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TRANSLATING THE O,FALLON DECISIO! $Y:: I ~ I .  I 

N 
f 

0 decision!ever made by the preme Court as much as did 
Unitecl $ t a t e s Supreme Noted Railway Editor Ex- liam Jennings Bryan aud the 
Court $ a case directly af- Senator Robert M. LaFull 

recting the PiIroa(1s has attracted plains "Greatest Lawsuit in who were always or 

more atteqlion, or been Inore gen- 
erally nu understood, than its de- 
cision 1 1 t h .  O'Pallon valuation 
case. lnce the decision was ren- 

estimates have appeared (1er.J 
in th newspapers that it will in- 
crease the valuation placed upon 
all the railways by $10,000,000,000 
to $21,000,000,000. One widely 
published article said that the case in- 
volved ~2,000,000,000 annually in 
freight rates. 

When Mark Twain heard the news 
that he was dead, he said that the re- 
port was greatly exaggerated. The 
same thing may be trnly said of most 
of the comments upon the O'Fallon 
decision that have appeared in the 
press. 

Most of the exaggeration has heen 
due to a quite natural misunderstand- 
ing of what the Supreme Court has de- 
cided. It has been assumed by many 
persons that the court held the val- 
uation of the railways must be based 
entirely upon their present cost of re- 
production-in other words, upon 
what it would cost to reconstruct 
their properties if they had to pay 
the present wages of labor and prices 
of materials. If the court had decided 
in this may it might be reasonahle to 
assume, as  many have, that the rail- 
ways will he given a valuation of 
$:~S,OOO.OOO,OOU to $40,000,000,000. Rut 
the court did not so decide. It  held 
that "Congress has directed that 
\ d u e s  shall be fixed upon a considera- 
tion of present costs. along with other 
pertinent facts, and this mandate 
must be obeyed". It  said elsewhere, 
however, "no doubt there a re  some, 
perhaps many, railroads the ultimate 
value of which should be placed far  
below the sum necessary for repro- 
duction". Obviously, it  is erroneous 
to assume the court held that the 
raluation of all the railways should be 
based entirely upon their cost of 
reproduction, when it expressly said 
that  "all pertinent facts" must be 
considered and that no doubt there 
are  some, and perhaps many, railways 
that  should be given v a l ~ ~ a t i o n s  below 
their cost of reprodwtion. 

Having now the principal reason 
why so many reports and comments 
regarding the decision have been 
highly misleading, let us briefly re- 
view some of the history of railroad 
valuation, and consider the true sig- 
nificance of the court's decision in 
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this case. 
The railroads never asked for a 

valuatiou of their properties a s  a 
hasis for rate making or for any other 
purpose. They long opposed it, and 
it was forced upon them. The prjn- 
cipal issue involved in the O'Fallon 
rase mas whether, iu a valuation of 
railroads, weight should be given to 
the up-to-date cost of reproducing 
them. The railways did not originally 
advocate the use of cost of reproduc- 
tion as  all important factor in making 
valuations. They never advocated it  
uutil it had bee11 definitely held by 
the courts to be a factor that must 
he considered. 

The history of railroad valuation 
really begins with the Nebraska rate 
case-the famous case of Smythe vs. 
Ames, which was decided by the Su- 
preme Court in 1898. It is a curious 
fact that  no two other men inflnenced 
the series of developments which led 
up to the recent decision of the Su- 

railways and who became 
cates of government ownPr 

The Nebraska case arose I. 
all effort by the State of Netrr 
to  reduce freight rates. ' 

Bryan appeared as an attn. 
for the state. The nation 
passing through the depm. 
which followed upon the pall1 

