
HOUSE No. 148.

Executive Department’, Boston,
March 5,1870.

I have the honor to transmit herewith the report of the Com-
mittee of the Council on the Boston, Hartford and Erie Rail-
road on the affairs of that Corporation. This report has been
accepted by the Council as the basis of their action in the
future.

Early in January I ascertained that, owing to heavy losses
made in speculating in the stock of the Company, the Directors
had determined to apply to the Legislature for aid from the
State to a very much larger amount than was generally sup-
posed to be necessary to complete and equip the road when
they gave notice in the public papers that an increase would be
asked for.

This action determined me to request the Council to investi-
gate the transactions of the Corporation before issuing more
scrip. It was stated by the Directors to the last Legislature,
in applying for additional aid to the Corporation, that the five
millions of dollars to be issued in scrip, and the funds on hand,
would be sufficient to complete the road to Fishkill. The
report of the Committee of the Council shows conclusively, as
I think, that at the time the bill was passed granting the aid,
the statement of the Directors was correct, and the Corporation
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To the Honorable the Senate and the House of Representatives.
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had means sufficient for that purpose. It seems probable, from
the exhibit, that a portion of the money at that very time was
invested in the bonds and stock of the Corporation, which were
held in the expectation and hope of an advance in the price.
In addition to this, the Directors pledged a large amount of the
bonds for advances, instead of selling them in the usual way.
Since last November many of the bonds have been sold at
reduced prices, to pay the advances, and the result is, a larger
loss to the Corporation than if they had been sold in the mar-
ket at the time of their issue. This loss, however, does not
affect the State so directly as the loss from speculations in the
stock. The funds invested in the stock wore taken from the
treasury of the Corporation, in which they were placed to
be used in constructing the road, and any considerable loss
from the investment deprived the Corporation of the power of
finishing the work. This loss, as shown in one item alone, is
over one million five hundred thousand dollars. Mr. Phil-
brick, the engineer appointed to examine the road in behalf of
the State, informs me that it will require about two and a
half millions of dollars to complete the grading, and furnish
and lay the iron to Fishkill.

It will be readily seen how important these million and a half
dollars were to the final completion of the road.

Self-preservation, if not prudence, would seem to have been
sufficient to have kept the managers from thus perilling an
enterprise so vital to them personally, and so important to the
State. But instead of keeping the funds sacred, and devoting
them to the purposes for which they were intended, they
invested them in the stock of the Corporation, at a much
higher price than that obtained when it was originally issued.
The authority to do this by the Act of incorporation is doubtful
at least, and as trustees of a great enterprise they certainly had
no warrant for thus employing the money placed in their hands.

In issuing scrip the Council have used much caution, and
have uniformly refused their assent until perfectly satisfied
that all the conditions of the Act were fully complied with.

From inquiries made of the Directors of the road, horn the con-

tractors and engineers and all parties having knowledge of the

situation of the Corporation, the Council were led to believe
that though its means were inadequate to the full equipment
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of the road, still there would be no interruption of the work
of construction, and that the road would be finished in July,
or at the latest by the first of September next, to Fishkill.
The Directors now acknowledge that the Corporation is bur-
dened with a heavy floating debt; that they have no bonds
on hand; that the stock is issued to the last dollar, and there
is no money in the treasury. Under these circumstances I feel
bound to continue to withhold my assent for any further issue
of the bonds of the State until the whole matter has been
passed upon by the Legislature, and the Council have fully con-
curred with me in this decision. There are many irregularities
disclosed in the investigation, which show a culpable disregard
of the usages and proprieties of well managed corporations.
One matter deeply concerning the bondholders, and, of course,
the State, which now holds three million six hundred thousand
dollars of the bonds as security for the aid furnished the corpo-
ration, should be promptly considersd by the Legislature. By
the terms of the mortgage there are three trustees, who, in case
of failure on the part of the Corporation to fulfil its agreements,
are to manage the property for the bondholders. These
trustees at the present time are John S. Eldridge, Henry N.
Farwell and Mark Healy, all active and influential members of
the Board of Directors

One of them is directly responsible for the speculations in
the stock which has been so disastrous to the corporation, and
the others were cognizant of, if they did not consent to, many
of the transactions.

