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INTRODUCT I ON

This submission is being made jointly to the Federal

Election Commission and to the Enforcement Bureau of the

Interstate Commerce Commission. As such, it is directed to

the suggestion made in the ICC Memorandum of Fact and Law

.dated 27 Septe.mbr 1976, that the Chicago, Milwaukee, St.

Paul & Pacific Railroad Company (".Milwaukee Road") has

* violated 49 USC 2C)7)b and 2 USC 441 b and that those viola-

tions continue to the present.

As we understand it, these suggestions are based upon

the assumption that the Milwaukee Road is paying S25 per

month to some 12 participants in the Milwaukee Road Officers

Trust Fund ("Trust") in order to reimburse them for their

* " participation, and, therefore, the Milwaukee Road's records

do not accurately reflect the actual salary expenses for

these individuals. The assumption is fallacious.

We submit that there is no basis for asserting that a

current violation of 2 USC 441 b or 49 USC 20(7)b exists.

Ferther, there is no reasonable cause to believe that the

Milwaukee Road violated 49 USC 20(7)b, 2 USC 441 b, or its

predecessor, 18 USC 610, and certainly not after 1969.

!/ Referred to as "Memorandum" below.



The Memorandum is misleading iuse it makes an incom-

plete presentation of the facts, it contains selectively

edited testimony, and it withholds readily available docu-

mentary evidence. While purporting to be an objective

analysis of the facts and law upon which a prosecutor is to

rely in deciding whether to take further action, the Memo-

randum is nothing more than biased argumentation in support

of a preconceived conclusion. An analysis of the Memorandum

in this regard is set forth in section VI of this submission.

II

BACKGROUND

The Memorandum is based upon testimony taken, and

documents provided to, the Securities and Exchange Commis-

sion during its private investigation (H. 0. 827) of the

*Milwaukee Road from June 1975 to June 1976. That investiga-

tion resulted in the entry of a consent decree naming the

Milwaukee Road, among others, on 29 June 1976.

The private investiqation began following an article

which appeared in Forbes magazine dated 15 June 1975. A

second article ("Forbes II") appeared in the 1 July 1975

issue. Forbes II had alle,?ed the existence of a "political

slush fund" to which employees of the Milwaukee Road were

pressured to make contributions. In pursuing its investiga-

tion, the SEC staff focused on several areas including the
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circumstances surrounding the formation of the Trust in late

1964 and early 1965.

it appears that Leo Crowley, then the chairmdin of the

Milwaukee Road, conceived of the idea of the Tr.ust in late

1964. A trust agreement 1-/ was drafted and implemented in

January 1965. A document 2/ found among the payroll records

of the Milwaukee Road and voluntarily provided to the SEC

staff, purports to compute the pay status of such 35 execu-

tive and administrative personnel for the year 1965. A

notation contained on that document indicates that 25 of the

35 were to receive $25 per month in additional salary which

was somehow related to the Trust. As thc investigation

proceeded, testimony from four individuals indicated that

the $25 increase was given in an effort to encourage the 25

individuals to contribute $15 to the Trust. In spite of an

implication to the contrary 3/, the implementation of the

compensation incentive appears to have been the sole responsi-

bility of Crowley. No present member of the Milwaukee Road

management was involved in that aspect of the formation of

the Trust.

Appendix, pp. 1 to 4.

2 Appendix, p. 10.

3_/ Memorandum, p. 3.
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The Memorandum argues that there was a violation of 18

USC 610 and 49 USC 20(7)b in 1965 and, becau!'-e no pay reduc-

tion ; had been made in the intervening 12 yeairs, that those

violations continue.

It is fundamental that criminal chargqes based upon a

statutory language requiring knowing and willful violations

must be based upon more than theoretical extrapolation i/,

and citations to Gertrude Stein. / The prosecution must

prove its alleged case beyond a reasonable doubt. What is

required is an analysis of the changing factual situation in

view of the statutory language. Such an analysis shows that

the unlawful effects, if any, of the 196 occurrences were

completely dissipated no later than 1969.