1593, and wages and prices 
declined and were very Ion 
nould have cost less at  that t i m e  
reproduce the railways of Nebrr 
than it  had cost to construct II 
lnHueuced, no douht, by this 
sideration, Mr. Bryan conteuded 
"the present value of the rr 
as  measured by the cost of 
production, is the basis upon i\r 

the  profits should be computed". 
nttorneys for the railways contm 
that the valuation should be b. 
up011 the actual investment. Tlir 

preme Court held that inveslmenl 
not the only thing to be consid* 
but that all factors affecting the! 
of the property must be glven VPI 

including cost of reproduction. 11 
continued to so hold from that do 
this. In the Nebraska rate C i t W  

in other cases tried a quarter cen 
or more ago this doctrine author 
valuations that were less than I 

actual investment. 
It  is well to get clearly in mind 

why the court took th19 posih. 
There a re  fluctuations in the value 1 '  

all commodities and all properly. .- 
measured in money. For exam$ 
their value, a s  measured In mouir 
usually declines in periods of dew 
sion and increases in periods ot rlrw 

perity. The court held that railrv?:;: 
were entitled to charge rates lh:" 
\vould yield them a fair return on 1!, 
"present value" of their property. P' 
the present value of no kind of p r w  
erty is necessarily the number ol di;: 
lars that have been invested in I t  
It may be either less or more. 11*1. 
important factor in the present rnlc, 
of any property constructed by ti]. 
use of labor and materials is what 1' 

would cost to reproduce it now. There 
fore, to hold that in the valuation ' 8 '  

railroad property only the actual ill 

vestment should be considered, m i  
that the cost of reproducing it shoal,' 
be disregarded, would be to hold tb:lf 
its value should not be allowed to 11, 

cline when the value of other prow!: 
declines or to increase when the v a h  



*r property increases. 
"live regulation of railroads by 
rderal government began in 
Before and after that, it was con- 
lcharged that the railways were 
*pitalized, that the figures in 
mounts indicating the invest- 
In their properties were inflated, 
ul they were earning excessive 
w. Senator LaFollette began to 
Ire valuation as a means of de- 
ling whether the railroads were 
apitalizcd, how mucll net return 
ghould he allowed to earn and 
rates they should be allowed to 
2. Later the Interstate Corn- 
Comnlission began to urge Con- 
to nnthorize and direct it to 
a valuation a s  a basis for the 
tiou of rates. In 1913 a law tor 
orpose, of which Senator LaFol- 
aas the author. was passed. 
interesting, in view of all that 

lute occurred, to recall some of 
hings that were said at  about 
h e .  Senator LaFol!ett e esti- 
I that it \vould take only three 
to make the valnation. The In- 
te Comn~erce Commission, after 
irwas passed, estimated it \vould 
,nlgYrorn five to seven years. Six- 
rears have now elapsed and it is 
et finished. Senator LaFollette 
qted that the valuation would 
Ihe goverument $2,400,000, and 
ilroads an equal amount, a total 
out $5,000,000, The Interstate 
lerce Commission, just after the 
vas 'passed, estimated it would 
he government from $10,000,000 
000.000. T p  to the present time 
cost the government more than 

n.nOO aud the railroads more 
j100,0oO,O00. Predictions regard- 
bilway valuation always have a 
ld tendency to fail of fulfillment. 
vaIuation law of 1913 directed 

~terstnte Commerce Commission 
certain and report in detail as  to 
piece of property other than 
** the original cost to date, the 
[reproduction uew and the cost 
product~on, less depreciation", 
I other e l e ~ n e ~ ~ t s  ol value. This 
imply in accordance with prev- 
lecisions of the Supreme Court 
the way ill which a valuation 
he made in order to conform to 
'ovisions of the Const i tut io~~ of 
niletl States. Those who lav- 
his leg~slation did not hesitate 
 ride for ascertaining and con- 
14 the cost of reproductiou be- 
they did uot anticipate that it 
exceed the capitalization or in- 

P I I ~  of the railways. 011 the con- 
nmt ~f them believed that the 
~f reproduction would be less 
capitalizatiou or investment. 
was especially true of Senator 

LaFollette, who predicted that a va!- 
uation made in accordance with the 
new law would justify large retluc- 
tions of rates and earnings. 

