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Executive Department, Boston, June 20,1870.

I return without my approval the Bill entitled “An Act to
aid in the construction of the railroad of the Boston, Hartford
and Erie Railroad Company.”*

The people of the Commonwealth began to see very soon
after the introduction of railroads into this country that the
prosperity of this State depended upon establishing a direct
communication with the canals of New York and the railroads
of that State and other States west. Private enterprise was at
that time inadequate to the construction of so great a work,
and the State was obliged to decide either to aid the corporation
which was attempting to build a railroad to the Hudson River
or to let the enterprise as a through route be abandoned. The
aid was granted, as from time to time it was needed, and the
railroad was completed successfully.

Other railroad corporations have been assisted in like manner,
and they have proved of immense advantage to the State and
sufficiently remunerative to the stockholders.

The success of these enterprises has induced other parties to
enter upon new plans to bring the people of the Commonwealth
into more intimate connection with the great railroad routes to

• See Senate Document. No. 333.

€ommonujcnltl) of ittassadjusetts.

To the Honorable the House of Representatives.



2 [June,MESSAGE.

the West. A charter was granted for the Hoosac Tunnel route,
with State aid, upon the usual conditions. The company failed
to procure funds to any considerable amount from private per-
sons, and the grants from the State being entirely unequal to
the accomplishment of the work, the corporation abandoned it,
and it has been assumed by the State. In all these instances
the State acted upon the principle in granting the aid, that it
was to have the first security on the road, and the best that the
corporation could offer. This principle was not observed in giv-
ing aid to the Boston, Hartford and Erie Railroad Company;
but the State agreed to take security, in partnership with private
persons, in Berdell mortgage bonds,—upon the express con-
ditition, however, that before any bonds of the State should be
issued to the company, the directors should satisfy the commis-
sioners and the governor and council that they had, with the
amount loaned by the State, funds sufficient to build the road
to the Hudson River.

After careful scrutiny the governor and council, and the
commissioners, on the sworn statement of the directors, and the
evidence laid before them, became satisfied that the corporation
had sufficient funds to carry out the contracts for building the
road, and accordingly issued the bonds of the State to the cor-
poration towards the close of the year 1868. The last legisla-
ture modified the original Act by increasing the amount of the
aid to five millions of dollars upon certain conditions which, in
my estimation, were quite as favorable in the matter of security
to the Commonwealth as the former Act. Under the two acts
three millions six hundred thousand dollars of State bonds have
been issued, and a like amount ofBerdell bonds, so called, is in
the hands of the State treasurer. Before any bonds were issued
the council made careful inquiry into the condition of the funds
of the corporation, and were assured most positively that they
were securely invested, and were sufficient, with the aid to be
furnished by the State, to complete the track to Fishkill.

Subsequent investigation has substantially proved this state-
ment correct, although it shows that much waste had then
occurred, and a series of transactions in stocks had already been
entered upon which were totally unwarranted by the charter,
or by any custom of properly managed railroad corporations.
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In my message of the sth of March I called the attention of
the legislature to the condition of the company. Previous to
that time an examination had been made by the council which
revealed a state of things altogether new to this Commonwealth
in her dealings with corporations. By that examination it was
proved that the funds of the company had been diverted from
their legitimate uses to purposes of speculation and other pur-
poses still worse ; that in that diversion the corporation had lost
large amounts, and over two millions of dollars in direct specu-
lation in the course of a few mouths; and that at the date of the
message there were no funds in its treasury. From time to
time a floating debt amounting nominally to more than eight
millions of dollars had been created, and there was no provision
for its payment.

By this bill the road is put under a new mortgage of fifteen
million dollars, which will swell such indebtedness to the amount
of thirty-five millions of dollars, with interest at the rate of seven
per cent., amounting after the year 1872, provided all the out-
standing coupons are exchanged for second mortgage bonds, to
the large sum of two millions four hundred and fifty thousand
dollars annually. No one at all conversant with the earnings of
railroads can possibly expect that the income from the road will
approximate this amount, for many years to come. The State
is asked to give up the security for her loan, and take in place
of it these new bonds, which certainly can be of very little value.

The Commonwealth has performed her part of the contract
generously, and in good faith. The necessity for this new loan
is admitted to arise from losses made by the directors in outside
transactions, and not in the legitimate business of building the
road. The parties in interest, who will receive the whole direct
benefit of the loan, are asked to surrender less than twenty-five
per cent, of their bonds, while the State is to surrender the
whole of hers. The bill increases the indebtedness of the
corporation at least ten millions of dollars with but a very small
increase of means,—certainly not more than two and a half or
three millions of dollars. What hope of success can there be
with funds borrowed at such ruinous rates ? Such a sacrifice of
property, for I can call it nothing else, is not just to the people
of the State ; and to me does not seem necessary for the com-
pletion of the enterprise.
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By the bill the State is made responsible, to some extent, for
the character of the directors of the corporation. The assump-
tion is that those having the conduct of its affairs, in the past,
have proved derelict to their trust, and that a supervising power
must confirm the election of new directors. It seems to me
that the State should assume no such responsibility. Before
granting aid let the legislature become satisfied with the char-
acter of the company. The corporation should appear before
the legislature purged of suspicion. The State ought not to
continue its association with the corporation, which has shown
such reckless disregard of the great interest committed to its
keeping. The stockholders have taken no steps to repudiate the
action of their directors ; and any future board of directors will
represent the same interests. It should be an indispensable con-
dition to the granting of any further aid by the State, that the
trustees under the Berdell mortgage should first be put into the
full possession and control of the railroad and all its concerns,
in order that there may be assurance that the means provided
will be faithfully devoted to the purpose for which they are in-
tended. By this course, the debt of the corporation will be kept
down to the lowest limits now possible, and the responsibility of
the State for its future management will cease. The holders of
Berdell bonds will also have a much greater inducement to fur-
nish means sufficient for the completion of the road.