III

NO UNLAWFUL ACTS WITH RESPECT TO TRUST

A fundamental question presented by the Memorandum, but

ignored in its presentation, is whether or not the $25 was

properly characterized as officers' salary expense in 1965.

The Memorandum assumes, without analysis, that this sum was

not compensation. We submit that an analysis of what hap-

pened in 1965 and thereafter shows that, in fact, the $25

I/ Memorandum, p. 9.

Memorandum, p. 18.
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was compensation because the recipients were free to use the

money as they saw fit.

This right is set forth in the text of the withholding

authorization used in 1965:

, 137

Tie un,'c:'i ne., 'cb n a: cffi;Ccr of Chc.c .o, Vilwa,,k ee, 't. Paul
and Pacific nai.izro.d Ca ,.'d., . hrciy .u'hor'inct: and dirccut that -ltcvc
be vwthhcld each h, - , hit .' the .un of I " . v.hich
surn. iz he:rcb r inicd to -e a . dcnaticr; for dcpO-it in
Mlwcaukee Ro.ad Cf';cc-s T

The undersigned cc:ti'ics h": undcreanciir to be that:

I. Milwaukcc T oac Offccrs Truet Account c.:ists pur-

suant to, ond is a_2,r-,inistercr un".er the tc:rms and con' itiona
of. a Declaration of Tru:t. d-tcd as of October 15, 1964.
and executed by 0:n 0. Schicv.e and Jaes P. Reed',
as Tru.-Oes. Such Decla- ratio r of Trus: is on file in the
office of th.: Trustce. 516 Vc-t jackson Boulcvard. Chicago,
Illinoir, where i is avail.blc for innpection at any time by the
undcrcigncd during rc luiar o:fice hours.

• " " .Z. The rna.in of this donation is not a condition of

his continued ernp'iy:r.bcn h go, I...ilwaukee. St. Paul and

Pacific Railroad Cc.pany, nor does it cnter into or affcct in
any way the detetr .t-.icn by the Company from t:me to
time of the terms an- co-:'ons of that employmcnt, including

promotion, salary level, t;:sfer or work ascigenrnct. Thi ...
authorizat.c:n m,v be raneyd en ti.c, in whole or in
part, by writte:. ticetot"he jo. .

3. VW.ithdrawals from !.....au..ee Road Officcrs Trust

Account may b: rnade At any ti-nc by the Trustees thereof for
any purpose which, in taie solc disr:ctio:n of the Trustzes,

will secure and advance the interest and well-bcing of the

undersigned as an officer of Chicao. Milwaukee, St. Paul
and Pacific Railroad Cormpany b; protcctin- and prorn.oting
the legislativc obfrctives of tha: Company and of the railroad
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industry of which it is a part.

4. The donation hercby rade is not dcductible for
either Fecderal or state inconne tax p'urposes, and rrimbu:-c-

rnent is not tn be sought from Conpany funds, c.ther dircctiy

or indirectly.

6 />K4
Dated________

j /

(Emphasis added)

This form was used, in substantially the same form, inl all

subsequent years. SEC Exhibits 5(c) and 138 i/. Thtre was

no pressure on any of the participan; to join or remaiin a

Trust participant. The authorizatios gave each employee

the sole and absolute right to revoke his authorization, in

whole or in part, at any time. This unrestricted contrac-

tual right, of which each participant was aware, gave the

employee complete dominion over the $25. Whatever the

purpose of its grant or the hopes which may have motivated

its granting, it is unequivocally clear that, once granted,

the participant could retain, spend, or contribute the $25

as he saw fit. We submit that such power in the partici-

pants meant that the $25 was officer salary expense at the

i/Appendix, pp. 11 and 12.
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W time of its granting. Thus, there was no violation of 49

USC 20(7)b or, for that matter, of 18 Usc 610.