A year after the valuation law was 
passed, the war in Europe began. 
This caused depreciation in the 
value of money throughout the world. 
which is simply one way ot' saying 
that it caused in the United States as  
well as elsewhere large advances in 
the wages of labor and the prices and 
values of con~modities and of pmctic- 
ally all kinds of property. The effect 
upon the railroads and all public util- 
ities was to make what it woulcl cost 
to reproduce the parts of their prop- 
erties which were constructed before 
the war much greater thau the aulouut. 
measured iu money. that they had act- 
ually cost. The question then arose 
as  to whetl~er, in the valuation of pub- 
lic utilities and railroads. weiglll. 
shonld be given to this increase in 
cost of rep~'oduction. 111 several pub- 
lic utility valuation cases follo\vin~ 
the war the Supreme Court held. as  it 
had always held before. that this must 
be done-in other \vor'tls, that since the 
cost of reprodnction would exceed the 
actual iuvest~nent. measured in money. 
the valuation usually must I)e marlc 
larger than the actual investn~ent. 

The property of the railways, ac- 
cording to their reports. represented 
il l  1914 all investment of about $17.- 
000.000,000. The most i m p o r t a ~ ~ t  
question relative to valuation pre- 
sented to the Intersthte Commerce 
Commission was as to whether this 
part of their property should be 
evaluated a t  what it Itad cost or a t  a 
larger a ~ n o u r ~ t .  because, as  the com- 
missiou itself estimated, it had act- 
rally cost ahout 40 per cent less than 
it \vould cost to reproduce it. The 
commission fiually decided in the 
O'Fallou case that it would not make 
any allowance \vhatever for this in- 
crease in what it would cost to repro- 
duce the railway property that es- 
isted prior to the war. It included the 
1)roperty constrncted 1)eKore 1914 in 
the valuation a t  its estimated actual 
cost. It added to this the investment 
that had been made subsequently a t  
higher wages and prices. It included 
land a t  its present estimated value. 
From the sum thus arrived at it made 
a substantial deduction for depreci- 
ation and the result was the valuation. 

Now, the big issue presented in the 
O'Fallon case was this: Did the com- 
mission conform to the decisions of 
the Supreme Court, and obey the pro- 
visions of the LaFollette valuation 
law, when it refused to give any 
weight whatever in malting a val- 
uation, to the fact that the cost of 

constructing the railway property es- 
!sting before the war was much less 
than it would cost to reproduce it a t  
the present time? The Supreme Court 
held that the commission had not car- 
ried out the law, because it  had not 
given weight to this increased cost 
of reproduction. 

There are some very important 
fucts that the foregoing recital makes 
plain. One of these is, that those who 
wanted a lo\\. valuation, and not the 
railways themselves. were respousible 
lor it  beiug made the law of the land 
that cost of reproduction should be 
considercrl in valuation. Another is, 
that these same persons, and not the 
railwavs caused C o ~ ~ g r e s s  to pass a 
law pro\iding for a valuation, and 
eveu wrote that law. Still another is 
that all the Supreme Court has done 
in tllc O'Fallon case has been to decide 
that a valuation of railroad and pub- 
lic ut i l~ty property must be made in 
tlre same u a y  that it had been de- 
ciding for 15 years before the LaFol- 
lette law was passed, and has been 
deciding for the 16 years since it was 
passed. that. such valuation must be 
made. 

Is the result going to be, as  many 
persons assume and tell the public, 
that Ll~e railways will be given a val- 
uation $10,000,000,000 to $20,000,000,- 
000 greater than their investment. 
that they will thereby be enabled to 
earn an euormously increased net 
opernliuq income, and that this will 
be secured by huge advances in their 
rates, 11). large reductions in their 
wages, or by both these means? There 
a re  several reasons why it  does not 
mean anything of the kind. 