It is certainly a great impropriety for either of these gentle-
men, while they are Directors, to hold the position of trustee
under any circumstances: and certainly, in the present condi-
tion of the Corporation, a change is imperatively demanded.
The trustees should have no direct interest in the management
of the Corporation. They should have no special duty except
to guard the interest of the bondholders, and still less should
they have any interests which may be antagonistic to those of
the bondholders.

In placing the matter before you for your consideration and
action, I cannot fail to express my conviction of the importance
of the enterprise to the future well-being of the State, opening,
as it does, another great avenue to the West for the business of
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Boston and the eastern section of the Commonwealth ; but no
corporation can be successful which is managed by parties so
reckless of the trusts committed to them, and who depart so
widely from the common principles of prudence, economy and
faithfulness, which are necessary to secure the confidence of
the public.

The investigation of the Council was properly confined to the
question whether any more scrip should be issued under the
Act of last year.

A broader inquiry, I respectfully suggest, is incumbent on
the Legislature in considering the whole matter. That inquiry
is as to the probable cost of finishing and equipping the road
for a great commercial line capable of competing with the
existing lines to the South and West, and whether sufficient aid
can be given with that reasonable security to which the State is
entitled.

WILLIAM CLAFLIN.
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Council Chamber, Boston, February 28, 1870.

The Committee of the Council upon the Boston, Hartford
and Erie Railroad Company, to whom was referred the matter
of the application of said Company for a further issue of scrip
under chapter 450 of the Acts of 1869, have considered the
same, and herewith submit their Report.

The said Company presented the estimate of Mr. Philbrick,
State engineer, for the month of December last, which showed
that the Company had during December expended the sum of
$330,000 in constructing their road, and therefore called upon
the Governor and Council to issue scrip to that amount as pro-
vided for in said Act. But inasmuch as said Company had as-
sumed in its appeals to the last legislature for aid, that the
State aid previously granted, together with the aid then asked
for, and its own resources would be amply sufficient to com-
plete their road to the Hudson River ; and as in the opinion of
the Committee, the aid prayed for was granted upon the ex-
press understanding and belief, that with such aid, said road
would be completed and moderately equipped ; and whereas,
at the time of said application for further issue of scrip, said
Company had applied for further aid to the present legislature
to enable them to complete and equip their road, thereby nega-
tiving the former assertions of the friends of the Company ;

and because it had been charged in some of the public prints
and elsewhere, that a portion of the funds of the Company had
been used for other purposes than the construction and equip-
ment of the road ; —it seemed to your Committee that it was
its duty to make an investigation into the affairs of the Com-
pany with a view to ascertain how its resources had been
applied.

of iltassadjusctts.
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The questions as to the general management of the Com-
pany ; the wisdom of its contracts; the fidelity of contractors;
its assets, and numerous other queries of a like nature which
suggest themselves in such an investigation, we did not think
it wise or practicable to enter into,—especially as the Company
is now a petitioner before the legislature, which must neces-
sarily originally consider them. The simple point aimed at
by the Committee has been—How much cash the Company has
received from all sources since the State granted its aid ; and
how has this cash been expended.

This course rendered it necessary to examine and analyze the
cash accounts of the Company since July 1, 1868, the month
when the Commissioners appointed under the Act of 1867, (the
first Act granting aid to said Company,) reported to the Governor
and Council the resources of the Company as exhibited and satis-
factorily vouched for by its officers. These accounts, extending
over a period of more than eighteen months, being very volumi-
nous and intricate, and involving vast sums of money, made it
necessary, in our opinion, to employsome one accustomed to, and
expert in such accounts. We, therefore, with the consent of the
Council, employed David Wilder, Esq., to analyze said accounts,
and at his suggestion, and to save time and expense, consented
that he should associate with himself William H. Porter, Esq.

