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REPORT.

OrFrFice CENTRAL Paciric Ramroap Co.

SaN Francisco, July 22, 1874.

The Directors herewith submit to the Annual Meeting of the
Stockholders of the Central Pacific Railroad Company such reports
of subordinate officers as will give a general résumé of the operations
of the road for the year 1878, and a particular account of the condi-
tion of the Company’s property and financial condition on December

31st of the same year.

Your careful attention to these reports is invited.

The capital stock authorized is ..... .......... $ 100,000,000
The capital stock subscribedis ................ 62,608,800
The capital stock paid inis ................... 54,275,500
Of the amount subscribed there 1s held in trust for
EhE O OIAPATI i scani svime sne s ool s S0 wocis 8,333,300
INDEETEDNESS.

The debts ot the Company are :

Fitided DEbtes s ¢ san siv i & i gwnd 5556003 58 3 $ 56,394,000
Less Sinking Funds ............ ... ... 3,290,259
$ 53,097,740

United States Subsidy Bonds................... 27,355,680
Balance of Accounts...... ...... .. ..iiain. 1,819,486
TORAL i v tind’ st wvass con wovacavans & s wtacs $ 82,772,906
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For detailed statement of funded debt, see Secretary’s report

hereto appended—Table No. 2.
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ASSETS.

The assets of the Company are :

1,214 miles main line of railroad and telegraph,
with all necessary sidings, turnouts, switches,
turn-tables, depots, depot buildings, round-
houses and snow-galleries ; also, wharfs, slips,
piers and steamers for ferries at San Fran-

CISED +ccn e simen wimn o, sunss mmmm Bymr = sxens simhs (cost) $134,650,527 89
Equipment for same-— locomotives, cars, snow-

P, BEC 1o e wins sommmmss v seiss sis & (cost) 7,056,113 66
Real estate purchased for use of road..... (cost) 1,480,267 67
Shops and machinery ............ wres v (cost) 1,692,152 73
Telegraph instruments, furniture, safe, etc., at sta-

tiongd afd SMEEs, ~ao van v 4 e e s (cost) 154,499 38
Sacramento River Steamers .............. (cost) 644,840 6o
Material on hand :

Bor (aek TePails. . o suwmms waismms & wws swi s 342,884 g2

In shops for constructing and repairs, per in-

VEHEOLY o vy st & somaveitsss-sovmm s 4 53 » (cost) 808,319 25

In store of supply department, per inven-

YORF S i ainh s 3 vy as Vs yi (cost) 18,353 58
Fuel on hand, per inventory.............. (cost) 498,381 61
Farming lands—estimated value............... 30,000,000 0O

Undivided half 6o acres land in Mission Bay, in
San Francisco; 500 acres water front at Oak-
land; about 140 acres and water front at
Sacramento; estimated value, independent of

IMProvements . . .. ..ovvvineveeenin ... 7,750,000 00
RN i i st s sxenmeiemany s + el 1,508,702 74
Tl ox vucn s o wes s s g wan 3 8 $187,505,044 03

The reports of the heads of Departments, submitted herewith,
are, as usual, so complete, that in them you possess full details of
the affairs of the Company.

Upon examination, you will perceive that there has been an in-
crease of business during the past year. Although that increase has
not been as great as you might have reasonably expected, yet, when
you consider the vastness of our country, and its undeveloped
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resources, you may anticipate, as time advances, a greater and greater
increase of traffic.  'When the arts and sciences-of China and Japan
shall be supplemented with those of Europe and America, the
people of these countries will be, in their productive capacity and
in their readiness and ability to exchange, substantially equal to the
same number of Europeans or Americans. No man can estimate
what the business from that source will be, but it will be vast—prob-
ably far beyond what the most sanguine now anticipates. On the
whole, the prospects of your Company are now as bright as ever
they were, and since the time when your road made its junction
with the Union Pacific, its future has been steadily brightening.

Since your last annual meeting, the Supreme Court of the United
States has decided the “Thurman Bill” to be constitutional in its
provisions.  That bill assumes to dispose of the net income of your
Company. 'The new constitution of the State provides for the con-
trol of the gross income by three commissioners. The two seem to
be entirely inconsistent, for the control of the net income would
appear necessarily to carry with it the control of the gross, so as
to permit the possibility of a net. The commissioners elected
under the new Constitution may so control the gross income as
to leave no net.

In this there is a manifest conflict of jurisdiction, and a judicial
decision determining between these two mighty and conflicting
powers is necessary for the protection of the interests of the Stock-
holders and the creditors of the Company.