IV

0 EVENTS AFTER 1965

The theory for the recommended prosecution is:

* Logic supports the argument that this
additional salary -- since it never was
taken away -- still continues.

Memorandum, p. 9.

* For its validity, the theory advanced by the Niemorandum

requires an unbroken causal chain from 1965 to 1976. No

such chain can be forged.

* When the individual employment histories of Trust

participants after 1965 are examined, it is obvious that

- there are intervening events which break the chain. The

* ~ great majority of those individuals listed in SEC Exhibit 14

experienced changes in job and pay status which, because of

a longstanding railroad policy, completely changed the basis

* for computing their salaries. In the case of promotions,

the policy was to begin the promoted individual at the

lowest pay level possible consistent with his new position.

* Such a policy reflects the view that the individual should

be rewarded upon his promotion but that his relative inex-

perience in the position required him to be compensated at a

* level substantially lower than that of his predecessor. The
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following table 1/ shows the promotion dates of the indivi-

duals listed on SEC Exhibit 14 who changed job status prior

to 1969. Additionally, R. K. Merrill was promoted to Vice-

President for Law in November 1970, and D. 0. Burke was

promoted to General Manager in February 1973.

L. V. Anderson 1-1-69
S. W. Armour 3-1-66
E. W. Chesterman 3-1-66
C. E. Crippen 10-12-66
P. L. Cullen 3-1-66
R. K. Kratochwill 10-12-66
G. H. Kronberg 3-1-66
F. G. McGinn 5-11-65
W. E. Ross 10-12-66
C. L. Schiffer 5-14-68
E. J. Stoll 3-1-66
W. D. Sunter 3-1-66

Thus, even if one assumes that there were improprieties in

January 1965 such as those calculated at pages 33-34 of the

Memorandum, there is no basis for similar allegations once

*the underlying pay status has undergone fundamental trans-

formation as a result of a promotion. The individual's

salary after promotion was computed on the basis of his new

position rather than by the application of a percentage

increase. There was no relationship between the old salary

and the new level so that the reported computation for each

such individual was accurate.

The chain is further weakened by the practice of

1/ Appendix, pp. 73 to 98.
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selective increases for executives. The following table 1i

lists those individuals who received selective increases

prior to 1969 and the date of the first such increase. Such

increases were recommended by the individual's immediate

supervisor because of some changed circumstance, such as

additional responsibilities, which required individual re-

evaluation and adjustment of the salary level of the af-

fected employee:

L. V. Anderson 8-1-66
D. 0. Burke 8-1-66
E. W. Chesterman 9-1-65
P. L. Crowling 1-1-68
C. E. Crippen 5-11-65
P. J. Cullen 9-1-65
V. E. Glosup 1-1-65

* _ A. W. Hallenberg 8-1-66
R. F. Kratochwill 9-1-66
W. W. Kremer 5-11-65
F. G. McGinn 5-11-65
R. K. Merrill 5-11-65
W. E. Ross 8-1-66

* ' C. L. Schiffer 10-1-67
r W. D. Sunter 9-1-65

J. T. Taussio 11-1-65
F. A. Upton 8-1-66

A comparison of this table with the 12 names marked by

an asterisk on page 2 of Exhibit A to the Memorandum shows

that all but two were subjected to this individualized

salary review. Of the four examples proposed for use in

prosecution, all received one or more such increases prior

i_ Appendix, pp. 73 to 98.
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to 1969. These selective increases were granted without

regard to the individual's participation in the rTIust.

One's original compensation was only a starting point from

which the selective increase was determined. Accordingly,

the salary paid Messrs. Merrill, Kratochwill, Burke and

Hallenberg was accurately recorded after June 1965, September

1966, August 1966 and August 1966, respectively, because

their salaries had undergone a separate review process and

increases had been qranted solely upon management's evalu-

ation of their job performance and their individual value to

the company.

