gas prop-

erties, all the major sources from which land

revenues are usually derived, were greatly re-

stricted because of the general business depres-

sion.

During the year 56,255.89 acres were sold, as

compared with 112,277.44 acres sold in 1930, a

decrease of 49.9%. The total of land, tow^n lot,

timber and miscellaneous sales in 1931 amount-

ed to $1,109,619.38 as compared with $1,484,-

628.62 in 1930, a decrease of 25.3%. Contract

cancellations during the year amounted to 54,-

758.83 acres, representing $348,909.49, as com-

pared with 76,899.88 acres, representing $381,-

456.30, canceled in 1930, a decrease in acres of

28.8%r), and in amount of 8.5%o. The outstanding

deferred payments on land contracts on Decem-

ber 31, 1931, amounted to $4,347,957.47 as com-

pared with $4,673,610.72 on December 31, 1930,

a decrease of 7%.

The net cash receipts for the year amounted

to $56,862.86 as compared with $431,329.65 in

1930, a decrease of 86.8%. This [2098] large de-

crease was caused principally by the heavy

falling-off in sales of lands and timber, result-

ing in smaller down payments, and the strained

financial circumstances of contract holders and

lessees retarded the collection of principal, in-

terest and rentals. The receipts from coal min-

ing leases and iron ore leases were also very
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much less than the receipts from these sources

in 1930. On the other hand, receipts from oil

and gas leases in 1931 amounted to $83,588.07

as compared with $42,883.76 in 1930.''

The Report concludes (p. 16) :

^
' Subsidiary Companies.

The operating results of the Spokane, Port-

land & Seattle Railway Company, together with

its subsidiaries, the Oregon Trunk, Oregon

Electric, and United Railways, will be found

on page 40, and those of the Minnesota & Inter-

national Railway Company on page 41.

By order of the Board of Directors

CHARLES DONNELLY,
President. '

'

The Profit and Loss Account is set forth on page

20, which shows, among other items, a charge for

^'Loss on Land Department Operations" of $271,-

154.94.

On page 23 is a statement of ^^Investments in

Affiliated companies, December 31, 1931." Under
this head is listed stock of the par value of $20,-

000,000, and bonds of the par value of $36,855,000

of the Spokane, Portland and Seattle Railway Com-
pany.

On page 40 is set forth the ''Income Account" of

the Spokane, Portland and Seattle Railway Com-
pany including Oregon Trunk Railway, Oregon
Electric Railway and United Railways Companies,



2636 Admns County et ah vs.

showing, among other things, the railway operating

revenues, net operating revenue and net railway

operating income of said companies for the years

1930 and 1931.

On page 40 it is stated, further, that j)laintiif

owns one-half [2099] of the entire issue of 400,000

shares of the stock of the Spokane, Portland and

Seattle Railw^ay Company, and that the latter com-

pany owns the entire issue of stock of the Oregon

Trunk Railway and stock and bonds of the United

Railways Company, and also 98% of the stock of

the Oregon Electric Railway Company.

On page 39 it is shown that for 1931 the new

contracts for sale of land amounted to $294,189, the

collections on outstanding contracts were $276,925,

and that outstanding contracts were cancelled by

default to the extent of $342,917.

The following is a copy of page 38 of said Re-

port:

[2100]
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DEFENDANTS' EXHIBIT 14-C

is a copy of Plaintiff's Annual Report to its stock-

holders for the year 1932.

On page 3, Charles Donnelly is listed as plain-

tiff's president, one of its directors, and also presi-

dent of its executive committee.

The Report begins as follows

:

^^ Office of the

Northern Pacific Railway Company

St. Paul, Minnesota, April 29, 1933.

To the Stockholders of the

Northern Pacific Railway Company:

The following, being the thirty-sixth annual re-

port, shows the result of the operation of your

property for the year ended December 31,

1932." (p. 5)

Then follows a statement of Plaintiff's Income

Account for the years 1931 and 1932 (p. 5), and

statements respecting its earnings, expenses, prop-

erty, and other matters, (pp. 6-16) The following

statement is made respecting the Land Department

(p. 13) :

^^Land Department.

The operations of the Land Department for

the year are summarized on pages 38 and 39.

Without exception the main sources from

which land revenues are derived were less pro-

ductive than in any previous year in the Com-
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pany's history, due to continued unfavorable

business conditions.

During the year 78,888.17 acres were sold, as

compared with 56,255.89 acres sold in 1931, an

increase of 40.2%, but the increase is accounted

for by the sale of one large tract of extremely

low priced land. Land, town lot, and timber and

miscellaneous sales in 1932 amounted to $774,-

155.46, as compared with $1,109,619.38 in 1931,

a decrease of 30.2%. During 1932 contracts

were cancelled to the extent of 167,419.53 acres,

representing $586,080.59, as compared with 54,-

758.83 acres, representing $348,909.49 in 1931,

an increase in acres of 206% and in dollars of

68%). The outstanding deferred payments on

land contracts on December 31, 1932, amounted

to $3,835,455.90, as compared with $4,347,957.47

on December 31, 1931, a decrease of 11.8%.

Expenses and taxes exceeded gross cash re-

ceipts by $296,253.79, as compared with net

cash receipts in 1931 of $56,862.86. The heavy

falling off in sales of land and timber, result-

ing in smaller down payments, and the strait-

ened financial circumstances of contract hold-

ers and lessees, referred to in the 1931 report,

were more pronounced in 1932. Except for the

sale of one large tract [2102] of cheap land

above referred to, very little land and practi-

cally no timber was sold, and collections on de-

ferred accounts due from contract holders and
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on rentals due from lessees were very much

restricted. The market for coal was slack, and

the Company's iron mines in Minnesota were

all idle. The oil and gas revenues which had

been increasing in previous years decreased to

some extent in 1932/'

The Report concludes (p. 16) :

^^ Subsidiary Companies.

The operating results of the Spokane, Port-

land & Seattle Railway Company, together with

its subsidiaries, the Oregon Trunk, Oregon

Electric, and United Railways, will be found on

page 40, and those of the Minnesota & Interna-

tional Railway Company on page 41.

By order of the Board of Directors,

CHARLES DONNELLY,
President."

The Profit and Loss Account is set forth on page

20, which shows, among other items, a charge for

^^Loss on Land Department operations'' of $673,-

741.48.

On page 23 is a statement of ^^Investments in

Affiliated companies, December 31, 1932." Under

this head is listed stock of the par value of $20,-

000,000, and bonds of the par value of $36,855,000

of the Spokane, Portland and Seattle Railway Com-

pany.

On page 40 is set forth the ^'Income Account" of

the ''Spokane, Portland and Seattle Railway Com-
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pany including Oregon Trunk Railway, Oregon

Electric Railway and United Railways Com-

panies," showing, among other things, the railway

operating revenues, net operating revenue and net

railway operating income of said companies for the

years 1931 and 1932. On page 40 it is stated, fur-

ther, that plaintiff owns one-half of the entire issue

of 400,000 shares of the stock of the Spokane, Port-

land and Seattle Railw^ay Company, and that the

latter company owns the entire issue of stock of the

Oregon Trunk Railw^ay and stock and bonds of the

United Railw^ays Company, and also 98% of the

stock of the Oregon Electric Railway Company.