There is no foundation in good reason for the attempts made
by the General Government and by the State to specially control
your affairs. It is a question of might, and it is to your interest
to have it determined where the power resides. Perhaps it is not
strange that the attempt should be made to control the railroads
of the State, however unwise it may be, or however arbitrary and
absolute the manner, because upon them depends so largely the
question of production, and the exchange of the products of the
labor of the citizens of the State. Through the aid of the telegraph,
the printing press and of steam, the whole civilized world is, in many
respects, one great neighborhood; and the only question to be con-
sidered in the matter of the free exchange of the products of the
most extreme portions, is that of transportation. The products, the
wealth of the country, depend upon the cheapness of transportation.
It is a problem that interests all, and particularly the managers of
railroads.
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In illustration: In this State, hitherto, the law has allowed a
maximum charge of fifteen cents per ton per mile for freight. Your
Company in many cases has been compelled to carry goods below
that rate, and in doing so its first regard, as with all well regulated
companies and individuals, has been the financial result of its
business. Every reduction below the legal maximum of fifteen
cents per ton per mile, is a discrimination in a measure forced upon
the Company by distance, the character and value of the products
moved, the community of interests between the producer and the
_carrier, and by competition. Other factors of minor importance
not necessary to mention also enter into consideration, but these are
the chief causes. Discrimination, in one sense, may be said to
be made only upon compulsion, and always against the carrier, as
he would not take less than his maximum rate unless forced to do
so by some of the causes above stated. Discrimination against an
individual or a community is a thing unknown.

The discrimination most prejudicial to the interests of the Com-
pany is that which arises from competition by other carriers, which
forces the acceptance of a lower rate than could otherwise be wisely
obtained; yet it is better to accept a low rate, even though it pay but
one penny over the cost of movement, when that is all that can be
obtained, than not to move the particular freight. For this reason,
oftentimes where there is vigorous competition, the carrier finds it
necessary to carry freights at less rates for a longer than for a shorter
distance. Toillustrate: Freight is carried by rail from San Francisco
to Los Angeles at the present time for a less rate than to some inter-
mediate points. This the Railroad Company is compelled to do to
meet competition by ocean carriers, Los Angeles being a competing
point. The rates to the intermediate points, however, are not affected
at all by this competition, being neither raised nor lowered thereby.
By this competition the real loser is the carrier, the competing point
having all the benefit. The greater the competition between two
points, the lower the rates and the smaller the profits of the carrier.
Points where there is no competition, however, cannot justly claim
the concessions which better located places can demand, but must
pay the ordinary rates for carriage. In some cases the non-competi-
tive point might be injured, because of the superior business location
of the competing point, but that is not the fault of the carrier. A
case in point has recently been brought to public attention in New
York. Goods are sometimes, through the force of competition,
carried from Chicago to New York City at a less rate than from
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Rochester to New York. Rochester is situated upon the line of the
New York Central Railroad, with great natural milling facilities, and
with a long established business of that kind. It has been paying
to the Railroad Company a fair compensation for transportation.
The Rochester miller buys his wheat in Chicago, transports it to his
mill to be ground and then ships it to New York to the same market
which receives the wheat and flour of the Chicago dealer. Chicago
is a great railroad center and a competing point with several of the
great trunk lines leading to the seaboard, and between these lines
competition is very strong. The New York Central, in order to get
business from Chicago, is compelled, therefore, to its great loss, to
bid against the other roads, and sometimes to accept a less rate
for carrying grain and flour to New York City than is charged from
Rochester, an intermediate, non-competitive point. In this case,
while the railroad is the great sufferer, because its road is in operation
and must take what it can get, even 1f there be no profit, the Rochester
miller suffers with it. He finds, for the time, his profits destroyed or
materially lessened; not because his own rates are too high, but
because of the low rates prevailing between Chicago and New York.
Somebody living at a competing point enjoys advantages he has not,
and no legislation, no expenditure of money can equalize localities
having different natural advantages; as between such nature herself
has discriminated.