Further evidence that the $25 was properly attributable

to officers' salary expense is the fact that the pension

rights of those participants who retired were computed upon

* - the assumption that the $25 was part of their cempensation. i

The following tables list those participants who retired

prior to 1970:

S. W. Armour 10-1-68
N. E. Glosup 1-1-67
H. C. Johnson 6-1-65
W. W. Kremear 6-1-67
C. T. Lannon 6-1-68
W. D. Sunter 10-1-69

The chain is broken by another major event which oc-

curred when the pay system of Milwaukee Road was completely

_/ Appendix, p. 99.
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revised. In July 1971, the Board of Directors of Milwaukee

Road ordered the discontinuance of the practice of horizon-

tal pay increases for executive personnel. The executive

salary system was completely overhauled. The new system,

designed by outside consultants, was not dependent upon

prior salary levels but rather used objective criteria to

evaluate each position and to then administer the salary and

program strictly on the merit systom. Mr. Crippen described

this system in his testimony:

MR. HAYES: Mr. Crippen,

Did you, in 1971 , or thereabouts,

and while you were P1resident of the
Railroad, take any Liction with respect
to any changes in policy of the rail-
road as to salaries for its personnel?

THE WITNESS (Crippen): Yes.S -

'MR. HAYES: What did you do?

THE WITNESS: We put in a salary

-11-



administration program under which we
undertook to get job descriptions of
the officers and supervisory employees
and develop their responsibilities
on both as to staff and nature of the
work and dollars for which they were
responsible and then developed relative
positions with respect to each of the
positions as to responsibility and then
our railroad, compared with several
other railroads, and I remember there
were eight or nine other railroads,
and then spotted each individual on
a curve to determine whether on the
basis of our evaluation job descrip-
tions and so forth the salaries were
too high or too low with respect to
the responsibilities and as it related
to the railroad industry and as it
related to the history, generally,
and I undertook a orcaram tc bring
salaries in li.e with the value of the job
and administered salary increases on the
basis of this program.

If we found that a fellow on a salary
was too great, the responsibilities that
were assigned to his position, then we
either held hi salary static or gave him

* - a very modest increase.

If on the other hand we found that his
salary was too low with respect to the other
industry -- other railroads and industry
generally, and the responsibilities that
were assigned to that job, then he was given
a salary increase that would tend to ulti-
mately gjet him u; to a salary appropriate
for the job he had, so that in some instances,
if there were a 5 percent ceneral increase
authorized, sc - , people miaht get 7 or 8
percent and other :people may get i, 2, 3 to
8 percent, so this was an administration
of salaries based on responsibility and
the importance of the job.

Crippen pp. 214-21 i

i Appendix, PP-
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The program established salary ranges for each posit)Al

based upon its importance to the Milwaukee Road and the

salaries paid for comparable jobs in other railroads and In

other industries. Individual salaries within a range were

determined by comparing the employee's level of performance

to the objectives outlined in the job description which had

been prepared for each position. Such a program did not

carry into it the salary policies of the past and thus, for

this reason alone, the chain was broken as to all partici-

pants with the advent of the salary administration program

authorized in 1971.

The assumption that the "device" continued as company

policy is unsupportable. The SEC record is replete with

examples of individuals joining the Trust after 1965 who

received no "extra compensation." Fritz H. Miller decided
* C-

to participate in the Trust in 1970 and was not compensated

in any manner. Miller pp. 11, 16-19. i_. Warren Ploeger

began to contribute in 1968 and was not reimbursed in any

way. Ploeger pp. 16-18, 28-29 2/ Charles Morris began

contributing $10 per month in 1972 and was not reimbursed in

any way. Morris pp. 121, 28-29 k'. Alvin Nance contributed

l/ Appendix, PP. 17-20.

2_/ Appendix, pp. 21-26.