[2103]

On page 39 it is shown that for 1932 the new

contracts for sale of land amounted to $139,893, the

collections on outstanding contracts w^ere $80,245,

and that outstanding contracts were cancelled by

default to the extent of $572,149.

The following is a copy of page 38 of said Re-

port:

[2104]
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DEPENDANTS' EXHIBIT 14-D

is a copy of Plaintiff's Annual Report to its stock-

holders for the year 1933.

On page 3, Charles Donnelly is listed as Plain-

tiff's president, one of its directors, and also presi-

dent of its executive committee.

The Report begins as follows

:

^^ Office of \hQ

Northern Pacific Railway Company,

St. Paul, Minnesota, April 16, 1934.

To the Stockholders of the

Northern Pacific Railway Company:

The following, being thie thirty-seventh an-

nual report, shows the result of the operation

of your property for the year ended December

31, 1933." (p. 5)

Then follows a statement of Plaintiff's Income

Account for the years 1932 and 1933 (p. 5), and

statements respecting its earnings, expenses, prop-

erty, and other matters. (Pp. 5-16) The following

statement is made respecting the Land Depart-

ment (p. 13) :

^^Land Department.

The operations of the Land Department for

the year are summarized on pages 38 and 39.

Land revenues continued to be affected ad-

versely by the prevailing disturbed business

conditions.
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During the year 23,472.30 acres were sold, as

compared with 78,888.17 acres sold in 1932, a

decrease of 70.2%. Land, town lot, timber, and

miscellaneous sales in 1933 amounted to $755,-

306.90, as compared with $774,155.46 in 1932,

a decrease of 2.4%. In 1932, there was a sale

of a large tract of extremely low-priced land. If

this sale is eliminated, the comparison shows

some improvement in general sales in 1933.

Contracts were cancelled in 1933 to the extent

of 87,666.46 acres, representing $699,783.24 in

deferred payments, as compared with 167,-

419.e53 acres in 1932, representing $572,149.42.

The outstanding deferred payments on land

contracts as of December 31, 1933, amounted

to $3,279,019.67, as compared with $3,835,455.90

on December 31, 1932, a decrease of 14.5%. Ex-

penses and taxes exceeded gross cash receipts

by $223,794.03. The corresponding deficit in

1932 was $296,253.79. This somewhat better

showing reflects economies in operation and re-

duction in taxes. [2106]

The main factor in the relatively poor show-

ing in 1933 was the falling off in receipts from

iron ore leases in Minnesota. Receipts from

this source in 1932 amounted to $342,100, while

in 1933 they amounted to $121,752.06, the de-

crease being occasioned by curtailed operations

on the iron ranges. Collections in 1933 from

contract liolders were somewhat better, and
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from lessees collections were decidedly better

than in 1932. Revenues from timber sales im-

proved, but coal, oil and gas revenues were

slightly less."

The Report concludes (p. 16)

:

'^Subsidiary Companies.

The operating results of the Spokane, Port-

land and Seattle Railway Company, together

with its subsidiaries, the Oregon Trunk, Oregon

Electric, and United Railways, will be found on

page 40, and those of the Minnesota and Inter-

national Railway Company on page 41.

By order of the Board of Directors,

CHARLES DONNELLY,
President.''

The Profit and Loss Account is set forth on page

20, which shows among other items a charge for

''Loss on Land Department operations" of $682,-

256.12.

On page 23 is a statement of "Investments in

Affiliated Companies, December 31, 1933." Under

this head is listed stock of the par value of $20,000,-

000, and bonds of the par value of $36,855,000 of the

Spokane, Portland, and Seattle Railway Company.

On page 40 is set forth the "Income Account" of

the "Spokane, Portland and Seattle Railway Com-

pany, including Oregon Trunk Railway, Oregon

Electric Railway and United Railways Companies,"
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showing, among otlier things, the railway operating

revenues, net operating revenue and net railway

operating income of said companies for 1932 and

1933. [2107]

On page 40 it is stated, further, that plaintiff

owns one-half of the entire issue of 400,000 shares

of the stock of the Spokane, Portland and Seattle

Eailway Company, and that the latter company

owns the entire issue of the stock of the Oregon

Trunk Eailway and stock and bonds of the United

Railways Company, and 98% of the stock of the

Oregon Electric Railway Company.

On page 39 it is shown that for 1933 the new con-

tracts for sale of land amounted to $249,986, the

collections on outstanding contracts w^ere $106,639,

and that outstanding contracts were cancelled by de-

fault to the extent of $699,783.

The following is a copy of page 38 of said Report

:

[2108]



2649

V"

oo SC5(N
cot^ oiO -H 00
CO «2 1©

ss s
t^ r-m

o fc c
s3 « C

O

>o CO
00 00

^ 3,
«2Q

O CD (N00 *
10 r-H

CO lO CO
(N t^ 10

10 06 <m'

Ci 00 (N

00 T^ J_l "^
00 COCO 0:
,-H (m' CO

12
-4 '

(N C2 (M 01 I

00 ^.4 s_ t^ !

oT --TtN co' eo

S rH CO
CO LQ 00

1

iCrH CO
1

-^CN
[005 Si

10 lO ' -^'cb
00 ^ CO r^ ir5

CO^CO^ C7i_(N

CO co" (^"c^"^
03 t^ 00 r. 00

00 ^-

^ ?3?2 ^
10

CO (N-*' CO OJ

ss t^

>o 1000" CO T—

1

(N

coco>o ^ OC-l (M CO
ClOi-* CO -tuo C5 ^
^oJco iC 006 06 Go
03Tf< t^ CO t^ 03
(N^-* 10 CO t- .-H^ VO,

^" iC rjT WJ^
t^oco lO eo
CO r^ IC CO COm

O.-O W5C-) t- TJHCO
OiTt< -^t-o Go rH (N

coco GO 00 e* rl^OO
or- <soo -* t^cD
t"\ Qq_Oi^ t--^ 03 1>

"^cT '-H^oT >^ r^eo
?-co G0»O s 03 0i

00 00

il

II

.ii <« <4H

tl-^
g £:

s&§
la-g

*s

1^
ii;

^(§5

01 55

S H H ^ -is H-

.20

bC be

-a j=i00

005 ,_( ,^
-H05 1—

1

'-I

03C0 (N <^i
i-H

<Nti^ lO^ «5_

lo'co m
<N rH rH »~l H

mm

H
W

CD O <M
CO O O
-f< O CO

Q^>

I O CO
I o I-

P ^

CO ^
06
CO

co" oT

(M CO
CO

06 CO
<N

CO l^

00 oT
00

t-oco CO
coq(N 03

c; >6
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DEFENDANTS' EXHIBIT 14-E

is a copy of Plaintiff's Annual Report to its stock-

holders for the year 1934.

On page 3, Charles Donnelly is listed as Plaintiff's

president, one of its directors, and also president of

its executive committee.