San Francisco, located as it is, upon the Bay of San Francisco,
has an open highway for her products to almost every market in the
world. As a seller, she has the advantage of the competition of
purchasers, and as a buyer she has the same advantages of all mar-
kets at which to buy cheapest. She avails herself of competition.
She profits by it, as people always do. She discriminates in her
markets and in her routes of transportation; and so it is that San
Francisco is a large, prosperous, commercial city, and is located upon
this peninsula because of its great, natural advantages. She is able be-
cause of her location, to substantially dictate the price she will pay
to the railroad companies for the transportation of freight from one
ocean to the other. She has a route by the way of Cape Horn,
another by way of the Isthmus of Panama, and the prices she pays
the railroad companies are regulated by what she can command from
these routes. In fact, the railroad company, aside from the one
class of freight which pays the maximum, has no power to arbitrarily
fix the prices of freights. They are fixed by circumstances which
the railroad company cannot control, About seven per cent. only of
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the freight moved upon your road pays the maximum, and probably
the price to the consumer is not increased upon a single pound of
this class of freight because of any charges made by your Com-
pany. In managing their business, railroad companies are in-
fluenced by a consideration of their own interests, the same as
all corporations and all individuals. When, from any circum-
stances, the price of grain in Europe is high, and European pur-
chasers are in the market as competitors with our own purchasers
for the commodities of our State, we find the farmer takes ad-
vantage of that competition and obtains from the home purchaser
a price equal to that which the foreign purchaser offers. In this
way the farmer sometimes obtains double the price for the pro-
duct of his farm that he would have received if it were not for this
competition. In like manner, competition is availed of by all classes
of people in all kinds of business, and it is a factor that must be
considered and cannot be denied to any corporation or person, ex-
cept at the expense of the business.

Again, referring to our local business here : at Los Angeles, under
the new Constitution, the railroad company will be deprived of that
freight business, absolutely. It is not large, in itself, and not there-
fore of very serious importance to the railroad company, but it prac-
tically deprives the people of Los Angeles of railroad freighting—
perhaps of the use of the railroad entirely. When we reflect that
the whole question of production, the exchange of products, and
commerce, itself, is dependent upon transportation, it seems strange,
indeed, that investments which tend to facilitate and cheapen it by
offering additional accommodations or by increasing competition
which increase and develop the resources of the country, should be
discouraged or hampered, and their profits limited—possibly de-
stroyed. It would seem that wise statesmanship requires that a busi-
ness of this kind, which harms nobody, but which almost always
tends largely to the benefit of the commonwealth, even though the
stockholders should fail to reap the anticipated profits, would be
encouraged, and, if regulated at all, that the State should provide a
guarantee against loss of profits because of such regulation. It
would seem bat fair that if the State should regulate any legitimate
business, so as to endanger its profits, it should make such a guar-
antee, and such will be the conclusion of a wiser statesmanship than
was exhibited in the formation of the new Constitution. Your Com-
pany, however, has little to apprehend from the illy-digested and illy-
considered article in the new Constitution, providing for the election
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of commissioners with autocratic powers, because the Act of Con-
gress authorizing the construction of your road has given to you the
regulation of your own freights and fares up to a certain point, as
appears in section 18 of the Act of July 2, 1862. If the commis-
sioners should be inclined to rule hardly against the railroad com-
panies, the interests of the State (which cannot be developed fairly
except through the construction and operation of many more miles
of railroad than it now has,) will require that they shall practically
do no injury to existing railroads; because, if they do there will
surely be no further construction of railroads in this State, for
no capitalists can be found so reckless as to make investments
where the gross proceeds are to be regulated by somebody aside
from those who wmake the investment and who may be the
owners.

This question of transportation is not settled by the new Consti-
tution. It is so important that it will never be settled except upon
a just and wise basis. This the new Constitution does not do; and
while it will, in some respects, injure existing railroads, it will proba-
bly, in a narrow sense, benefit them by substantially guarding them
against competition in the construction of new and competing lines.
Your railroad, however, is so located, being a trunk line, that its
interests are above any such narrow view, but will be best subserved
by the largest development of the industries and the resources of the
State.

How community of interests becomes a factor in the regulation
of freights may be illustrated by assuming a country without railroads
and unimproved. It may be rich in agricultural and mineral re-
sources. One body of men may desire to cultivate the land,
another to mine, and so on, and another may be willing to fur-
nish means of transportation, the price to be regulated by what
the commodities can afford to pay and by what the carrier can
afford to move them for. Thus, if the product of the mines is
gold, a very high rate could be charged on it. but if it is iron or coal,
the rate must be so low as to permit the producer to meet competition
in the market. The same rule applies in the case of agricultural
products. In such cases, among other factors, not only should the
products of the country be taken into consideration, their bulk, their
value, but also the volume of business the railroad may have to do,
and whether the freight moves principally in one direction or equally
both ways. The prosperity of the railroad depends upon the pros-
perity of the State. The railroad, therefore, is always interested in
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building up the country, as is the public in maintaining the railroad
in order that it may have transportation.