3/ Appendix, pp. 27-30.
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$10 a month beginning in 1972 and was not compensated in any

manner. Nance, pp. 10-18 1j. Mr. Crippen cataqorically d'0nied

that the "device" continued after 1965 at paqeos 78 and 216

of his testimony.

BY MR. BUTLER:

Q Do you recall if there was any
conversation at this later time
[1972] with reference to the giving
of additional salary increases for
the purpose of joining the fund or
conbributing to the fund?

A Specifically there was not. I had
no knowledoe of any other discussion
on salary increases for additional
employees' participation.

Crippen, p. 78.

MR. HAYES: This morning questions were
asked of you concerning what knowledge
you may have had concerning whether or
not any persons received a $25 a month
salary amount from the railroad, reim-
bursoement for contributions to the
Officers' Trust Fund.

After 1965, do you recall any dis-
cussion with any person on that topic?

THE WITNESS: Absolutely none.

Crippen, p. 216. -/

Again, an examination of page 2 of Exhibit A to the Memoran-

dum is illustrative. Of the 23 persons listed, 11 joined

1/ Appendix, pp. 31-40.

2/ Appendix, p. 41.

3_ Appendix, P. 16.
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the Trust after 1965 and were not reimbursed in any manner

by reason of their participation.

If the membership of the Trust as a whole is examined,

the noncontinuance of the "device" as company policy is more

vividly shown. In May 1976, the Trust consisted of the 23

individuals listed on page 2 of Exhibit A to the Memorandum

p 58 other individuals all but one of whom I/ had joined

the Trust in 1970 or later. There is no evidence that any

of these 57 individuals received any compensation by reason

of their participation.

As shown above, even the assumption that the device

continued as to the initial 25 individuals is unsupportable.

Kratochwill testified that no individual received a Day cut

by reason of his leaving the Trust:

MR. HAYES: Mr. Kratochwill, in the event
that a person who had been a contributor to
the Trust Fund later withdrew from the Fund
for any reason, would there be any downward

adjustment in his pay status?

THE WITNESS: No.

Kratochwill, p. 38. 2/

Whatever the reason for granting the extra $25 was in

1965, it appears that both the employees and the company

1/ Crippen retired in 1973 but continued to contribute

to the Trust until December 1976.

2/ Appendix, p. 44.
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regarded it as the employees' money which they could use as

they saw fit.

The 12 original contributors referred to on page 2 of

Exhibit A to the Memorandum are no longer participants in

the Trust. They withdrew in June 1976 I/. Thus, there is

no basis for asserting that a current violation of either 2

USC or 441 b or 49 USC 20(7)b exists.

V

HISTORY OF TRUST
1965 TO 1976

The Trust began in January 1965. It was a voluntary

program for officers, executive and administrative personnel

of the Milwaukee Road. For the purposes of this submission,

we will assume that 25 participants received $25 per month

from which they contributed $15 per month to the Trust. As
* C-

of 1 June 1976, 12 of the original 25 participants remained

employees and members of the Trust. As of 1 July 1976, no one

was a member of the Trust 2/.

The total amount donated by this group over the 11.5

years since January 1965 was $42,600. The 12 participants

who remained members as of June 1976 contributed a total of

i/ Appendix, p. 100.

Crippen who retired in 1973 continued to be a con-
tributor until December 1976.
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$205 per month, or $2,460 per year. Total membership in the

Trust was 68 as of June 1976. Thus, the remaining 12

original participants constitute less than 20% of the

Trust's membership. Their yearly contributions likewise

constituted approximately 20% of the total contributions to

the Trust which had remained relatively static at approxi-

mately $12,000 per year since the Trust was reconstituted in

September 1972.

Trust records were reviewed in preparing this submission.