The Report begins as follows

:

^'Office of the

Northern Pacific Railway Company,

St. Paul, Minnesota, April 18, 1935.

To the Stockholders of the

Northern Pacific Railway Company:

The following, being the thirty-eighth annual

report, shows the result of the operation of your

property for the year ended December 31,

1934." (p. 5)

Then follows a statement of Plaintiff's Income

Account for the year 1932 and 1933 (p. 5), and state-

ments respecting its earnings, expenses, property,

and other matters, (pp. 6-16) The following state-

ment is made respecting the Land Department

(pp. 13-14) :

*'Land Department.

The operations of the Land Department for

the year are summarized on pages 40 and 41.

Revenues were considerably larger than for

the previous year in nearly all branches of land,

timber, and mineral activities, excepting Minne-
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sota iron ore properties, where oj^erations were

of a minor nature, with correspondingly low

revenues.

During the year 108,367.55 acres were sold, as

compared with 23,472.30 acres sold in 1933, an

increase of 361.7%. Land, town lot, timber, and

miscellaneous sales in 1934 amounted to $766,-

612.88, as compared with $755,306.90 in 1933,

an increase of 1.5%. Contracts w^ere cancelled

in 1934 to the extent of 85,645.25 acres, repre-

senting $576,503.51 in deferred payments, as

compared with 87,666.46 acres in 1933, repre-

senting $699,783.24. The outstanding deferred

payments on December 31, 1934, amounted to

$2,638,009.51, as compared with $3,279,019.67

on December 31, 1933, a decrease of 19.5%.

Total cash receipts amounted to $888,475.51, as

compared with $649,821.88 in 1933, an increase

of 36.7%. Total expenses and taxes amounted

to $884,967.27, as compared with $873,615.91

during 1933, an increase of 1.3%. Net cash re-

ceipts amounted to $3,508.24, as compared with

a deficit in 1933 of $223,794.03.

The principal factors in this improved show-

ing were increase in land sales, with corre-

sponding increase in cash payments, and an

improvement in collection of principal and in-

terest. Undoubtedly the larger collections re-

flect to a considerable extent the payments to

farmers under the agricultural recovery pro-

grams of the Federal government.'' [2110]



Northern Pacific llaikvay Co. 2653

The Eeport concludes (p. 16) :

^^ Subsidiary Companies.

The operating results of the Spokane, Port-

land and Seattle Railway Company, together

with its subsidiaries, the Oregon Trunk, Ore-

gon Electric, and United Railways, will be

found on page 42, and those of the Minnesota

and International Railway Company on page

43.

By Order of the Board of Directors,

CHARLES DONNELLY,
President."

On pages 20 and 21 is set forth Plaintiff's Gen-

eral Balance Sheet, December 31, 1934, wherein the

book value of road and equipment is stated to be

$603,233,298.40, and in separate items the book value

of ^^Miscellaneous Physical Property ''is stated to be

$11,789,251, and that of ^^ Contracts for sale of land

grant lands" is stated to be $2,638,010, there being

no other item of real property listed as an asset.

The Profit and Loss Account is set forth on page

22, which shows, among other items, a charge for

^^Loss on Land Department operations" of $671,-

722.17.

On page 25 is a statement of ^'Investments in

Affiliated Companies, December 31, 1934." Under

this head is listed stock of the par value of $20,-

000,000, and bonds of the par value of $36,855,000

of the Spokane, Portland and Seattle Railway Com-

pany, and stock of the par value of $24,800,000 and
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book value of $6,775,000 of the Northwestern Im-

provement Company.

On page 42 is set forth the '^Income Account'' of

the ^'Spokane, Portland and Seattle Railway Com-

pany, including Oregon Trunk Railway, Oregon

Electric Railway and United Railways Companies,

showing, among other things, the railway operating

revenues, net operating revenue and net railway

operating income of said companies for 1933 and

1934. [2111] On page 42 it is stated, further, that

Plaintiff owns one-half of the entire issue of 400,000

shares of stock of the Spokane, Portland and Se-

attle Railway Company, and that the latter com-

pany owns the entire issue of stock of the Oregon

Trunk Railway and stock and bonds of the United

Railways Company, and 98% of the stock of the

Oregon Electric Railway Company. The operated

mileage of said roads is shown to be

:

Spokane, Portland and Seattle 552.87 miles

Oregon Trunk 151.92 miles

Oregon Electric 192.04 miles

United Railways 50.14 miles

Total 946.97 miles.

On page 41 it is shown that for 1934 the new con-

tracts for sale of land amounted to $182,520, the

collections on outstanding contracts were $247,026,

and that outstanding contracts were cancelled by de-

fault to the extent of $576,504.

The following is a copy of page 40 of said Re-

port: [2112]
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DEFENDANTS' EXHIBIT 14-P

is a copy of Plaintiff's Annual Report to its stock-

holders for the year 1935.

On page 3, Charles Donnelly is listed as Plain-

tiff's president, one of its directors, and also presi-

dent of its executive committee.

The Report begins as follows

:

^^Officeof the

Northern Pacific Railway Company,

St. Paul, Minnesota, April 21, 1936.

To the Stockholders of the

Northern Pacific Railway Company:

The following, being the thirty-ninth annual

report, shows the result of the operation of your

property for the year ended December 31,

1935." (p. 5)

Then follows a statement of Plaintiff's Income

Account for the years 1934 and 1935 (p. 5), and

statements respecting its earnings, expenses, prop-

erty, and other matters, (pp. 6-15) The following

statement is made respecting the Land Department

(p. 13)

:

^^Land Department.

The operations of the Land Department for

the year are summarized on pages 38 and 39.

Revenues were materially larger than for the

year 1934, accounted for in the main by the re-
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sumption of minimum royalty payments on cer-

tain Minnesota iron ore leases. Down payments

on new contracts and collection of deferred pay-

ments on old contracts fell off, and timber sales

were not active, but rentals from grazing, culti-

vation, coal and mineral leases increased. Im-

provement in business lines with which the De-

partment is in contact seems to be general.

During the year 107,724.82 acres were sold, as

compared with 108,367.55 acres in 1934, a de-

crease of .59%. Land, tow^n lot and miscellane-

ous sales in 1935 amounted to $1,081,056.65, as

compared with $766,612.88 in 1934, an increase

of 41.02%. Contracts cancelled in 1935 aggre-

gated 115,624.61 acres, representing $601,588.45

in deferred payments. In 1934 cancellations ag-

gregated 85,645.25 acres, representing $576,-

503.51 in deferred payments. The outstanding

deferred payments on December 31, 1935,

amounted to $2,153,418.70, as compared with

$2,638,009.51 on December 31, 1934, a decrease

of 18.37%. Total expenses and taxes amounted

to $827,340.51, as compared with $884,967.27 in

1934, a decrease of 6.51%. Net cash receipts

amoimted to $199,064.97, as compared with $3,-

508.24 in 1934, and a deficit in 1933 of $223,-

794.03.'' [2114]



Northern Pacific Itailway Co. 2659

The Report concludes

:

'

' Subsidiary Companies.