My objections to the bill may be briefly recapitulated as fol-
lows :

I cannot consent to the exchange of first mortgage bonds for
second mortgage bonds secured by a mortgage on the same
property. It is true that the mismanagement by the corpora-
tion has seriously diminished the value of the security of the
first mortgage ; but this would hardly justify the gift of the
bonds to the same corporation, notwithstanding this loss of as-
sets. I cannot regard these bonds as entirely worthless. On
the other hand, I cannot doubt that if the enterprise be placed
in honest and competent hands, a large portion, if not the whole,
of the cost of these bonds may yet be secured, and we cannot
answer to the people of the Commonwealth for surrendering
them without an effort to appreciate them.

It does not comport with the dignity or the interests of the
Commonwealth to maintain the relations involved in this bill,
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with a corporation which has shown itself so incompetent and
unfaithful to its trusts. The shares have only a fictitious value,
depending solely upon the manipulations of operators ; and so
long as the holders of worthless stock elect the directors, the
nominal control by the governor and council, or even by the
trustees under the second mortgage bonds, will be of little avail.
My own experience has proved how little such control is worth ;

and I should be unwilling to assume for myself or to transmit to
my successors a responsibility supported by the semblance of
power.

I cannot justify myself in consenting that the Berdell trustees
be dispossessed, as this bill practically aims to do, of all control
over their trust. They are the legal guardians of this enter-
prise ; they have been appointed in accordance with a mortgage
which has received the sanction of the four States through
which the road passes, and I am happy to say they are gentlemen
in whose capacity and integrity the public has entire confidence.

Anxious as I have been and am to see the flats of the Com-
monwealth filled in connection with this enterprise, I cannot
escape the conviction that, if the State is to furnish, substan-
tially, the entire means for this purpose, the contracts for the
work should be made at the lowest cash prices, and the work
should be done under the direction of the trustees of the Ber-
dell mortgage.

I might feel less confidence in these objections if the bill pre-
sented the only or the best plan for protecting the 'Common-
wealth as a bondholder, or for securing to all parties in interest
the best results now attainable from this enterprise. In the
present bankrupt condition of the corporation, I cannot think it
safe or wise for the State to give any further aid to the building
of the road west of the Connecticut River. It may, however,
be well for the legislature to consider whether some plan may
not be devised by which the State may aid in filling the flats,
and completing the road to Willimantic. If the corporation
should place its property and franchises in the hands of the Ber-
dell trustees for this purpose, and if the creditors receive for the
amounts due them second mortgage bonds authorized to an
amount sufficient to cover valid claims, it seems to me that all
the commercial results at present available might be se-
cured, and that the income of this as part of the shortest
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line to New York would give a greater value to the Berdell
bonds than any plan which contemplates expenditures west of
the Connecticut River. This would be almost exclusively a
Massachusetts road, and in the development of local industries
would promote ulterior advantages which wouldserve to dimin-
ish the ultimate loss on our scrip.

Farther than this, I suggest that if the bondholders place in
the hands of the Berdell trustees, bonds or other means to be
applied west of the Connecticut River, the completion of the
enterprise might be secured.

Of course, these suggestions involve the voluntary acqui-
escence of the corporation and the creditors. Refusal on their
part would invite, ifnot compel, foreclosure.

Having always taken a deep interest in the success of this
enterprise, and still entertaining a firm faith in its future, I
make these suggestions as the best that occur to me, disclaim-
ing at the same time any desire to interfere with the course of
the legislature, but with a strong conviction that they furnish
the most practical solution of the problem.

Like all public enterprises tending to develop the resources
of the State, this company has been generously encouraged by
the legislature. The road is of great importance to the Com-
monwealth and should be speedily completed.

It opens new channels of communication to the Middle States
and the West. It brings us into closest connection with our
thriving sister States, Rhode Island and Connecticut. It can-
not fail to be quite as important to them as to us, and why
should they not aid in its completion ?

Whether it is profitable to the owners or not, it will add to
the wealth of the cities and villages along the route, and to that
of our chief city, whose people have furnished so much means
to build it.

But, great as are these advantages, they are not to be count-
ed for a moment if the State is to be disgraced by silent acqui-
escence in the course of deception, peculation and fraud prac-
tised by the managers of the company. Massachusetts will no
longer be recognized as a leader in education, culture and en-
terprise, and in that spotless integrity in the administration of
public affairs which has hitherto made her name stand with
high honor among her sister States, if she does not rebuke the
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misappropriation of public funds and the betrayal of sacred
trusts. Our money has been put in peril by others ; but let us
not suffer them also to put our reputation and honor in jeop-
ardy. Let all applicants for franchise or assistance fully
understand that no countenance whatever will be given to de-
ceit, fraud or diversion of funds, by the managers of corpora-
tions. The good name of the Commonwealth and the highest
interests of society demand that such misconduct, now and here-
after, shall be visited with the severest reprobation.

WILLIAM CLAFLIN.