The Trust made no contributions to federal candidates during

the period March 1972 to September 1973. Contributions to

federal candidates of $1,500 were made during the last

quarter of 1973. During 1974, federal contributions total-

led approximately $3,700 while state and local contributions

approached $10,600. For the year 1975, federal contribu-
* C-

tions approximated $5,700 while state and local contribu-

tions reached $4,000. During 1976, federal contributions

were $6,700 while state and local contributions were slightly

more than $5,500. Thus, in each year, there were more than

enough funds in the Trust from participants other than the

initial 25 to account for all the federal contributions

made. For this reason along, any violation of the Federal

Election Act during those years could not have been one of

substance.
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The Memorandum points to contributions to certain

federal candidates made by the Trust during the period 1

October to 31 December 1975. i/ On the assumption that the

effects of events which occurred in 1965 are still being

felt, the Memorandum suggests a violation of 2 USC 441 b.

The circumstances surrounding the formation of the

Trust have been described above. We submit that the com-

bined effect of promotions, selective increases, and company

pension policy over the intervening 12 years, plus the

restructured salary administration system authorized in

1971, completely dissipated any unlawful effect that may

have arisen in 1965. The facts supporting this position are

set forth in section IV of this submission.

Any violation of the federal election laws which might

have occurred was purely a technical one. The Trust was

apparently established to make contributions to candidates

for public office. In many states, including Illinois, cor-

porate contributions are permissible. Accordingly, the mere

presence of corporate funds within the Trust would not have

been unlawful. There is no basis for presumin that the

questioned funds were used to make federal contributions.

The Memorandum does not present any evidence to support such

i/ Memorandum, pp. 9-10.
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a presumption.

Two other happenings in administration of the Trust are

relevant.

In 1970, a new recruiting effort was made on behalf of

the Trust. Former participants in the Trust were again

solicited and advised that their further participation was

strictly voluntary. No reimbursement device of any sort was

offered to any participant. Those who were then members of

the Trust were asked to increase their contributions.

Apparently, some did so; they received no compensation for

their decision.

In September 1972, the Trust was recrganized. There

was another solicitation drive. Again, the participants

were advised of the voluntary nature of the program. Some

elected to continue to contribute, some increased their

contributions, and some made reductions. In any event, the

Trust underwent fundamental changes which were intended and

designed to place it in compliance with the requirements of

the Federal Election Act as then in effect.

VI

FAIR14ESS OF ICC MEMORANDUM

A. Unfairness to Principal Officers.

We believe that the Memorandum is seriously deficient

in its analysis of the facts relating to the individuals who
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it recommends should be subjected to a grand jury investi-

gation.

A particularly blatant example of these shortcomings is

found in the effort by the Memorandum to implicate Mr.

William J. Quinn 1/ in the origination of the "device."

At page 3, the Memorandum asserts that the formation of

the Trust was discussed with Mr. Quinn. The implication is

that the "device" was also discussed with him. As Mr.

Crippen testified, he did not ever discuss with Mr. Quinn,

between 1965 and the time of his testimony, the idea of

giving a salary increase to employees of the Railroad for

the purpose, either in whole or in part, of making a con-

tribution to the Trust Fund. Crippen, p. 30 21. Further,

he had no specific or general recollection of discussing

that matter with Mr. Quinn prior to 1965. Crippen, p. 31 2.

Mr. Crippen's testimony on this follows the material quoted

on pages 3 and 4 of the Memorandum by one page. See, Crippen,

p. 28 9.

The Memorandum has unfairly edited testimony and sup-

pressed readily available documentary evidence. Two letters

Memorandum, pp. 3, Z4-26.

Appendix, p. 47.

3_/ Appendix, p. 48.