The income accounts and balance sheets of

the Chicago, Burlington and Quincy Railroad

Company; the Spokane, Portland and Seattle

Railway Company and its subsidiaries; the

Minnesota and International Railway Com-

pany ; and the Northwestern Improvement Com-

pany, will be found on pages 41 to 55.

By order of the Board of Directors,

CHARLES DONNELLY,
President." (p. 15)

On pages 18 and 19 is set forth Plaintiff's Gen-

eral Balance Sheet, December 31, 1935, wherein the

book value of road and equipment is set forth and

stated to be $600,301,591.05, and in separate items

the book value of ^^Miscellaneous Physical Prop-

erty" is stated to be $11,926,247, and that of 'Ton-

tracts for sale of land grant lands" is stated to be

$2,153,419, there being no other item of real prop-

erty listed as an asset.

The Profit and Loss Account is set forth on \yiXgid

20, which shows, among other items, a charge for

''Loss on Land Department operations" of $267,-

064.66.

On page 23 is a statement of "Investments in

Affiliated Companies, December 31, 1935." Under

this head is listed stock of the par value of $20,000,-
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000, and bonds of the par value of $36,855,000 of tlie

Spokane, Portland and Seattle Railway Company,

and stock of the par value of $24,800,000 and book

value of $6,775,000 of the Northwestern Improve-

ment Company.

On page 45 is set forth the ^'Income Account" of

the ^^ Spokane, Portland and Seattle Railway Sys-

tem including Oregon Trunk Railway, Oregon Elec-

tric Railway and United Railways Companies'',

showing, among other things, the railway operating

revenues, net operating revenue and net railway

operating income of said companies for 1934 and

[2115] 1935. On page 45 it is stated, further, that

Plaintiif owns one-half of the entire issue of

400,000 shares of stock of the Spokane, Port-

land and Seattle Railway Company, and that

the latter company owns the entire issue of stock of

the Oregon Trunk Railway and stock and bonds of

the United Railways Company, and 98% of the

stock of the Oregon Electric Railway Company. The

oy)erated mileage of said roads is shown to be:

Spokane, Portland and Seattle 552.86 miles

Oregon Trunk 151.92 miles

Oregon Electric 192.04 miles

United Railways 50.14 miles

Total 946.96 miles.
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On page 39 it is shown that for 1935 the new con-

tracts for sale of land amounted to $275,916, the col-

lections on outstanding contracts were $158,919, and

that outstanding contracts were cancelled by de-

fault to the extent of $601,588. It is further shown

that the balance of such contracts on hand Decem-

ber, 31, 1934, was $2,638,010, and on December 31,

1935: $2,153,419.

The following is a copy of page 38 of said Ee-

port: [2116]
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DEFENDANTS' EXHIBIT 15

is identical with Schedule 14 shown on page 93 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 16

is identical with Schedule 15 shown on page 94 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 17

is identical with Schedule 15-A shown on page 94

of Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 18

is identical with Schedule 16 shown on page 95 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 19

is identical with Schedule 17 shown on page 96 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 20

is identical with Schedule 18 shown on page 97

of Defendants' Exhibit 53.

[2118]
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Defendants' Exhibit 20-A:

NORTTOTOJ PACIFIC RAILWAY (XI^'ANY /id^
AVSRAdE ANNUAL ADJUJTiU IN'XIfS FROM ACOOrjNTS 513, 514 «m1 515 ?VR 1932 TO 19M D)C. AIC 1933 K 1935 INC.

CAPITALIZED AT oi

TCTAL
193C to 1934

TOTAL
1933 to 1935

AVXRAGS AVSRAGE
193i tc 1934 1933 tc 1935

Aooount 513 - DlTldanil Incoin*

Oiniend on H.V.I. Stock - TtotaJl

DlTldand on S. P. t S. Ry. Oo. Stook

DlTldand on C. B. 1 4. Ry. Oo. Stock

Total Daductlona for Stock DlTldende ( b I o d)

Adjusted DlTldend Inooma (•-«)

Aooount 514 - lacoaa from Funded saourltlsa

Interaat on S. P. k S. Ry. Co. Bonds

Adjuatad Incoaa from Pundad seeuritiae (g-h)

Aeoount 515 - Inoone from Unfundad Saciirltias and Accounts

Total Adjusted DlTlland Incooe, Adjusted Incon: from Funded Secu
IncOM from Unfundad Securities and Accounts ( ttiti)

»9,H9,4£5

6,592,000

£,490,537

9,082,537

36,888

273,556

72,419

201,147

156,478

Annual average for line k - 1932 to 1934 ($241,532 capitalized at (>%: $4,025,533.

Annual average for line k-1933 to 1935 (tU6,037) capitalized at (>fc: |2, 433, 950.

7,501,694

4,992,000

L, 490, 537

7,462,537

19,157

£95,735

£:b,000

70,735

116,913

394,513 t 306,805

6,001,693 5,471,513 22,622,812 18,974,90: 7,540,937 | 6,324,967

3,492,000 3,792,000 15,076,000 12,276,000 5,025,333 4,092,000

£,49^',537

5,982,537

19,156

560,135

50
.
, VX

00,135

4,' , 9ti8

t 123,:-^

1,660,358

5,452,358

19,155

"79,235

7 25, 000

54,235

34,636

7,471,611

22,547,611

75,201

1,129,436

797,419

332,017

317,379

t 724,597 438,110 ) 241,632 ) 146,037

6,64^,432 :.,49J.537 2,213,811

8,917,432 7.616,870 6,305,811

5", 468 25,067 19,156

1,635,105 376,478 545,035

1,450,000 265,806 433,333

185,105 110,672 61,702

195,63" 105,793 65,179
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DEFENDANTS' EXHIBIT 21

is identical with Schedule 19 shown on page 98 of

Defendants' Exhibit 53.

[2120]
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NORTHERN PACIFIC RAILWAY COMPANY

INDICATED INCREASE IN WASHirJGTON VALUE IF ACTUAL CASH IN WASHINGTON HAD BEEN DEDUCTED AS NON-OPERATING PROPERTY.
1935 Assessment 1956 Assessment

Deducting Cash on Hand Not Deducting Cash on Hand Deducting Cash on Hand Not Deducting Cash on Hand

(P. 76 Ex. H) (P. 76 Ex. H)

(I) (2) (3) (4) (5) (6) (7) (8)

r

1. Market value of outstanding stock and
|

BONDS AS reflected BY MARKET QUOTATIONS
[

FOR YEAR ENDING FEB., 1934 AS TO 1935
1

ASSESSMENT AND YEAR ENDING FEB., 1935

AS TO 1936 ASSESSMENT 1339,315,872 $339,315,872 $344,874,344 $344,874,344
2. Deduction for non-carrier property

INCLUDING CASH ON HAND. 108,031,167 108,031,167 100,669,294 100,669,294
3. Average amount of cash on hand during

year-system. 6,560,115 8,307,996
4. Deduction for non-carrier property

EXCLUDING cash ON HAND. 101,471,052 92,361,298
5. Value of system operating property

indicated by one year average of stock
AND BOND QUOTATIONS. 231,284,705 237,844,820 244,205,050 252,513,046

S. Proportion in Washington as indicated
BY giving one-third WEIGHT TO RELA-
TIVE replacement COST AND TWO-THIRDS
WEIGHT TO RELATIVE NET RAILWAY OPERAT- '

ING INCOME LESS TAXES, AVERAGE FOR

ONE YEAR.

