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Amount brought forward, - - $3,262,705 29

The operating expenses during the same period,

were:

For Conducting Transportation, - -  $671,606 07
* Motive Power, - - - - - 749,641 82
‘¢ Maintenance of Cars, - - - 213,546 07

‘ Maintenance of Way, - 733,415 17

$2,368,209 13

To which add 30 per cent. of earnings,
payable to the Philadelphia and Erie
Railroad Company, - - - - 956,009 12

— $3,324,218 25

Showing & loss to this Company in opera-

ting the line under the lease (in addi-

tion to interest upon thecapital invested

in rolling stock, &c.,)of - - - < - . $61,512 96
which is $21,651 69 less than in 1868.

The low rates at which the Philadelphia and Erie Railroad
Company is compelled to carry its freights—averaging but
1% cents per ton per mile—and the small passenger business
it can command from the sparsely populated country that its
voad traverses, added to its greater distances as a through line
from eastern cities to all points in the West, are the reasons
that more than 70 per cent. of its receipts are required to meet
its working expenses. The operations of this railway during
the past year have been carefully and economically conducted
by A. L. Tyler, Esq., its General Superintendent.

In this connection, it may be stated that, owing to some
errors in its location, but mainly from financial sacrifices
incurred during its construction, this railway, with a single
track of only 288 miles in length, laid with lighter iron rails
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and but partially ballasted, cost the Philadelphia and Erie
Company, without any equipment, $19,759,171 92. While
the Pennsylvania Railroad, passing over a much more expen-
sive country to build a railway upon, with a double track of
358 miles, laid with heavy iron, well ballasted, including a
third or single track of 29 miles between Lancaster and Mid-
dletown and branches to Hollidaysburg and Indiana of 26
miles; in all equal to 771 miles of single railway, exclusive of
sidings, is represented by $21,346,024 56, a difference of less
than $1,600,000 upon the cost of over 265 per cent. more of
single track railway.

These facts are referred to at this time only to show why it is
that the shareholders of one of these lines have received regu-

lar dividends, while the other has been unable to earn them.
The earnings of the Pittsburgh, Fort Wayne and Chicago Railwav,
under its lease to this Company, for the six months ending December

31,1869, were, - - - - - - - - $4,146,882 22
And the expenses during the same period were, - - 2,826,095 92
Balance, - - - - - - $1,320,786 30

The semi-annual rent, with the interest on the bonds of
the Company, expenses of maintaining the organiza-
_ tion, contribution to sinking fund, &c., &c., amountedto 1,283,991 87

Showing a profit in its operation under the lease of - $36,794 43

The revenues of the lines operated by this Company and the
amounts paid for their working expenses, interest and divi-
dends are as follows :

From the Pennsylvania Railroad and Branches, - - $17,250,811 73
From the Pitteburgh, Fort Wayne and Chicago Railway,

for six months, ending December 31, 1869, - - 4,140,882 22
From the Philadelphia and Erie Railroad, - - - 3,262,705 29

Amount,- - - - - - $24660,399 2¢
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Amount brought forward, - - $24,600,399 24
And the expenses of operating these lines were:
Pennsylvania Railroad, - - - $12,203,267 60

. Pittsburgh, Fort Wayne and Chicago
Railway, including rent, &c., - - 4,110,087 79

Philadelphia and Erie Railroad, including
30 per cent. due that company, - 3,324,218 25

Total, - - - 19,637,573 64

Leaving the net profits from the three
railways for 1869, - - . - 5,022,825 60
From which deduct dividends declared in '
May and November, each 5 per cent.

with the taxes thereon, - - -  $3,075,0643 24
Balance to debit of interest account and

discount on bonds, - - -t . 888,375 10
Due for the lease of the Ilarrisburg and .

Lancaster Railroad, - - - - 135,274 18

Annual payment to the State of Pennsyl-

vania on account of interest and prin-

pal due upon the purchase of her works
between Pittsburgh and Philadelphia, 460,000 00
—_— 4,559,292 52

Leaving a balanceof - - - -  $463,533 08

In our last annual report the Board referred in detail to the
railway companies controlled through the ownership of a majo-
rity of their shares, and it is unnecessary to again mention
them further, than to say that they continue to fulfil the
objects this Company had in view when this interest was
acquired, while they yield a reasonable profit upon the capital
invested.
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The working expenses of the other lines of railway leased by
this Company, not already referred to—all of which are in
Pennsylvania—show a balance of receipts over expenses.