These gentlemen at once commenced the work, and prose-
cuted it with great diligence and success. By working extra
hours they were able to complete it in a much shorter time
than was expected. Their report shows very clearly all the
cash transactions of the Company during the period stated,
and this Report contains an abstract of the report of Messrs.
Wilder and Porter, which shows in a more compact form the
the results arrived at.

Senate Document No. 7 of the year 1869 contains the report
of the Commissioners appointed under the Act of 1867 ; the

report of the Committee of the Council of the year 1868, and
other papers relating to State aid to this Company ; and may
be referred to as containing the exhibit by the Company of its
resources in July, 1868.

On page 27 of said Document No. 7, will be found a state-
ment of the available means of the Company, upon which they
rely to enable them to complete the road, viz.:—
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Cash in bank, ......$2,000,000 00
Acceptances of the Erie Railroad, . . . 1,574,000 00
Berdell mortgage bonds, after deducting

$4,000,000 for deposit with State treasurer,
and $533,000 for redemption of outstanding
bonds, estimated at 80 per cent., . . 3,632,000 00

If to these amounts we add State loan, which,
if granted, will be available from time to
time, as the work progresses, . . . 3,000,000 00

50,000 shares of capital stock, at $2O, . . 1,000,000 00

We have, ....$11,206,000 00

This exhibit is made the starting point of our investigation.
The Berdell mortgage above referred to, is a mortgage dated

March 19, 1866, of the entire road and franchise of this Com-
pany, given by said Company to R. H. Berdell, D. S. Gregory
and J. C. B. Davis, trustees, for $20,000,000 of bonds, of $l,OOO
each, to be issued by said trustees for the purpose of providing
for and retiring all existing mortgage debts and prior liens, and
completing and equipping said road. One provision of said
mortgage is, that said trustees shall retain sufficient of said
bonds to take up all the old prior mortgages on the said line of
road.

It appears on page 17 of said Senate Document No. 7, that,
on July 30, 1868, the Company had exchanged Berdell bonds
for prior mortgage bonds, ....$5,963,000 00
Sold to Erie Railroad, 5,000,000 00

$10,963,000 00

Leaving to Company and “ held to take up all
underlying bonds, and for general uses of
the Company,” ...... $9,037,000 00

It appears on page 18 of said Document No. 7,
that the old bonded debt not then retired
was, 2,790,800 00

Leaving, $6,246,200 00
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Brought forward, .... $6,246,200 00
Which, by the terms of the Berdell mortgage,

could be applied to the “ general uses of the
company.” Out of which must be taken by
the terms of the Act of 1867, to secure the
State, 4,000,000 00

Balance to be used in construction, . $2,246,200 00

Value at that time, estimated at 80 per cent., 1,796,960 00

Subsequent to July, 1868, the above-named trustees resigned,
and John S. Eldridge, Mark Healy and Henry N. Farwell,
Directors of this Company were appointed trustees, thus making
said Company substantially both mortgagor and mortgagee of
its own property. The last-named trustees, disregarding the
stipulations of the mortgage, did not retain sufficient Berdell
bonds to take up the remaining prior mortgage bonds, ($2,790,-
800,) but issued the whole $9,037,000 to themselves, and used
them solely for “ the general uses of the Company.” $3,600,-
000 of them have been deposited in the State treasury; the
balance, $5,437,000, (and a number borrowed in addition,)
have been pledged and collected at 50 instead of 80 per cent.
From July Ist, 1868, to date of this Report, the Company have
bought 871 Berdell bonds, and sold 870, leaving one bond on
hand of those bought. Not a single bond of those mentioned
in the report of 1868 has been sold for cash. The full bond
account is given below.

The above statement is made to show that the item of
$3,632,000 named on page 27 of Senate Document No. 7,1869,
as available means to be derived from sale of bonds, is not an
amount which it is now possible to trace, although they have
borrowed, as shown by the analysis below, an amount larger
than the above, upon their notes payable, and by pledging these
bonds as collateral at an average of not more than 50 per cent.