7. Value thus apportioned to Washington.
8. 80^ of above figure,
9. Cost of reproduction new less deprecia-

tion-Washington.
10. 205& of above figure.
11. Value indicated of Washington operat-

ing PROPERTIES.
12. Increase in computed Washington

OPERATING property VALUE BY EXCLUDING
system cash.

13. Cash on hand in Washington.
14. Indicated increase in Washington value

IF actual cash in Washington had been
i

DEDUCTED as NON-OPERATING PROPERTY 1,121,043 1 | 585 857

34.47^
79,723,838

063,779,070

81,

34,

,985,

.47^

,109

^65,588,087
82,

33,

,834,

.92^

,353
(

V)66,267,482
85,

33,

652,

.92^

,425

$68,521,940

153,731,254
31,746,251

158,,731;,254

31,746,251
158,,138,051

31,627,610
158, 138,051

31,627,610

95,525,321 07,334,338

1,809,017
687,974

i

J

97,895,092 100,149,550

2,254,458
668,601
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DEFENDANTS' EXHIBIT 22

is identical with tabulation shown on page 22, of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 23

is identical with Schedule 20 shown on page 98 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 24

is identical with Schedule 21 shown on page 98 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 25

is identical with Schedule 22 shown on page 99 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 26

is identical with Schedule 23 shown on page 99 of

Defendants' Exhibit 53.

[2122]
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liLit lio-i

HORTHSIN PACI7IC RAILWLT OOMPART
P>-

COST 07 RSPROroCTION LSSS DXI%XCIATION OF niNNELS k SDBVAYS AND ERIOQXS, TRESTLES, k OTLVXRIS AS FODMD BT I.C.C.

FOB ma 30, 1917

8y»te«

Wbolly 0«&*d fc na*d

Jointly Orotd k D««d (N. P. Portion)

Ibolly 0«i«d but not Used (Leaaad)

Total Owned

brtford fc iMtern Ry. Co.

Total Owned less Hartford k
Xaatem Sy. Co.

Coat of Beproductlon Leaa Depreciation

Totala
Tunnels k
Subways

Bridges, Trestles
k CulTsrts

Actual
Additions
6/30/17 to

12/31/34

I 5,999,971 $ 23,755,188 % 29,756,169

898,220 1,360,974 2,259,194

106,936 206,431 311,367

7,004,127 25, 3a, 593 32,326,720

106,936 83,750 189,686

6,898,191 25,237,843 32,136,034 $ 6,548,400

Depreciated Cost Sep. Leaa Cost Bep. Lass
Additions Dep. Plus Dap. Plus Dap.
6/30/17 to Actual Additions
12/31/94 Additions

I 5,573,648 | 38,684,434 | S7,709,»8S

Washington

Wholly Owned k Uaed

Jointly Owned k Used (H. P. Portion)

Wholly 0«ed but not Used

Total Owned

Hartford k Sastem By. Co.

Total Owned less Hartford k

Xastem Ry. Co.

Par Cant U Washington

3,276,166 9,763,576 13,039,742

898,220 99,111 997,331

105,936 83,760 189,686

4,280,322 9,946,437 14,226,769

105,936 83,760 189,686

1 4,174,386 • 9,862,687 • 14,037,073 1 1,304,680

60,514213 39.078962 43.680166 19.923187

c

I 1,110,689 $ 16,941,7a3 | 19,147,798

19.927434 39.698647 40.169419
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DEPENDANTS^ EXHIBIT 27

is identical with Schedule 24 shown on page 100 of

Defendants' Exhibit 53.

[2124]
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D t ; f nn dants* lilxliibit 27-.-

NORTHERN PACIFIC RAILWAY COMPANY
iW

Capitalization of rentals paid by Great Northern and Oregon - Washington railroads for jointly used Seattle - Vancouver lines and percentage
relationship of said line to all northern pacific lines in washington.

1932

547,775
542,650

1933 1934 1935

$548,804 1547,961 $546,176
547,494 544,608 545,240

$1,090,425 $1,096,298 $1,092,569 $1,091,416

$18,173,750 $18,271,633 $18,209,483 $18,190,267

A. Rentals paid N.P, by

B. G.N.

C. O.-W.

D. Total Rentals

E. Capitalized at 6^

F. One-half of Line E

G. Total (Line E + Line F)

H. Miles of Road as of December 31, 1935.

i. Washington
J. Main Line
K. Branch Line

L. Total

M. Seattle to Tacoma
N. Tacoma to Tenino (Prairie Line via Roy)
0. Tacoma to Vancouver (Pt. Defiance Line via East Olympia)

P. Total

Q. Seattle-Vancouver Line's Percentage of Total in Washington

Total 3 Years Avcraqe 3 Total 3 Years Average
1932 - 1934, Years 1932- 1933-1935, 3 Years
Inclusive 1934, Inc. Inclusive 1933-1935, 1 NO

$1,644,540
1,634,752

$548, 180

544,917
$1,642,941
1,637,342

$547,647
545,781

$3,279,292 $1,093,097 $3,280,283 $1,093,428

$18,218,283 $18,223,600

$9,109,141 $9,111,900

$27,327,424 $27,335,700

661.27

1,139,87

1,601.14

39.20
39.52
132.70

211.42

11.74^ Line Q + Line L
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DEFENDANTS' EXHIBIT 27-B:

Northern Pacific Railway Company

FIVE YEAR AVERAGE NET JOINT FACIL-

ITY RENTS (CREDIT) IN STATE OP
WASHINGTON FOR YEARS 1931 TO 1935,

INC.

Net Joint

Facility Rents

Years (Credit)

1931 $1,270,536

1932 1,378,302

1933 1,355,064

1934 1,302,225

1935 1,278,826

Total $6,584,953

Five Year Average $1,316,990

Average of $1,316,990 Capitalized at 6% $21,949,833

The figures for the years 1931 to 1935, inclusive

were obtained from Plaintiff's Exhibit 1, Page 21.

[2126]



2672 Adams County et al. vs.

DEFENDANTS' EXHIBIT 28

is identical with table shown on page 45 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 29

is identical with graph shown on page 48 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 30

is identical with table shown on page 49 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 31

is identical with table shown on page 53 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 32

is identical with table shown on page 55 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 33

is identical with table shown on page 56 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 34

is identical with graph shown on j^age 57 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 35

is identical with Schedule 26 shown on page 101 of

Defendants' Exhibit 53.
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DEFENDANTS' EXHIBIT 35-A

makes the same showing with respect to each of the

years 1930 to 1935 as is set forth for the year 1934

alone in Schedule 26 shown on page 101 of Defend-

ants' Exhibit 53.