The interest held by this Company in the Pennsylvania
Canal Company is steadily improving in value, and when its
enlargement is completed, it will become a profitable addition
to your investments in other works. Its cost now stands
upon your hooks at $1,101,156.

The coal traffic of this Company is gradually assuming large
proportions, and already gives to your railway a constant busi-
ness at rates that yield a very small profit per ton, but on the
amount transported (2,329,358 tons) the net revenue from
it is of considerable importance.

Upon the Philadelphia and Erie portion of the Company's
lines this traffic is chiefly made up from the transportation of
anthracite coal to supply the demands of the oil and lake
regions, and amounted in 1869 to 138,138 tons, exclusive of
167,383 tons that were sent to Western New York via Elmira.
Its bituminous coal-fields aro too far from the lakes to competa
upon equal terms with those of Ohio and Western Pennsyl-
vania in the markets of the West. A portion of the bitumi-
nous coal-fields upon this railway—east of the tributaries of
the Ohio—are favorably situated for the Atlantic markets, but
they have not yet been developed to any material extent. The
demand for bituminous coal of the Allegheny region in the
Eastern markets has been confined, until recently, to black-
smiths, but the high price that has prevailed for some years
for anthracite coal has caused the bituminous variety to be
introduced to a considerable extent for producing steam and
for the manufacture of iron. From the limited extent of the
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anthracite fields, and the greater cost of mining this variety,
it is reasonable to infer that the consumption of the bituminous
coals will continue to increase on the sea-board.

Upon the main line of your railway and its branches the
movement of anthracite coal is yet inconsiderable, whilst the
transportation of the bituminous has been large for the manu-
facture of gas for eastern cities and the other purposes already
mentioned. This material exists in inexhaustible quantities
along the whole line of your railway from the summit of the
Allegheny to its western terminus, and in the Broad Top
mountain (already extensively developed) south of Hunting-
don. A branch from the main line at Tyrone to the town of
Clearfield cuts the Allegheny coal-field, and upon this, mining
is now carried on to a large extent, whilst another branch also
extends from the same point to Lock Haven on the Susque-
hanna river. From Altoona a branch extends to Hollidays-
burg and Newry, a distance of 9 miles. The last two men-
tioned, in connection with a portion of theé main line, traverse
the valley at the base of the Allegheny mountains for seventy
miles, commencing on the west branch of the Susquehanna
river, and afford ample opportunities to develop this whole
region by short branch lines into the coal-fields at their summit
wherever desired. In this valley and in the mountains and
valleys that lie on its eastern border there is an abundance of
ore easily mined and of a quaiity that will make the best
quality of iron, already celebrated for its strength, and found
to be superior to any other in the manufacture of cannon. The
proximity of these ores to coal and limest'one, gives to this
region advantages for the manufacture of iron in all its varie-
ties and uses, a claim equal if not superior to that of any
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other—which advantages will doubtless be improved by capi-
talists—and thus largely increase the population upon your line,
and its local traffic, the most reliable business of your road.
Your railway is not now dependent upon its through traffic
for its dividends, although this item is important and neces-
sary to the interests which brought it into existence.

The original policy of this Company was to reach the traffic
of the North-west, West and South-west, by assisting the con-
struction of tributary lines leading to the markets of these sec-
tions, but not to control their management beyond the State of
Pennsylvania. With this object in view, it gave to the Pitts-
burgh, Fort Wayne and Chicago Railway Company at several
periods of its extremest need large advances to complete its
line and preserve its property to its shareholders, under written
pledges that its eastward business should follow the direction
which prompted and justified this Company in granting the
assistance so earnestly solicited. Under the conviction that
this agreement was ample it was not believed that further
protection to your intcrests in the North-west was either
desirable or important. The rapid growth of this section of
the country, however, placed that Company in a few years
after its completion in a condition of great prosperity. It
then, unmindful of its former obligations, endeavored to seek
other eastern connections that it could control, though this
Company at all times gave to its business all that it asked—
the same rates per mile that it charged upon its own line, upon
hoth passengers and freight. Extensive surveys were accord-
ingly made of the regions east of Pittsburgh by that Company,
to find a snitable line for its object, which was followed by
materiul pecuniary advances to a Railway Company whose road
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it was proposed to use as a part of this rival route to the East;
but during the progress of these movements an effort was
inagurated by the Erie Railway Board to absorb not only the
Pittsburgh, Fort Wayne and Chicago line, but nearly all the
western connections of the Pennsylvania Railroad Company,
which only failed from a misapprehension of the terms of the
law under which they proposed to accomplish their object,
and subsequent adverse legislation procured by the President
of the Fort Wayne Company.

