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This book is the product of the author's activi-
ties as an investment analyst in New York and as 
an instructor in Railroad Finance at the New York 
University School of Commerce, Accounts and Finance. 
The subject, hitherto, has not been given the atten-
tion and the critical analysis commensurate with its 
importance. The large amount of statistical data 
and other information contained in the annual re-
ports of the railroads are generally accepted without 
much inquiry. The work that has been done thus 
far by professional analysts and railroad statisti-
cians aims to gauge railroad activities by the use of 
rigid standards and definite mathematical formulae. 
In these pages no attempt is made to lay down rules 
or maxims. No tables of "averages" are presented 
as final evidence of railroad status or progress. The 
purpose throughout is a critical examination of facts 
and figures derived from railroad reports and other 
publications with a view to assisting in the correct 
judgment of railroad activities and operating results. 



INTRODUCTORY 

In no other country and at no previous time have 
railroad operations received as much attention as 
at present in the United States, and it is doubtful 
whether these matters have ever been more fla-
grantly misinterpreted. The economic importance 
of American railroads and the participation of the 
people as individual investors in their rapid growth 
and development creates a demand for the proper 
understanding of railroad activities and operating 
results. Government regulation under the Inter-
state Commerce Act has promoted and assisted this 
demand. The publications of the Federal and State 
commissions are now as important sources of 
statistical information as the reports issued by the 
individual railroad companies. These published sta-
tistical returns are in many ways useful to the rail-
road manager, to the investor and to the public. 
The expensiveness of compilation and the liability 
to abuse and misinterpretation render necessary the 
utmost wariness and care in analyzing such data. 

It is because of the difficulty of arriving at satis-
factory standards that railroad statistics are ex-
tremely troublesome to formulate. There are many 
factors to be considered outside of the bare figures 
and the relative values of thesc factors are con- 
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stantly changing. All modern countries desire a 
satisfactory stable unit by which operating results 
as between different railroads and at different periods 
of time may be unmistakably presented to the pub. 
lic. Uniformity of statistics, however, does not 
admit of an actual and final comparison of one rail-
way with another, or of the operations of one period 
with another period, nor do "averages" covering 
an endless variety of lines and systems form a wholly 
reliable basis for judging results. The Pennsylvania 
and the Philadelphia & Reading Railroads, for ex-
ample, are ordinarily held to be competing roads 
of the same standard of financial soundness and 
operating efficiency. The Pennsylvania, however, 
has a traffic amounting to many times that of the 
Philadelphia & Reading. Moreover, the charac-
teristics of the two lines are in many respects differ-
ent. The Reading is practically a terminal road, 
while the Pennsylvania branches out in all direc-
tions and extends over almost half of the Continent, 
carrying a great volume of through traffic. It is 
necessary, therefore, in any comparisons between 
these two systems, to take into account the relative 
proportions of terminal work, the nature of the 
traffic and the length of the haul and other similar 
factors. Unless this is done, a comparison of the 
operating results based entirely on statistics would 
be quite misleading. 

Another cause of the defects in the use of railroad 
statistics is the misunderstanding of the real signifi-
cance of each statistical item. Too little or too  

much emphasis may be placed on the material used. 
The soundness of statistical logic in general requires 
that the intrinsic worth of the figures presented be 
fully recognized. Lack of appreciation of this fact 
frequently leads to erroneous analyses and improper 
comparisons. Moreover, unless a statistical analysis 
is of some distinct value to the railroad executive or 
manager, to the investor, or to the statesman and 
the public at large, work of this character cannot 
be economically justified. In other words, each 
class of railroad data should have an underlying 
purpose and should be compiled, classified and in-
terpreted to accord with this purpose. 

Having in mind these considerations the ma-
terials forming the basis of this book are classified 
as follows: 

(1) Data relating to the dlaracter of the transporta-
tion facilities. Hereunder are analyzed the physical 
features of railroads in so far as they influence rail-
road operations and indicate the adjustment of 
transportation facilities to traffic demands. 

(e) Data measuring efficiency and economy of oper-
ation. These are the so-called traffic or "mileage" 
statistics, indicating the nature and volume of the 
traffic, and the cost in transporting and in handling 
the same, expressed under proper terms and in stan-
dard units. 