Of the 50,000 shares of capital stock, 10,000 have been
pledged to the Adams Express Company for $200,000. On the
balance of 40,000 shares the Company have realized but $lO per
share, $600,000.

The amount received on account of the State loan is given in
the cash receipts from Baring, Bros. & Go.
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The following is a rough statement of the results of the ex-
amination, not precisely, but substantially accurate.

Actual Cash Receipts of the Company since July Ist, 1868.
Balance cash on hand at that date, . . $14,520 51
Net proceeds Berdell Bonds sold B. R. R., . 3,796,300 00

State scrip received from Baring
Bros., 3,566,910 19

Borrowed on stock, bonds, &c., . . . 3,321,424 65
of Adams Express Company, .

- 200,000 00

$10,899,155 35
Nominal Receipts from all sources offset by nominal Payments.
Borrowed from sinking fund, .... $200,000 00
Balance on bonds sold E. R. R. Co., . . 1,353,700 00
Borrowed of A. G. Farwell & Co., . . . 1,639,036 22
Received from sundry sources, . . . 134,429 28
Borrowed on bonds and stocks, . . . 458,033 99

$14,684,354 84

Actual Cash Payments.
Cash used strictly in building the Road:

Paid Dillon & Munson on contracts, grading,
engineering, &c., $4,672,448 27

Iron account, 215,973 32
Engines and cars, 161,661 78
Stations, bridges, fences, &c.,.... 103,500 83
Land purchases, 630,247 48
Insurance and taxes, 43,386 14
Miscellaneous expenses, 16,144 69
Wharf property, 295,010 39
Salaries (not services,) 24,799 78

$6,063,172 63

Incidental Expenses.
Interest expenses, . . . $1,870,149 71
Services, (not salaries,) . 40,760 36

Amounts carried forward, $1,911,000 07 $6,063,172 63
2
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Amounts brought forward, $1,911,000 07 $6,063,172 63
Legal expenses, . .

. 355,290 54
Rent to other roads, . . 221,505 98
Individual accounts, . . 161,946 10
City of Providence (deposit,) . 100,000 00
Commissions, . . . 62,500 00
Guarantees, .... 79,722 32
Interest on Berdell bonds, . 356,300 00
Loss on stock, . . . 1,523,714 71
Loss on 871 bonds purchased

and sold, .... 3,020 00
Paid State Sinking Fund, . 556,560 80

5,331,460 52

$11,394,633 15

Nominal Payments offset by Nominal Cash
Receipts.

Norfolk County Bonds, ..... $525,861 87
Old Boston, Hartford and Erie Bonds, . . 149,139 00
Balance stock account, ..... 1,060,010 82
One bond on hand, ..... 1,000 00
Cash on hand to balance, .

. . . 10 00
Paid amount borrowed from Sinking Fund, . 200,000 00
Loss on bonds sold E. R. R. Co., . . . 1,353,700 00

$14,684,354 84

Under the heading of “ Cash used strictly in building the
Road,” the Committee have included such items, selected from
the list of cash payments, as in their judgment are so applicable.
Most of the other items they have included under the heading
“ Incidental Expenses.” The classification may not be strictly,
but is substantially, accurate.

The items for services, for legal expenses, for commissions
and for interest show great extravagance in the management of
the Company.

The item for loss on stock speaks for itself.
The annexed account is an abstract of the detailed account

presented by the experts employed by the Committee.
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It is due to the Company to say that its Officers and Directors
have afforded every facility in their power to enable us to make
a thorough investigation.

The whole estimate of Mr. Philbrick is for . $400,000 00
Viz. For construction of railroad, $330,000 00
Filling of flats near South Boston, 70,000 00

5400,000 00

In view of the facts appearing in this Report, and of the fact
that the Company has placed the whole question of State policy
regarding this enterprise again in the hands of the legislature,
we recommend that no more scrip be issued to the Company in
aid of the construction of said road until the legislature have
decided the question now before them.