DEFENDANTS' EXHIBIT 36

is identical with Schedule 25 shown on page 100 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 36-A

shows the same data with respect to each of the

years 1930 to 1935, inclusive, and the annual average

for the periods 1932 to 1934 inclusive, and 1933 to

1935 inclusive, as is shown [2127] on Schedule 25,

appearing on page 100 of Defendants' Exhibit 53

with respect to 1934 and the five-year annual av-

erages, 1930 to 1934 and 1931 to 1935. The percent-

age of plaintiff's system net revenue from railway

operations earned in Washington and the i)ercentage

of plaintiff's system net railway operating income

as so computed is shown by said exhibit to be as

follows for the periods indicated

:

Net revenue from Net railway

Period railway operations operating income:

1930 38.598610 38.737322

1931 40.419464 40.577879

1932 41.893191 58.295740

1933 29.545202 36.508900

1934 31.690890 35.232891

1935 31.091747 37.188064

1932 to 1934 inclusive 33.319238 38.603423

1933 to 1935 inclusive 30.830287 36.284425
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DEFENDANTS' EXHIBIT 37

is identical with Schedule 27 shown on page 101 of

Defendants' Exhibit 53. [2128]

DEFENDANTS' EXHIBIT 37-A

Northern Pacific Railway Company

RATIOS OF COST OF REPRODUCTION NEW LESS DEPRECIxVTION
STATE OF WASHINGTON TO SYSTEM

C. R. N.-L. D. C. R. N.-L. D. Ratio State

State of Wash. System to System

Year (Col. 1) (Col. 2) (Col. 3)

Final Valuation 1935 $158,313,054 $472,164,615 33.105627
(< ( 1934 156,901,317 474,065,831 33.096947
K i 1935 157,992,418 478,677,858 33.006001
li i 1932 158,615,857 479,183,133 33.101302
H i 1931 158,448,404 477,476,653 33.184744
n t 1930 158,586,546 476,651,866 32.851344

Tentative ' 1929 154,788,033 470,067,573 32.928890
a i 1928 153,605,638 464,689,892 33.055515
{( < 1927 152,543,452 459,858,406 33.171831
(( ( 1926 152,260,570 453,999,612 33.537599

Computed ' 1925 150,906,679 446,833,095 33.772494
<< i 1924 150,356,244 441,547,329 34.052124

[2129]

DEFENDANTS' EXHIBIT 38

is identical with Schedule 27-A shown on page 102

of Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 39

is identical with Schedule no. 27-B shown on page

103 of Defendants' Exhibit 53.
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DEFENDANTS' EXHIBIT 39-A

is a certified copy of a paper writing consisting of

22 mimeographed sheets, designated on the title

page as Railroad Construction Indices Compiled by

the Engineering Section of the Bureau of Valua-

tion of the Interstate Commerce Commission," and

dated at Washington, D. C, July 1, 1936. The Title

page contains the following notation

:

^' These indices summarize and record the re-

sult of studies made by the Engineering Section

of the Bureau of Valuation over a period of

years. They have not been examined or passed

on by the Interstate Commerce Commission."

Sheet 3 is a map of the United States, the legend

on w^hich states that the same is a ^'map showing

division of the country into regional groups for

which indices have been established." On this map,

the United States is divided into eight sections or

regions, numbered from I to VIII inclusive. Region

VI contains the states of Washington, Montana,

Minnesota, North Dakota, and Wisconsin and parts

of Oregon, Idaho, South Dakota, and Illinois, and

includes all of the territory occupied by the operat-

ing property of the Northern Pacific Railway Com-

pany.

Sheets 2, 3, 17, and 18 are the only sheets relating

to Region VI and are set forth in full as follows

:

[2130]
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DEFENDANTS^ EXHIBIT 39A

Sheet 2

Bureau of Valuation

Engineering Section

General Notes

The general indices for the United States are

broken down into eight regional sets shown on the

attached map.

The indices are on the basis of 1910-1911 equals

100.

The indices shown for Accounts which include

items such as grading, tunnel excavation, bridges,

ballast haul and tracklaying and surfacing were

dcA^eloped from analysis of major construction con-

tracts covering a period of over thirty years and

from joint studies made with the various sub-com-

mittees of the Presidents' Conference Committee.

The indices shown for material accounts such as

ties, rails, other track material, ballast and fences

were based on studies of carriers' returns to Valua-

tion Order 14, joint studies made with the various

sub-committees of the Presidents' Conference Com-

mittee, well-known engineering and trade publica-

tions, contracts covering major construction projects

over a period of thirty years, and other information

furnished by individual carriers.

The indices represent territorial index factors

and are of value in indicating trends. They are not

necessarily applicable for use in the determination
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of reproduction costs upon individual railroads,

telegraph or telephone companies, or other utilities.

The accounts for which the indices are shown

are the several primary accounts designated in the

Classification of Investment in Road and Equipment

of Steam roads. The accounts are as follows

:

I—Road

:

1. Engineering.

3. Grading.

4. Underground Power Tubes.

5. Tunnels and Subways.

6. Bridges, Trestles and Culverts.

7. Elevated Structures.

8. Ties.

9. Rails.

10. Other Track Material.

11. Ballast.

12. Track Laying and Surfacing.

13. Right-of-Way Fences.

14. Snow and Sand Fences and Snowsheds.

15. Crossings and Signs.

16. Station and Office Buildings.

17. Roadway Buildings.

18. Water Stations.

19. Fuel Stations.

20. Shops and Enginehouses.

21. Grain Elevators.

22. Storage Warehouses.

23. Wharves and Docks.

24. Coal and Ore Wharves.
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25. Gas Producing Plants.

[2131]

26. Telegraph and Telephone Lines.

27. Signals and Interlockers.

28. Power Dams, Canals and Pipe Lines.

29. Power Plant Buildings.

30. Power Substation Buildings.

31. Power Transmission Systems.

32. Power Distribution Systems.

33. Power Line Poles and Fixtures.

34. Underground Conduits.

35. Miscellaneous Structures.

36. Paving.

37. Roadway Machines.

38. Roadway Small Tools.

39. Assessments for Public Improvements.

40. Revenues and Operating Expenses During

Construction.

41. Cost of Road Purchased.

42. Reconstruction of Road Purchaser.

43. Other Expenditures—Road

44. Shop Machinery.

45. Power Plant Machinery.

46. Power Substation Apparatus.

47. Unapplied Consti'uction Material and

Supplies.

II—Equipment

:

51. Steam Locomotives.

52. Other Locomotives.
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53. Freight-Train Cars.

54. Passenger-Train Cars.

55. Motor Equipment of Cars.

56. Floating Equipment.

57. Work Equipment.

58. Miscellaneous Equipment.

Ill—General Expenditures

:

71. Organization Expenses.

72. General Officers and Clerks.

73. Law.

74. Stationery and Printing.

75. Taxes.

76. Interest During Construction.

77. Other Expenditures—General.

[2132]
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Interstate Commerce Commission

Washington

I, W. P. Bartel, Secretary of the Interstate Com-

merce Commission, do hereby certify that the at-

tached is true copy of Railroad Construction In-

dices, compiled by the Engineering Section of the

Bureau of Valuation of the Interstate Commerce

Commission, dated July 1, 1936.