(3) Data measuring revenues, expenses and net 
earnings. Herein is comprised the study of the 
Income Account and Profit & Loss Account. 

(4) Data measuring the capital investment in rela- 
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tion to the corporate resources and liabilities. Analyses 
of the General Balance Sheet and, more particularly, 
Capitalization are afforded by this class of materiaL 

In order that these topics may be more clearly 
understood preliminary chapters are inserted, treat-
ing of railroad rates and railroad securities and 
describing the important railroad systems of the 
United States. 
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CHAPTER I 

RAILROAD RATES 

Economic Theory of Rates. The economic basis 
of railroad rate making is that the charge for the 
service shall permit a profit both to the shipper (or 
passenger) and to the carrier. If the rate is such as 
not to afford the shipper a profit through the trans-
portation of his goods, he will dispose of them at 
home and the railroad will lose the business. On 
the other hand, if the rate is so low that the carrier 
directly or indirectly obtains no profit, the service 
is no longer a field for business enterprise. This 
principle applies to individual rates as well as to the 
general level of charges. It is somewhat obscured by 
the heterogeneous character of railroad traffic and 
the wide disparities and the complexities in existing 
rate structures. There are undoubtedly many 
instances when goods and persons are accepted for 
transportation at rates which yield revenue less than 
the direct cost of performing the service. Usually, 
however, such rates are fixed with a view to assisting 
or promoting other and more remunerative traffic. 
The service in this case is preliminary or auxiliary 
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to a further service. Thus, raw materials are fre-
quently hauled at a loss because in this way the rail-
road company is enabled to obtain the traffic arising 
from the movement of the finished product. Sim-
ilarly, very low commutation rates are granted to 
passengers travelling between cities and suburban 
districts so as to promote the growth of these locali-
ties and thus4urnish a local movement of merchan-
dise to supply the needs of increasing suburban 
population. Under these conditions, rates are ad-
justed so as to give the railroad a maximum net 
return on its operations. 

The margin of the charge within which a railroad 
company can profitably conduct business and the 
public can furnish business varies with each class of 
traffic and with each journey or shipment. It is 
exceedingly difficult to determine even approxi-
mately without actual tests. Fluctuations in the 
price of commodities and in wages, changes in eco-
nomic and industrial conditions and in the supply of 
available traffic are continually altering the price 
margin beyond which the seller or the purchaser of 
the service, or both, may suffer an economic disad-
vantage. The nature of some commodities, in re-
spect to value, bulk, and relative ease or difficulty  in 
handling, may permit a wide range between the 
lowest and the highest rate at which they may be-
come a part of railroad traffic. There are a number 
of commodities, on the other hand, for which the 
range is exceedingly narrow. A slight change in the 
rate may cause an economic burden on the shipper, 

or on the railroad. Let us assume that manure ob-
tained in a city somewhat distant from farm lands 
is offered for transportation. The value of this 
article in proportion to bulk is very small. Unless 
the transportation rate is low, it will not pay to have 
it shipped to the farms where it has a value. The 
railroad company, on the other hand, cannot make 
a direct profit from the transportation, unless the 
rate is high enough to cover the expense in furnishing 
the service. It can be readily seen in this case that 
the adjustment of the rate must come within a very 
narrow margin, otherwise the commodity will not 
become an article of railroad traffic. But the ship-
ment of manufactured silk from one locality to 
another, or even from one continent to another, 
would be very little affected by a slight increase or 
decrease in the freight rate. In almost any region, 
the transportation cost of silk would be but a very 
small fraction of its market price. On commodities 
of this nature the range of adjustment of freight 
charges permits a wide choice of rates. 

The necessity of distinguishing in rate making 
between the kinds of commodities and the sources 
of traffic has engendered the principle known as 
"charg;i , g what the traffic will bear." This exprgs-
sion, as pointed out by Mr. Acworth,' has acquired 
an ill repute. It is commonly defined as veiled ex-
tortion. Yet, it represents the only economic 
principle of developing commerce and industry with 
modern transportation facilities. 