4/Appendix, p. 46.
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between Mr. Quinn and Mr. Crippen are discussed. [oth

letters were part of SEC Exhibit 14 Ono was attached to

the Memorandum as Exhibit B. It had been plage 2 of SEC

Exhibit 14 2/. The second letter had been page 1 of SEC

Exhibit 14 3_ and is the document upon which the Memorandum

bases its argument that Mr. Quinn was involved in the

creation of the "device." The Memorandum quotes the letter's

first paragraph:

In connection with the 7% increase to
be applied January 1, 1965, to the
supervisory employees, there are cer-
tain other adjustments that have to
be made, as I explained to the Board
at the meetinc on Thursd-". (Emphasis
supplied by ICC.)

The letter is not attached to the Memorandum as an exhibit

even though it was available.

The full text of the letter undermines the argument

that the "certain other adjustments" relate to the Trust.

The full letter is set forth here: 1-7I 4 u

00,Chicago -December 21, 19b4so!'.a

C Mr. C. E. Crippen:

In connecoion with the 7r7 -n,;reasc to be applied

January 1. i1%5 to t:e s-&:7rvscrv e,-..ovves, th,.rc are cer-

i/ Appendix, p p. 5 to 10.

2_ Appendix, p. 6.

3/ Appendix, p. 5.

-21-
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tain other adjustments that have to be made. as I explained to
the Board at the meeting on Thursday.

Insofar as the C-erating Depa."t:ment is concerned.
I have discussed the malter ", :..'r. G:rn, and he has zr..de
the following recorn.'.eriat-.-c-, which I
January 1, 19o5:

approve, effect've

Present Rate W ith
Rate. 7 increase

Pr cosed

-P ate

T.. V. Anderson $
General Manager

F. A. Upton
Chief Mechanical C.::crr

B. J. Crnb,,r-.
Asst. Chief Er.r-:ru:..r,,s

24,)00 $ 5,te, $i2u500 1: -33

17, 5 8.

...Wors-v !7-G
Engineer Ma.nte-ance o: Wa'-Trs,

A. E. Fuhr 14,5 5
Asst. Chief Engineer-S:nals & Co."-"

G. M. Hill
A,.sistant Engineer-Signa.s

0. W. Torpin 13
Superintencent of -rans.:crtation
R,. P. H{unts."Tian. Acti.ni . :-.o -

10, 3t8

.528

3. , S,, 24. SO0 .0/

i ,815 20,000

15,585 Ib, 000 3 .2

11.094 11.500

14, 445 15- 500 '2?/07

- an pzC.;on
to Supt. of Transportat-on-We: tern Rec:,.r'n

9, 0r,0

3. 3. Nentl, Actirg Su'cr;.tn e.t 3 , -

to Superintendent (Ab.r&ee Z:v:smon)

cc: Mr. F. G. McGinn

9,o 30 10,000

14,445 15,811

Also part of SEC Exhibit 14 as page 6 was Crippen's

response to Quinn's reference to the "certain other

ments." This letter is set forth here:

-22-
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Chicago - December .'1. 1964

pERSONAL

Mr. William J. Quinn:-

In connection with the general adjustment 0t compensation

to supervisory and exern.pt ern:Iovees effective January 1. 11t5,

there are certain individuals who have been performIng outstand-

ing service whose rates do not adequately recognize th-eir respon-

sibilities and value to the company. I would like to adyust these

inequities concurrently with the general increase effective

January 1, 1965.

The following is a su.nmary of the adjustments proposed:

Monthly Rate

Individual Present + 77o Incr. Pronosed

W. E. Ross $1,400. $1,498. $1,550.

Assistant Comptroller

R. N. Edman 1.378. 1,475. 1,525.

Chief Statistician

G. W. Corbett 850. 910. 950.

Director of Internal
Audit

A. L. Nance 750. 813. 850.

Auditor

May I have authority to make these adjustments?

The Mcmorandum asserts that the "certain other adjust-

ments" referred to in this Quinn-Crippen correspondence

-23-



"represents carrier monies funnelled into a political

trust." L/

However, the precise matter under discussion between

Mr. Quinn and Mr. Crippen is defined in the Minutes of the

Board of Directors for 17 December 1964:

Authority to make certain adjustments,
in addition to the horizontal increase
to officers and supervisors, was also
approved. This is for the purpose of
maintaining relationship and eliminating
inequalities.