(Signed,) JOSEPH TUCKER,
For the Committee.
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Cash Receipts.
Balance on hand July Ist, 1868, .... $14,520 51
Bonds to Erie Railroad, 5,150,000 00
Received from Baring Bros. & Co., . . . 3,566,910 19

from A. G. Farwell & Co., . . . 1,639,036 22
from Adams Express Co., loan on 10,000

shares of stock, 200,000 00
Borrowed from Sinking Fund, .... 200,000 00
Sundry sources, 134,429 28
Notes payable, and by pledging bonds and stock

as collateral, 3,779,458 64

$14,684,354 84

Cash Payments.
Construction,* ....$4,672,448 27
Iron Account, .... 215,973 32
Engines and Cars, . . . 161,661 73
Stations and other buildings,

bridges and fences, . . . 103,500 88
Land purchases, .... 530,247 48
Wharf property, .... 295,010 39
Salaries and services, . . . 65,550 14
Legal expenses, .... 355,290 54
Insurances and taxes, . . . 43,386 14
Rent to other roads, . . . 221,505 98
Miscellaneous, .... 16,144 69
Norfolk County Bonds, .

. 525,861 87
Old Boston, Hartford& Erie Bonds, 149,139 00
Individual accounts, . . . 161,946 10
City ofProvidence, deposit, . . 100,000 00
State Sinking Fund, . . . 556,560 80

Amount carried forward., . $8,174,227 28

* This includes amounts paid Messrs. Dillon & Munson on contracts, also gradation
and engineering.

ANALYSIS OF CASH.



Amount brought forward,
. $8,174,227 28

Repaid amount borrowed from
Sinking Fund, .... 200,000 00

Interest, Commissions and Guar-
antees, 2,368,672 03

Stock account, see analysis below, 2,583,725 53
Discount on Bond transaction with

Erie Railroad, .... 1,353,700 00
Loss, being balance of discount be-

tween purchase of 871 bonds and
sale of 870, .... 3,020 00

Bond on hand, purchased, .
. 1,000 00

Cash on hand, .... 10 00
514,684,354 84

Stock Account.
Dr.,—

Total amount paid on this account as shown by
cash, including purchases of stock and settle-
ment for losses, ...... $2,583,725 53

Cr.,-
By amount of profit, . .

. $374,520 82
sale of 60,500 shares, at $lO, . 605,000 00

Stock on hand at present time and
estimated at'slo, (8,049 shares), 80,490 00

1,060,010 82

Amount of loss, ....'. $1,523,714 71

Total amount ofBerdell Mortgage Bonds, . . $20,000,000 00
Exchanged for old bonds, see page

17, Senate Doc. Ro. 7, 1869, . $5,963,000 00
Sold in New York, (E. R. R.,) . 5,150,000 00
Deposited with State Treasurer, . 3,600,000 00
Pledged as collateral, . .

. 5,286,000 00
On hand, ..... 1,000 00

520,000,000 00

Amount sold in blew York to E. R. R., realized
in cash, ........ $3,796,300 00

There has been received from Baring Bros. & Co.,
on account of bonds deposited with the State
Treasurer, ....... 3,566,910 19

Amount carried forward, .... $7,363,210 19

1870.] HOUSE—No. 148. 13
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Amount brought forward, .
$7,363,210 19

Borrowed on 5,286 Berdell Bonds, . . • 2,643,000 00
The balance of cash receipts from notes payable,

borrowed bonds and stock, and from other
sources, 3,321,424 65

Items of discount, 1,356,720 00

$14,684,354 84

Bonds outstanding and underlying the Berdell Mortgage.
From Providence to Waterbury, ....*52,055,000 00
From Boston to Mechaniosville and Southbridge,

and Boston to Woonsocket, .... 465,600 00

Total, $2,520,600 00

Floating Debt.
As reported Nov. 30th, 1869, .... $7,349,163 74
Increased by settlements since that time, as per

statement of the Treasurer, .... 980,083 50

Total, $8,329,247 24

This floating debt is secured in part by the pledging of bonds
and stock as collateral, and in final settlement will be reduced by
the value of these securities.

* Sinking Fund to meet this claim now amounts to $240,000.