1 Elements of Railroad Economics, p. 75. 
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Of recent years, in the discussion of rate questions 
there have been endeavors to distinguish between 
charges based on the value of the service and charges 
based on the cost of the service. By "value of the 
service" is meant what the public can afford to pay 
for the service, whereas the "cost of the service" is 
all the expenses of the carrier in performing the 
service . Taken alone, as an explanation of rates, 
these two theories "do little more than to base rates 
for the most part on themselves and on each other." 
As pointed out by Prof. John M. Clark, "The value 
of a transportation service is sometimes defined as 
the difference between the price of the commodity 
in question at the point of shipment and the price at 
the destination. . . . The suggestion is altogether 
deceptive, for the difference in price itself depends 
on the transportation charges." 1  

The cost of service theory is likewise unsatisfactory 
for by no manner of means can railroad costs be 
measured or applied directly to particular railroad 
services. The transportation cost of each class or 
kind of commodity not only differs, but each item of 
traffic at any given time and at each haul has a 
different cost. Cost is the resultant of all conditions 
under which the transportation business is done. As 
is pointed out on page 145, one of the chief elements 
affecting cost in railroad operations is traffic density 
(I. e. volume of traffic). The more business done, the 
lower the cost of performing each unit or item of 

"standard,' of lim.oniblcuess in Local Freight Discriminations." by 

John Maurice Clark. 	pp. Si -M.  

business. The rates themselves, however, influence 
the volume of business. Accordingly, to base rates 
entirely on cost would be attempting to find one 
unknown quantity by using another. 

Railroad Rate Regulation. Notwithstanding the 
impracticability of establishing definite and concrete 
standards of rate making or in determining criteria 
for rate reasonableness, transportation charges have 
become matters of government regulation and super-
vision. A railroad, even though privately owned 
and operated, is an instrument of public service. Its 
rates and charges affect closely the public welfare. 
The self-interest of the railroad company in the fixing 
of rates is not to be permitted to have full play. In 
other words, private gain, though a motive for 
railroad operation, is controlled by a higher motive, 
namely, public welfare. This does not mean that 
private gain and public welfare are opposing forces. 
In fact, no system of transportation charges will long 
prevail, where either force is neglected. 

The fundamental importance of reasonable freight 
rates as affecting the general welfare in the United 
States can hardly be exaggerated. Probably in no 
other civilized country do railroads play as important 
a part in economic and industrial development as 
they do in the United States. The long distances 
separating leading industrial centers, the varying 
character of geographical divisions, the diversity of 
natural resources and the broad expanses of un-
developed and partially developed territory, all com-
bine to make the great transportation agencies fore- 
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most factors in industrial affairs. Railroad progress, 
both physical and financial, is therefore, a matter 
of grave public concern. 

The close dependence of public welfare on the 
railroads in the United States led to the creation 
of a governmental regulating body, the Interstate 
Commerce Commission. Since the passage of the 
Act of 1887 creating this commission, Federal con-
trol over railroads has been broadened and intensi-
fied. Each amendatory act or supplementary stat-
ute has augmented the powers and duties of the 
Interstate Commerce Commission, until no other 
tribunal of the Government has, at present, such 
extensive functions or is burdened with such onerous 
duties. Primarily established to detect rate dis-
criminations and abuses, the Interstate Commerce 
Commission has developed an organization for de-
termining and controlling both the rate making and 
the operating activities of the railroads. 

The original Interstate Commerce Act of Feb-
ruary 4, 1887, furnished no definite theory for de-
termining reasonable rates or rate discriminations; 
none could be adopted without the sanction and 
approval of the courts. The lack of definiteness in 
the wording of the organic law, resulted in a series 
of conflicting legal opinions which greatly hindered 
the, Commission in its activities. At the beginning 
the Commission refrained from claiming the right 
to prescribe "reasonable" rates, though the fact 
soon became apparent, that as an effective rate 
regulative tribunal it must "make" as well as  

"break" rates. The Commission endeavored as 
far as possible to enlarge its usefulness by assuming 
the power of prescribing specific rates in lieu of those 
condemned as unreasonable. The legality of this 
process, however, was disputed, and when sub-
mitted to the courts, failed to receive judicial ap-
proval.' 

ecisions and legislative enactments during 
; uvagla. 