In view of these extraordinary movements, it became evident
to your Board, that this Company must depart from the policy
that had heretofore governed it, and obtain direct control of
its western connections. Negotiations were accordingly opened
with the Directors of the Pittsburgh, Fort Wayne and Chicago
Railway Company, who had also become apprehensive (under
the vicious system that had been developed in New York, by
which stock and bondholders of railways and their agents sold
their proxies to vote at the elections of the Company without
any regard to the interests involved in the issue), that their
own work might fall into hands whose object would be to seri-
ously impair the permanent interests of their constituents.

After a lengthened negotiation with the Directors of that
Company, a lease was agreed upon, and this Company entered
into possession of the Pittsburgh, Fort Wayne and Chicago
Railway on the first of July last. The terms of this lease,
which gave to the Shareholders 12 per c~nt. on their capital,
were at the time, considered very onerous, and only justified
by the circumstances already referred to. The results of its
operation, however, for the first half year, notwithstanding a
diminished revenue of $304,595 90, compared with that of the
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same months in 1868, have, through a vigorous retrenchment
of expenses, left a net profit of $36,794 43 over all outlays
including the semi-annual contribution of $52,050 to the Sink-
ing Fund, established to purchase its first and second Mortgage
Bonds.

For these favorable results the Company is much indebted
to the energetic and economical administration of its affairs by
J. N. McCullough, Esq., its General Manager.

/"The loss in the gross receipts of this railway occurs mainly
at Chicago, and is, to a considerable extent due to the low
rates upon west-bound traffic that prevailed from the beginning
of the lease to near the close of the season. The low price of
grain and the bad condition of the common roads leading to
railway stations in the West, have been the chief causes of the
falling off in the receipts of the line during the past few months.
The business of this railway must, however, continue to increase
with the advance in population and wealth of the section of
country it accommodates, and we believe that its lease will
prove a judicious operation for the Company.

/The same reasons that induced this Company to become the
lessee of the Fort Wayne line, prompted the Pittsburgh, Cin-
cinnati and St. Louis Railway Company, in which this Com-
pany holds a majority of its shares, to take at an earlier period,
a lease of the lines owned by the Columbus, Chicago and Indi-
ana Central Railway Company. The results of this lease have
not proved so satisfactory. The railway was found, contrary

to expectations, to be, to a considerable extent, in an unfinished .

and dilapidated condition, deficient in depot accommodations,
with a limited rolling-stock largely out of repair, and shops
entirely inadequate to place this machinery in good order.
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These deficiencies had to be supplied, and in the meantime its
road and rolling-stock could only be placed in condition for
economical service at great extra cost. Upon a representation
of these facts to that Company, modifications in the lease have
been made by it, which will, it is believed, render it accept-
able to the lessees and to this Company, their largest share-
holder.

These several arrangements still left our connections with
Cincinnati the great trade centre of the South-west, incomplete,
the business with which has been steadily increasing since the
termination of the late war. To perfect these, the Pittsburgh,
Cincinnati and St. Louis Railway Company has also agreed
upon a lease with the Little Miami Railroad Company, of their
line, through whose railroad our connection with Cincinnati
will be made, thus enabling this Company to participate in the
growing prosperity of that city. -

The connections of your line with St. Louis, the great city of
the Mississippi valley, are now complete by way of Crestline,
and nearly so upon the shorter and more direct route through
Columbus, Indianapolis, Terre Haute and Vandalia. With
these arrangements, all of which will be perfected this year,
we will limit our extensions, unless some overruling necessity
should require us hereafter to go further. We have no interest
in any line beyond the Mississippi river. . ‘

Unwilling as we have been to enter upon this policy, a care-
ful review of the subject since its adoption, leaves no doubt as