In Witness Whereof I have hereunto set my hand

and affixed the seal of said Commission this 17th

day of February, A. D. 1938.

[Seal of Interstate W. P. BARTEL
Commerce Secretary of the Interstate

Commission] Commerce Commission

[2135]



2684 :idams County et al. vs.

I

CO

M
M
W
X

Eh

Q

CC

o

>^ GC ^

S^ S^

c^

e: c
a*

a:'

^ .

^ o
^g^ o

O K

^^
pi
^

O zD

C P^

"^
Ph
C
p:2

P^

O
:^

Eh

P^

CC ^ T? ^
o o Ut! CD

« CO <X5
GC"

(M
« lO r»* CO ^'
9y o

CO
•€©-

C^

CO

-€©

(M

CO ^ O ^o c^ ^ GC

cvT P of t>:

Ift t— cc QO CO*

3^ t^ <M Tf^ (M

CO

csi

CM

CO

p_

CO

o

T—

i

fi cd

»!^ .r;
o

2 '1 i"

or o

1r c

a:

^ -^ ^
a;

Pi

<^

I—

CO
oc

COo
CO

Ph

^ o

r^ '>- O^'

a-



Northern Pacific liallwuji ( O. 2685

DEPENDANTS' EXHIBIT 39-C

purports to be a computation showing the '^Cost

Reproduction New'' as of June 30, 1917 of Grading

on 'Svholly owned and used" road of the Northern

Pacific Railway Company in the State of Washing-

ton, compiled from the Engineering Report of the

Interstate Commerce Commission, Bureau of Valu-

ation, Pacific District, Account No. 3. Such Cost of

Reproduction New is shown by said Exhibit to be

$36,744,671, and the 1935 Cost of Reproduction New
based on the Indices shown in Defendants' Exhibit

39-A is shown by said exhibit to be $37,112,118,

computed by applying the factor ''1.01" to $36,-

744,671.

DEFENDANTS' EXHIBIT 40

is identical with Schedule 28 shown on page 104 of

Defendants' Exhibit 104.

DEFENDANTS' EXHIBIT 40-A

shows the same data with respect to each of the

years 1930 to 1935, inclusive, and the annual average

for the periods 1932 to 1934 inclusive, and 1933 to

1935 inclusive, as is shown on Schedule 28, appear-

ing on page 104 of Defendants' Exhibit 53 with

respect to 1934 and the five-year annual averages,

1930 to 1934 and 1931 to 1935. The percentage of

plaintiff's system net railway operating income (ex-

cluding taxes) earned in Washington as so com-

puted is shown by said exhibit to be as follows for

the periods indicated:
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Net railway operating

Period income (excluding taxes)

1930 36.530290%

1931 36.369872%

1932 36.187779%

1933 31.705506%

1934 34.091509%

1935 33.602571%

1932 to 1934 inclusive 33.791517%

1933 to 1935 inclusive 33.181822%

[2137]

DEFENDANTS' EXHIBIT 41

shows the same data with respect to each of the

years 1930, 1931 and 1932 as is shown on Schedule

29, appearing on page 105 of Defendants 'Exhibit 53

with respect to 1934. The apportionment of freight

revenue to Washington by virtue of the calculations

shown on the exhibit for said years is as follows:

1930 1931 1932

{12) Division of Interstate revenue

on basis of cost $10,902,504 $ 8,089,884 $ 6,185,330

(13) Intrastate freight revenue

—

Washington 9,715,203 7,761,841 5,497,482

(14) Total freight revenue

—

Washington $20,617,707 $15,851,725 $11,682,812
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DEFKNDANTS' EXHIBIT 41-A

shows the same data with respect to each of the

years 1933, 1934 and 1935 as is shown on Schedule

29, appearing on page 105 of Defendants ' Exhibit 53

with respect to 1934. The apportionment of freight

revenue to Washington by virtue of the calculations

shown on the exhibit for said years is as follows

:

1933 1934 1935

(12) Division of Interstate revenue

on basis of cost $ 6,636,087 $ 7,654,473 $ 8,234,750

(13) Intrastate freight revenue

—

Washington 4,836,839 4,882,700 4,830,125

(14) Total freight revenue

—

Washington $11,472,926 $12,537,173 $13,064,875

[2138]

DEPENDANTS' EXHIBIT 42

is identical with Schedule 30 shown on page 106 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 42-A

shows the same data with respect to each of the

years 1930 to 1935 inclusive as is shown on Schedule

30 appearing on page 106 of Defendants' Exhibit 53

with respect to 1934. The percentages of freight and

passenger operating expenses, both for the system

and for Washington, are shown by said exhibit to

be as follows:
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(17) Percent (18) Percent

(9) Percent Freight to Passenger to

(8) Percent Freight Passenjrcr to Total Total

to Total (System)

69.742529%

Total (System) Washington Washington.

1930 30.257471% 73.176335% 26.823665%

1931 70.407169% 29.592831% 72.596890% 27.403110%

1932 70.465560% 29.534440% 72.318113% 27.681887%

1933 71.036051% 28.963949% 71.801734% 28.198266%

1934 71.591594% 28.408406% 72.772718% 27.227282%

1935 72.262857% 27.737143% 72.819543% 27.180457%

[2139]

DEFENDANTS' EXHIBIIT 43

is identical with Schedule 31 shown on page 108 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 43-A

shows the same data with respect to each of the

years 1930 and 1931 as is shown on Schedule 31 ap-

pearing on page 108 of Defendants' Exhibit 53 with

respect to 1934. The Joint Facility Rents—Credit

for Washington and for the System, and the Rate

of Return and amount allowed for use of property,

for said years is showTi by said exhibit to be as

follows

:

19.30 1931

(20) Joint Facility Rents—
System (Cr.) $ 2,437,105 $ 2,419,941

(21) Joint Facility Rents-
Washington (Cr.) 1,277,576 1,270,536

(30) Allowance for Use of Property

—

Rate of Return (Percent) 4.568112% 2.852036%

(31) Allowance for use of property

excl. Taxes—Total

System $21,773,991 $13,617,806

Washington 7,153,049 4,519,034
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DEFENDANTS' EXHIBIT 43-B

shows the same data with respect to each of the

years 1932 and 1933 as is show^n on Schedule 31 ap-

pearing on page 108 of Defendants' Exhibit 53 with

respect to 1934. The Joint Facility Rents—Credit

for Washington and for the System, and the rate of

return and amount allowed for use of property for

said years is shown by said exhibit to be as follows

:

1932 1933

(20) Joint Facility Rents—
System (Cr.) $ 2,466,395 $ 2,567,989

(21) Joint Facility Rents

—

Washington (Cr.) 1,378,302 1,355,064

(30) Allowance for Use of Property

—

Rate of Return (Percent) 1.808858% 2.477496%

(31) Allowance for use of property

excl. Taxes—Total

System $ 8,667,742 $11,859,225

Washington 2,869,136 3,914,256

DEFENDANTS' EXHIBIT 43-C

shows the same data with respect to each of the

years 1934 and 1935 as is shown on Schedule 31 ap-

pearing on page 108 of Defendants' Exhibit 53 with

respect to 1934. The Joint Facility [2140] Rents-

Credit, for Washington and for the System, and

the Rate of Return and amount allowed for use of

property for said years is shown by said exhibit to

be as follows:
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1934

(20) Joint Facility Rents—
System (Cr.) $ 2,545,359 $ 2,508,374

(21) Joint Facility Rents

—

Washington (Cr.) 1,302,225 1,278,826

(30) Allowance for Use of Property

—

Rate of Return (Percent) 2.790288% 2.755906%

(31) Allowance for use of property

Excl. Taxes—Total
System $13,227,802 $13,012,413

Washington 4,377,999 4,307,841

DEFENDANTS' EXHIBIT 44

is identical with Schedule 32 shown on page 110 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 44-A

shows the same data with respect to each of the

years 1930 to 1935 inclusive, as is shown on Sched-

ule 32 on page 110 of Defendants' Exhibit 53 with

respect to 1934 only. The figures shown on said

exhibit in the respective printed lines of said Sched-

ule 32 for said years are as follows:

Liaeet 1930 1931 1932 1933 1935

2and4: $577,009,898 $577,548,003 $579,889,535 $579,015,150 $569,079,532

5 and 7: 182,778,329 185,098,556 185,335,862 184,297,388 181,690,770

9 and 11: 476,651,866 477,476,653 479,183,133 478,677,858 472,164,615

12 and 14: 156,586,546 158,449,404 158,615,857 157,992,418 156,313,054
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DEFENDANTS' EXHIBIT 45

is identical with Schedule 33 shown on page 111 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 45-A

shows the same data with respect to each of the

years 1930 to 1935 inclusive, as is shown on Sched-

ule 33 on page 111 of Defendants' Exhibit 53 with

respect to 1934 only.

DEFENDANTS' EXHIBIT 46

is identical with Schedule 34 shown on page 112 of

Defendants' Exhibit 53. [2141]

DEFENDANTS' EXHIBIT 46-A

shows the same data with respect to each of the

years 1930 to 1935 inclusive, as is shown on Sched-

ule 34 on page 112 of Defendants' Exhibit 53 with

respect to 1934 only. The figures shown on said

exhibit in the respective printed lines of said Sched-

ule No. 34 for said years are as follows

:

Year Line 1 : Line 2

:

Line 3

:

Line 1 : Line 5

:

1930 $18,396 $65,135,270 $20,617,707 31.653675% $5,823

1931 10,072 50,823,027 15,851,725 31.190045% 3,142

1932 23,209 38,789,246 11,682,812 30.118688% 6,990

1933 23,848 40,224,391 11,472,926 28.522311% 6,802

1935 15,616 45,262,826 13,064,875 28.864470% 4,507
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DEFENDANTS' EXHIBIT 47

is identical with Schedule 35 shown on page 112

of Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 47-A

shows the same data with respect to each of the

years 1930 to 1935 inclusive, as is shown on Sched-

ule 35 on page 112 of Defendants' Exhibit 53 with

respect to 1934 only.

DEFENDANTS' EXHIBIT 48

is identical with Schedule 36 shown on page 113 of

Defendants ' Exhibit 53.

DEFENDANTS' EXHIBIT 48-A

shows the same data with respect to each of the

years 1930 to 1935 inclusive, as is shown on Sched-

ule 36 on page 113 of Defendants' Exhibit 53 with

respect to 1934 only. The figures shown in said ex-

hibit in the respective printed lines of said Schedule

36 for said years are as follows:

Year: Linr 7

:

Line 8: Line 9: Line 10: Line 11:

(St. and Sys. same)

1930 $2,462,635 $1,303,106 (r) $25,530 $2,437,105 $1,277,576

1931 2,476,423 1,327,018 (r) 56,482 2,419,941 1,270,536

1932 2,466,395 1,378,302 2,466,395 1,378,302

1933 2,567,989 1,355,063 2,567,989 1,355,063

1935 2,508,373 1,278,826 2,508,373 1,278,826

[2142]
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DEFENDANTS' EXHIBIT 49

is identical with Schedule 37 shown on page 114 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 49-A

shows the same data with respect to each of the

years 1930 to 1935 inclusive, as is shown on Sched-

ule 37 on page 114 of Defendants' Exhibit 53 with

respect to 1934 only. The figures shown in said ex-

hibit in the respective printed lines of said Schedule

37 for said years are as follows

:

Year: Line 1 : Line 9

:

Line 32: Line 33:

1930 $1,895,503 $592,844 $18,389,952 $22,296,847

1931 1,396,903 466,365 14,657,048 17,645,849

1932 943,251 348,218 10,570,609 12,845,325

1933 732,256 371,852 10,153,354 12,064,954

1935 825,622 513,978 11,284,500 13,618,241

DEFENDANTS' EXHIBIT 50

is identical with Schedule 38 shown on page 115 of

Defendants' Exhibit 53.

DEFENDANTS' EXHIBITS 50-A and 50-B

Defendants' Exhibit 50-A shows the same data

with respect to each of the years 1930 to 1932 in-

clusive, and Defendants' Exhibit 50-B shows the

same data with respect to each of the years 1933

to 1935 inclusive as is shown on Schedule 38 on page

115 of Defendants' Exhibit 53 with respect to 1934

only. The figures shown in said exhibits in the re-
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spective printed lines of said Schedule 38 for said

years are as follows

:

[2143]

Year: Line 1 : Linp 1 1: Line 25: Line 31 : Line 37:

Ex. 50-A

1930

System : 23,372,223 391,900,484 57,112,573 3,787,471 476,172,751

Wash. : 6,719,556 86,895,948 13,720,474 927,938 108,263,916

1931:

System: 19,169,092 320,710,498 46,682,058 2,575,633 389,137,281

Wash. : 5,778,709 72,756,661 11,999,851 744,251 91,279,472

1932:

System: 16,072,557 250,841,512 39,718,844 2,123,581 308,756,494

Wash.: 4,859,172 55,130,724 10,584,744 695,605 71,270,245

Ex. 50-B

:

1933:

System: 15,991,515 273,019,615 38,055,382 2,230,928 329,297,440

Wash. : 4,770,303 57,196,045 9,685,381 766,559 72,418,288

1935

:

System: 18,301,967 338,800,962 41,481,801 3,450,747 402,035,477

Wash. : 5,490,739 68,761,282 10,807,946 883,478 85,943,445

DEFENDANTS' EXHIBIT 51

is identical with the tabulation shown on page 76

of Defendants' Exhibit 53.

DEFENDANTS' EXHIBIT 52

is identical wdth the tabulation shown on page 78

of Defendants' Exhibit 53.

[2144]