the first twenty years hampered the activities of 
the Interstate Commerce Commission. Inasmuch 
as appeals from the decisions of the Commission 
necessitated an entire review of evidence, nothing 
was gained from its labors, either in the expedition 
or final adjudication of rate controversies. During 
this period the Interstate Commerce Commission, 
moreover, was not concerned with the reasonable-
ness of the general scale of freight charges, chiefly 
because of the absence of serious complaints on this 
score. Modifications in freight classifications in 
1900, combined with the public dissatisfaction over 
the inefficacy of the Interstate Commerce Act, made 
the question of freight rates prominent. About 
this time, also, traffic congestion on the railroads 
produced unsatisfactory transportation service, the 
outcome of which was a clamor for additional legis-
lation, culminating in the Hepburn Act of June, 1906. 

The Hepburn Act as finally passed, though it 
granted the Commission power to prescribe a rail- 

' New Orleans and Term Pacific Railway vs. Interstate Commerce 
Commission. mg U. Si 184; also "Maximum Freight Rate" Decision. 
107 U. S. 479. 
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road rate in lieu of one declared unreasonable, was 
merely a stepping-stone to complete rate control. 
Further legislation regulating freight rates was en-
acted by Congress in 1910, when the Commission 
was given full power to suspend all changes in freight 
rates for a maximum period of six months pending 
an investigation of the reasonableness of the changed 
rates. Thus, the Interstate Commerce Commission 
has full rate fixing powers. Through its decisions 
it can seriously affect both the earning power of 
the railroads tind the welfare of the public. 

The ultimate outcome of the rate determining 
power of the Interstate Commerce Commission is 
indeed problematical. The elements of permanency 
and rigidity in rates, which are incompatible with 
changing economic conditions, is not obviated even 
in the absence of Government rate control. Rate 
making of itself is such a delicate and complicated 
task that when a scale of charges is once established, 
railroad managers, in spite of competitive forces, 
are loath to make adjustments warranted by eco-
nomic conditions. It is from the stereotyped rates 
of the last generation that the railroads find it very 
difficult to free themselves by establishing new rate 
schedules. 

Interstate and Intrastate Rates. One of the 
principal obstacles to efficient Federal rate regula-
tion is the power held by each State to control 
rates on traffic within its borders. These intrastate 
rates have become exceedingly burdensome to the 
railroads. In order to escape them, the claim was  

made in a number of cases that these rates were 
interference of interstate commerce and, there-

fore, unconstitutional. The result of this litigation 
was made known in the Minnesota Rate Cases de-
cided by the Supreme Court on June 9, 1913. The 
Court held: 

(1) That the Constitution gives Congress an au-
thority at all times adequate to secure the freedom 
of interstate commercial intercourse from State con-
trol and to provide effective regulation of that inter-
course as the national interest may demand. 

(2) That control of commerce confined within 
one State and not affecting other States is reserved 
to that State. 

(3) That, even without action by Congress the 
commerce clause of the Constitution necessarily ex-
cludes States from direct control of subjects which 
should be prescribed by a single authority. 

(4) That there remains to the States the exercise 
of the power appropriate to their territorial juris-
diction in making suitable provision for local needs. 

The effect of the decision is to sustain the power 
of the State railroad commissions and State legis-
latures to fix two-cent passenger or other rates on 
business exclusively within the States, provided al-
ways that the rates are not confiscatory. The Supreme 
Court holds further, however, that Congress has 
the power to override State authorities as regards 
the fixing of rates which will affect interstate busi-
ness whenever it shall seek to exercise such authority. 
It is not through a lack of power, but because Con- 
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gress has failed to exercise that power, that the Su-
preme Court decided against the railroads. 