Your Company has suffered from the influences of the commun-
istic sentiment. Labor, machinery, and capital have been unem-
ployed, and of course the business of the company has not improved
as much as you might otherwise have reasonably expected. Com-
munism, however, in our country, where every citizen is on an
equality with every other citizen, can have no permanent hold. We
have much more to fear from absolutism, without which com-
munism is a mere sentiment. Qur government is peculiar in
that it was really founded upon a civilized idea and has thus far
been mostly maintained upon it. Other governments have been
founded in force, and have been maintained by force. Our
fathers, declaring the inalienable rights of man, and, further, that
governments were instituted to secure him in those rights, proceeded
to form a Constitution based upon those principles, and for their
maintenance, under which the one citizen was to be as safe in his
person and his property as all the others; but, unfortunately,
scarcely was the Constitution adpoted when came the declaration that
the majority should rule, intensified afterwards in its application by
that calamitous declaration that to the victors belonged the spoils.
The idea of the Constitution was that the majority should admin-
ister, but that the Constitution should always rule.  As the idea that
the majority should rule has grown, the protecting force of the
Constitution has been weakened until, at last, the * Granger Cases,”
the “Warehouse Cases,” the railroad laws of the north-west, your
own case, under the “ Thurman Bill,” and the decisions in those
cases, have been made possible. The principles laid down in those
decisions seem to recognize two things: the communistic idea of
the distribution of property, and the absolutism of contrel by a
majority of the people. Absolutism may be as complete, and has
oftentimes been more complete and tyrannical and oppressive, under
a republican than under a monarchical form of government. and
statesmen and teachers will be compelled to take consideration of the
present tendencies to absolutism in our government and instruct the
people as to the true interest they should follow. We shall then
soon return to the civilized government of our fathers, which gave
protection to the individual and made him truly a free and inde-
pendent citizen. The idea of our Government was adverse to the
paternal or patriarchal idea of guardianship of the individual in his
person, and in the acquisition and disposal of his property, that so
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long prevailed in the formation of governments. The intention of
our system was, that every man should be perfectly free and in-
dependent, subject simply to police regulations, restraining him from
using his own to the detriment of his neighbor.

The changes in the organic law in relation to railroad corporations
were undoubtedly influenced by the consideration that your Com-
pany has received in some manner aid from county, State, and
national governments; but, as to what this aid was, there is un-
questionably great misapprehension. The fact is, there has never
been any donation made to your Company either by the national,
the State, or the county governments. The counties of Sacramento
and Placer subscribed to the stock of your original Company, and
gave their bonds in payment. Afterwards, they disposed of their
stock for as much as, or more than, the bonds were worth at the
time they issued them. The city and county of San Francisco,
apprehensive of possible liability for the debts of the Company when
its affairs did not look very bright, compromised with the Company,
and, in lieu of subscribing for stock, gave four hundred of her bonds.
The only aid rendered by the State was, under contract, to pay the
interest on 1,500 of the Company’s bonds of $r,coo each—the
Company to pay the principal, and in return it was to render, and has
been rendering, very important service. The aid derived from the
Government of the United States was its bonds loaned, and alternate
sections of land given upon a contract very onerous upon vour Com-
pany, and of which only its possible want of ability to otherwise
construct the road, justified acceptance. Your Company has not
been enriched by donations. The counly, State, and national
governments have, under their contracts, not only realized all, and
more than they expected, but have had much the best of the bargain.
If, when they made those contracts, they wanted something else
than therein provided—a freer exercise of power of regulation, for
instance—they ought to have so nominated in the bond. To claim
and to take what is not so nominated, is to take by the exercise of
might—not of right. Under these contracts, the Company owes the
counties, the State, and the United States, nothing but its good-will
and loyalty.

LELAND STANFORD.



REPorRT OF THE SECRETARY.



Report of the Secretary.

CexntrAL Paciric Ramroap CompaNy, SECRETARY's OFFICE,
' San Franoisco, July 1879.

Hon. Leland Stanford, President :

Sik :—Herewith are Statements Nos. 1 to 10, showing the
financial condition of the Company on the 31st day of December,
1878, and its business for the year 1878 ; also, Statement No. 11,
showing the earnings and operating expenses for the six months

ending June 30th, 1879, compared with the same months of 1878.
Respectfully submitted,

E. H. MILLER, Jr,
Secretary.