111 the first place, as  had already 
been pointed out, the Supreme Court 
(lid not hold in the O'Fallon case that 
ir va lua t io~~ must be based entirely 
U I I O U  prcseut cost of reproduction, and 
therefore all estimates of the prob- 
able vnluation which assumes that it 
did, are  wildly erroneous. It held 
that the cost of reproduction and 
all other factors must be consid- 
ered; and how little or how much 
weight must he given to the cost 
of reproduction is still unsettled. A 
valuation made according to the com- 
m i s s i o ~ ~ ' ~  n~ethocl would have been 
less thar~ the actual investment in 
the prol~erties because, in the maill, 
it would hare been an estimate of 
what the railways had cost, less a 
large deduction for depreciation. The 
Anal valnation unquestionably will be 
larger than it would have been if 
made as the comnlission proposed, 
but it is equally certniu that it will be 
less than the estin~ated cost of repro- 
duction. 

/Mor~ .  Irirrr to Page 36, plctrse) 





-1,ding of the four teams in which 
r-hers of the two clubs a r e  group- 
d 'nr lrafflc solicitation was, fob- 
1.' as follows: Captain A. B. 
grrood's. first; Captain 1". L. Dc- 
i 16, second; Captain W. W. 
i 'allord'a, third, and Captain K. 
' ''qlters, fourth. 

:he April tips \Ir. 0. Wise, tele- 
F 'l department, turned in 5,106; 
L C. Joachum, of the general man- 
e.s office, 6,000; C. C. Fawconer, 
r :P telegraph department, 3,000, 
r Viss Marie Arnold, car account- 
r office, 1,002. 

St. Louis Girls' Club 
'Yrmorial Day program was the 

k- t e  at the St. Louis Frisco Girls' 
? l~incheon held a t  the American 
r 1 May 27. There were 150 mem- 
k al the dub present. The deco- 
t us were In keeping with the day, 
c. sting OI flags, with red, white 
II blue ffowers on the speakers' ta- 
G 
-3nders Field" was read by Mrs. 

k.r Gibson of the fuel department 

and following the reading, S. S. But- 
ler, general traffic manager, gave a 
fitting Memorial Day address, and a t  
the close asked that the members 
stand for one minute in honor of 
those who live only in  our memory. 

Bob Anslyn and his orchestra play- 
ed well-known war-time tunes during 
the luncheon, and gave several spec- 
ial numbers following the luncheon. 

Raleigh Beattie and Ralph Neff of 
the Frisco general offices entertained 
with several numbers on the banjo 
and ukulele, Raleigh Beattie giving a 
specialty dance number by request. 

Following the musical program, 
President Loretto 0. Connor read the 
names of the following girls who se- 
cured tips which led to freight and 
passenger business for Frisco Lines; 
RIarge Burns, Margaret Cowan, Eliza- 
beth pasman,  Hazel Fairchild and 
Martha Moore. 

S t .  Louis Men's Club 
The principal speakers a t  the 

monthly luncheon of the R i s c o  Men's 
Club of St. Louis, Mo., held May 23 

a t  the American Annex Hotel were 
Herman .I. Pfeifer, chief engineer of 
the Terminal Railroad Association of 
St. Louis, and Dr. Max C. Starkloff, 
health con~missioner of the city of 
St. Louis. 

Mr. Pfeifer reviewed the history of 
the Tennirial association, and Doctor 
Starkloff gave health statistics of St. 
Louis and told of the work of his de- 
partment. Instrumental music was 
furnished by Bert Baumgartner, Ed- 
die C. Volkert and Bob Anslyn. The 
attendance was 2112. 

The club anticipates tha t  H. S. 
Caulfield, governor of Missouri, and 
Mrs. Caulfield will attend the June 
luncheon of the Frisco Men's Club of 
St. Louis. The luncheon will be held 
on a day in the latter part of June to 
suit the convenience of the governor. 

Mr~skogeo, Okla. 
The Frisco Employes' Club, of 

Muskogee, Okla., and the Ladies' 
Auxiliary to that club held a joint 
business and social meeting May 23 
in a passenger coach. One of the 