A problem arising from the intrastate rate regula-
tion is whether a State authority can fix a rate which 
in effect constitutes a discrimination against locali-
ties in other States. This is the interesting conten-
tion in the Shreveport Case' in which the Interstate 
Commerce Commission set aside rates fixed by the 
laws of Texas. The fight against the Texas rates 
was begun by the Louisiana Railroad Commission 
before the Interstate Commerce Commission. The 
Louisiana authorities set forth that the low rates 
forced upon the railroads on intrastate traffic within 
the State of Texas gave a very pronounced advantage 
to shippers from Houston and Dallas, to other points 
in Texas, as against shippers from Shreveport, La., 
to Texas points about equally distant between the 
Texas and the Louisiana shipping centers. In mak-
ing its order the Interstate Commerce Commis-
sion expressly declared that rates fixed by State law 
within the limits of Texas constituted a discrimina-
tion against points outside the State, and several 
railroads were directed to disregard the low rates 
imposed on traffic within the Texas limits. The 
Commerce Court has sustained the order of the 
Interstate Commerce Commission. 

Sectional Competition and Rate Adjustments. 
Along with the Government's responsibility, in freight 
rate adjustments, for national progress and railroad 
welfare, the problem of sectional competition and 

I See ZS I. C. C., p. 81. 

traffic distribution must be considered. Probably 
the most influential factor in causing rate discrimina-
tions is the profound dissatisfaction of many com-
munities with their status in competing for the 
distribution of their products with other communi-
ties better situated geographically. These com-
munities are far less concerned about obtaining low 
rates than about securing such rates as may place 
them in a favorable competitive position with other 
sections. The Interstate Commerce Commission, 
in dealing with proposed rate changes, finds itself 
much more hampered by the conflicting claims of 
competing localities than by the troubles of deter-
mining whether given rates are in themselves reason-
able. The Commission can completely alter or 
destroy traffic relationships by merely reducing 
some rates and not reducing others. That it has 
this right has been tentatively upheld by the Su-
preme Court in the Missouri River Rate Cases.' 
The question in these cases was the validity of the 
Commission's order reducing certain rates charged 
on through freight from the Atlantic seaboard to 
Missouri River cities. These rates had been made 
up by adding to the rate from the Atlantic seaboard 
to the Mississippi River the full local rate from the 
Mississippi River crossings to the cities on the Mis-
souri River. Thus a general class rate per hundred .  
pounds from the seaboard to the Mississippi River 
was 87 cents, and the rate thence to the Missouri 

Interstate Commerce Commission vs. the Chicago, Rock Island & 
Pacific R. R., et al., U. S. et8 p. 88. 
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River points was 60 cents, making $1.47 the joint 
rate. The Commission ordered a reduction to $1.38, 
a difference of 9 cents. The Circuit Court in re-
straining this order of the Commission, held that the 
reduction gave undue advantages to the Atlantic 
seaboard manufacturers and jobbers against the com-
petition of manufacturers and jobbers in both the 
Missouri River and intervening territory; and that 
this rearrangement of competitive traffic conditions 
was not within the powers granted to the Interstate 
Commerce Commission. The Supreme Court (by 
a decision of four judges against three) reversed this 
judgment. 

"Long and Short Haul" Rates. The problem of 
traffic distribution on an equitable basis involves 
consideration of "long and short haul" charges and 
water competition. The Interstate Commerce Act 
provides that the railroads shall not charge more 
for a short haul than a longer one over the same line 
in the same direction except with the express authori-
zation of the Interstate Commerce Commission upon 
application by the carrier and after investigation. 
The principal justification for higher shorter haul 
rates than are granted for longer hauls on the same 
line is competition both of paralleling rail lines and 
of water transportation. Through rail rates from 
the Atlantic to the Pacific seaboard, for example, 
(whenever it was deemed profitable for the railroads 
to hold the traffic), were made low enough to meet 
the water rates between these points. The rates 
to important inland points, even at considerable  

distance from the coast terminals, were frequently 
a good deal higher. As a general rule in transcon-
tinental traffic, the rates to "inter-mountain " points, 
such as Spokane, Salt Lake, Denver and Reno, were 
made to approximate the charge to 'the Pacific coast 
points, plus an additional "back-haul" rate. This 
made the coast terminal cities the distributing points 
inland and prevented the growth of interior traffic 
centers as rivals to those on the coast. Thus, the 
system of "long and short haul" rates arising from 
water competition determined to a large extent the 
location of industries and the geographical develop-
ment of trade. 