-toits wisdom—under the circumstances that have been developed
within the past eighteen months,

This Company has not attempted, neither does it propose to
absorb the natural connections of either of the other trunk lines.
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There is business sufficient to give to each of these Companies
ample revenues to meet the interest upon any reasonable cost
of their works, if equitable rates between the shipper and rail-
way Company are at all times preserved, and without a resort
by one line to take from another by reduced charges, business
which it otherwise would have had an equal chance to secure at
fair prices. Such attempts, though so often repeated, have at all
times failed to secure the professed object in view. They have
not infrequently been commenced to influence the market price
of the shares of the Company, in disregard of its permanent
interests, with a view to benefit the stock speculations of its
Managers or their friends; and at other times from the reck-
lessness of a sub-agent, which his superiors refuse to correct or
to acknowledge, but more frequently with the unreasonable
expectation of gaining some advantage over a rival interest.

There has been much complaint by the public in consequence
.of the higher charges per mile made by many railway companies
for short than long distances. In this policy, toa limited degree,
these companies for obvious reasons are fully justified, but in
many cases the practice has been carried to an unwarrantable
extent. The rule that has governed this Company, is not to
charge to any intermediate point, a greater rate than is
required to one at a longer distance. Under this rule, which
we think entirely defensible, the average charges for the
through and local business per ton per mile passiug over your
line, are nearly equal.

The Penusylvania Railroad Company was organized mainly
with a view to promote the commercial and manufacturing
interests of the city of Philadelphia and the interior of the
State, and its management has kept these objects steadily in
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view, giving at all times to this city the differences in trans-
portation to and from the West due to its geographical position.
This policy has had a marked influence in developing the
manufacturing industry of the city, but it seems only to have
preserved its commercial interest from retrograding. With a
view to sustain and promote this interest, every effort has been
made by this Company to reduce the local expenses on produce
at Philadelphia, that necessarily occur in its transfer at sea-
ports, to a minimum ; but the pecuniary and shipping facilities
required to second these movements, and retain the business of
the West at this city until forwarded to its destination appear
to be deficient, and in consequence the larger share of it, not-
withstanding these advantages, passes on to New York. The
Directors, recognizing the importance to the interests of this
Company of building up the business of Philadelphia, will
cheerfully unite in any reasonable plan by which this object
can be secured.

In our last annual report the diversity of railvay guages
between the East and West was alluded to. Since that period
all of your immediate Western connections have reduced the
guages of their lines from 4 feet 10 inches to 4 feet 9% inches,
which, when their machinery is adapted to it, will be further
reduced to 4 feet 9 inches—the present guage of the Pennsyl-
vania Railroad. '

Since your last meeting, the State of Pennsylvania has can-
celled and disposed of its lien upon the Philadelphia and Erie
Railroad to the Allegheny Valley Railroad Company, accepting
therefor a second lien upon the line that that Company is
building between the Philadelphia and Erie Railroad and its
present road at the mouth of the Mahoning; the bonds given
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to the State in exchange being guaranteed by the several rail-
way Companies over whose lines the traffic of the new road is
to pass to Philadelphia and Pittsburgh, thus insuring to the
Commonwealth the ultimate payment of its original claim of
three and a half millions of dollars and at the same time
enabling the Allegheny Valley Railroad Company to develop,
more promptly than it otherwise could have done, a section of
the State that is rich in minerals and other products—all
of which will remain undeveloped until this highway is con-
structed.

The final location of this line has not yet been completed, but
the character of the country as shown by recent surveys, will
render the construction of a railway over it costly. This route
is generally known as the *“ Low Grade Line” between the East
and the West, the construction of which will soon be required
to accommodate the increasing tonnage between these sections.
Its gradients against the heavy traffic may be confined within
eleven feet per mile. About a half of a million of dollars have
already been expended upon its graduation, and its total cost
is estimated at about $5,500,000.

The Directors take pleasure in again expressing the obligations
of the Company to its General Superintendent, E. H. Williams,
Esq., and his two assistants, John A. Wilson, Chief Engineer,
and A. J. Cassatt, Superintendent of Motive Power, for their
careful and judicious management of the interests committed to
their charge.

Respectfully submitted.

By Order of the Board.

J. EDGAR THOMSON,
President.
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