A recent decision of the Commission which at-
tracts the most attention with reference to water 
competition is the verdict in the Spokane Rate case.' 
In this controversy the most important contention 
of the railroads was the existence of water compe-
tition centering about Spokane. Traffic from the 
Atlantic seaboard to any destination like Spokane 
could be moved by water to the coast and thence 
by rail to the interior point. A competitive rail rate 
to the interior point, therefore, would be the sum of 
the water rate plus the rail rate from the coast. As 
a result of a previous decision, however, the rate to 
Spokane from the East had been reduced to 75 per 
cent. of the rate to the coast cities, plus 16 2/i  per 
cent. of the local back-haul rate. The coast cities 
complained that this adjustment gave a competitive 

'City of Spokane, et al. vs. Northern Pacific, et al., Interstate Com-
merce Coruniiasion, Opinion No. 1363. 
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advantage to Spokane as a distributing center. 
The Commission, however, did not accept the con-
tention of the coast cities, but expressed a doubt 
whether the railroads should be permitted to con-
struct a tariff for the express purpose of compelling 
the manufacture or the merchandizing of a given 
commodity at Chicago, or upon the Missouri River, 
or at any other place. The Commission, moreover, 
denied that the railroads were at liberty to meet 
water competition "in whatever way or to whatever 
extent they see fit." In other words, the railroads 
are not allowed to consult merely their own interests 
or the desire of the communities which they serve. 

A further problem involved in the equalization of 
traffic distribution by means of freight rates is the 
competition of home- with foreign-made products. 
The position taken by the Commission with respect 
to the relation between railroad rates and foreign 
competition in similar goods is indicated in the 
California citrus fruit cases,' in connection with the 
rates charged on lemons. The world's supply of 
lemons is chiefly produced in two localities—Sicily 
and Southern California. The cost of producing 
lemons in Sicily is much less than in California, as 
labor enters largely into the cost of production. In 
spite of a protective duty of 81 per hundred pounds 
(increased by the Payne Tariff Act to $1.50 per 
hundred pounds) the low water transportation charges 
available to the Sicily lemon prohibited the sale of 
the California product in territory east of the Missis- 

19 Interstate Commerce Commission Report. p. 148.  

sippi River. The Commission decided that an in-
crease in the rate from $1.00 to $1.15 per hundred 
pounds on California lemons to the Eastern sea-
board, established since the passage of the Payne 
Tariff Act, was exorbitant, and that the old rate of 
$1.00 per hundred pounds should be restored, in 
order to permit the sale of "home grown" lemons 
in Eastern territory. If the principle inferred from 
this decision is applied generally, its economic im-
portance cannot be ignored, since it may be made 
to apply in every instance where the tariff is in-
adequate to protect against foreign competition. 

Rates and Changes in Economic Conditions. Aside 
from the problems of rate adjustment required by 
the immediate exigencies of trade and traffic distri-
bution, modifications in systems of rates are con-
stantly necessary in a rapidly growing country to 
keep pace with changing economic conditions.' 
This point is well brought out in the complaint of 
the Lincoln (Nebraska) Commercial Club, decided 
April 6, 1908. 2  Concerning this case, Professor Rip-
ley writes: 

Lincoln. Nebraska, lies about 5.5 miles southwest of Omaha. Originally 
all its supplies came from the East. as both cities were for a time outposts 
of civilization. The coal supplies came from Iowa and Illinois and the 
salt from Michigan. On these and most other commodities the rates to 
Lincoln were made up of a through rate from the East to the Missouri 
River, plus the local rate on to destination. The city of Lincoln thus paid 
considerably more than Omaha for all of its supplies. Gradually condi- 

' For an excellent discussion of this question see Professor Ripley's 
"Rate Making in Practice," Railroad Age Gazelle. June 4, 1008. 

2  Interstate Commerce Commission, Opinion No. 1101. 
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tiona have changed, until in 1907 it appeared that over half the soft coal 
consumed in Lincoln was brought from Kansas and Missouri; four-fifths 
of the lumber from the South and nearly all the rest from the Pacific 
coast; gas and salt from the gas belt and salt beds of Kansas and a pent 
deal of beet sugar from the western fields. For a large proportion of these 
and other supplies, Lincoln was actually as near or nearer the point of 
production than Omaha, and yet the difficulties of effecting an adjust-
ment between rival carriers had prevented any modification of rates 
corresponding to Mesa changes in economic CO nditiono.' 

Adaptation to business changes is an essential 
element of successful railway operation and develop-
ment. American railroad managers, urged by com-
petitive railroad building, must be active and alert 
in seeking new territory and new traffic. A strong 
contrast between Europe and the United States 
lies in the fact that the European railroads generally 
sake business as tney find it; whereas, the American 
railroads are forced to make business. 

-Railroad Rate Making in Practice," Railroad Age Gazette, June 4. 
1909, p. 1107. 

CHAPTER H 

RAILROAD SECURITIES 

Railroad securities are of two general kinds: 
(1) Capital Stock, representing certificates of proprie-
torship and (t) Funded Obligations, representing cer-
tificates of indebtedness. The owner of shares of 
stock is theoretically a partner in the enterprise, 
whereas the holder of certificates of indebtedness 
(whether bonds, notes or warrants) is a creditor. 
The entire capital stock and funded indebtedness 
of a railroad company constitutes its capitalization. 

Capital Stock. Capital stock i the primary form 
of capitalization. Legally, it represents the fund 
subscribed by owners of a corporation for the pur-
pose of enabling it to conduct business and to obtain 
credit as a corporate entity. The form of the cer-
tificates are in shares usually of $100 each. Some 
of the leading railroad companies, notably the Penn-
sylvania, the Lehigh Valley and the Reading have 
$50 shares. This unit of value of the shares is known 
as the par value or face value. 

Shares of capital stock usually represent perma-
nent and negotiable interest in the corporation issu-
ing them. If this interest is terminable, it is only 
so at the option of the corporation. Though the 
corporation is theoretically liable to shareholders and 
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creditors for the money value represented by the 
stuck certificates, this liability cannot be enforced 
by the shareholders on any maturity date or as long 
as the corporation is an active, "going concern." 
Shares of stock, however, are sometimes issued under 
contracts whereby the issuing corporation reserves 
to itself the right to retire them at its option. This 
right may be absolute or subject to conditions ex-
pressed in the contracts whereunder the shares were 
issued. Moreover, the whole or a part of the body 
of stockholders may agree to an alteration of the 
terms under which the stock has been issued. M1 
these matters are subject to legal restrictions and 
to the charter provisions which are binding upon the 
corporation. 

The fact that the stockholder is theoretically a 
"proprietor" and not a "creditor" settles upon 
him certain of the rights and duties of proprietor-
ship. These, however, are only "equitable" rights 
and duties. They can be exercised only in respect 
to the same rights and duties of the other share-
holders. The stockholder, therefore, cannot exercise 
the common rights of individual proprietorship as 
against the property or the business of the corpora-
tion. Re cannot, in an individual or private capacity, 
sequester all or any part of the property or assets. 
He, personally, is not permitted to examine the 
books of account or to interfere with the corpora-
tion's affairs unless as an authorized agent or officer 
of the corporation acting in accordance with its by-
laws. On the other hand, the stockholder, in a 

private capacity is not personally liable for claims 
against the corporation and is not responsible for 
its acts. This arises from the legal principle of 
"limited liability," on which corporate business 
enterprise is based. The full import of this ancient 
principle, however, may be altered by State and 
Federal legislation. Railroad companies, like all 
other business corporations, are creatures of legis-
lative enactment. They draw their powers from a 
charter with which they are legally bound to comply 
in their relations to the public, to their creditors and 
to their stockholders. 

One of the principal rights usually pertaining to 
stock ownership in a corporation is the privilege of 
a pro Tula vote in determining certain questions 
relative to its affairs. The stockholders generally 
have the right of participating in the election of the 
officers or directors. They also share in proportion 
to their holdings in the distribution of surplus profits. 
These mutters, however, are specifically determined 
by the provisions of the railroad charter or by the 
terms of the contract under which the shares of stock 
are issued. 

The voting privilege attached to shares of capital 
stock may be surrendered by the stockholder through 
a voting trust agreement. This means that the actual 
certificates of capital stock arc lodged with several 
trustees, who hold the same in the interests of the 
owners, and who issue in return voting trust certifi-
cates representing the actual shares. Thus, a majority 
of stock of the Southern Railway is deposited with 