SEC Exhibit 21 -'.

The adjustments were authorized and made in order to elimin-

ate inequalities -- in order to compensate individuals for

meritorious performance. They had nothing to do with the

Trust.

Indeed, an examination of SEC Exhibit 14 -/shows a

c- separate notation defined as "Rate with 7% increase, with

certain other adjustments, approved by Mr. W. J. Quinn."

The adjustments indicated by that notation -- the letter

I"d" -- correspond precisely to the adjustments set forth in

the letters between Quinn and Crippen reproduced above.

llaving woven its alleged case acainst Mr. Quinn from

such fabric, the Memorandum appears to recommend a grand

_/ Memorandum, p. 25.

2/ Appendix, pp. 10!to 102.

3_/ Appendix, p. 10.
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W jury investigation into the matters disclosed in the SEC

testimony of a man who is totally innocent of any wrongdoing

and who is one of the outstanding railroad executives in the

United States. One would hope that in these circumstances,

a more searching investigation, employing more precise

analysis and judament, would have been made before the

suggestion of personal involvement by a railroad official

of the stature of M-r. Quinn.

Even more distressing, under the circumstances, is the

suggestion of personal involvement by Worthington L. 8mith,

the president and chief operating officer of the !Milwaukee

Road. Not a glimmer of justification for this sucooe;tion

can be found in the Memorandum. Smith's name appears for

the first time at page 36, the last page, of the Memorandum.

Nowhere in the preceding 35 pages is there as much as an

allusion to Smith. Yet a grand jury proceeding respect-

ing malters disclosed in 'is SEC testimony is recommended.

Smith joined the Milwaukee Road in July 1972; he could

not have been involved with the formation of the Trust. He

never was a participant in the Trust. I e did not know of

its existence until June 1975. was not involved in any

manner in the administration of the Trust. Smith's non-

involvement is crystal clear and spread across the record.

Yet the Memorandum makes no references to this evidence:

-25-
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BY MR. BUTLER:

On the record.

Now, Mr. Smith, at this time, I would
like to direct your attention to
another area and ask you if you're
familiar with the Milwaukee Road
Officers Trust Fund?

A I am familiar with the words, but I
am not familiar with the fund, I am
not involved in it.

Q Have you ever contributed to that
fund?

A No.

Q Have you ever been solicited to con-
tribute to the fund?

A No.

Q Has anybody ever described to you
the purpose of that fund?

A No.

Q Have you ever asked anyone about
that fund aside from the questions
you may have directcd to counsel?

A No.

Q Do you recall when the first time
you heard about that fund was?

A Well, it's in recent months. I think
I first became aware of it Jule of
this year or heard discussion of it.

Q And what 2tco::0ttonr were those dis-
cussions?

A Well in the context of your investiga-

tion.

Q So, prior to June of 1975, you had
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not had discussions with anyone of
the Milwaukee Road Officers Trust
Fund?

A I don't think so.

Smith, pp. 38 to 39. 1/

There is no documentary or oral evidence which contradicts

this testimony.

One looks in vain for any reasonable basis for the

recommendation that Smith be subjected to a grand jury

investigation. Merely holding office has never been enough

to support criminal charges under a statute requiring know-

ing and willful violation. United States v. A & P Trucking

Co., 358 U.S. 121, 79 S.Ct. 203, 207 (195R).

As to Mr. Crippen, even if in 1965 he had knowledge of

what is now alleged to be illegal corporate purposes and

recordkeeping, the record before the SEC confirmed over and

over again that Mr. Crowley's plan, insiqnificant in dollar

amount as it was, a.44 had by 1969 become fully justified and

proper under the laws of the ICC and 18 USC 610.

B. Unfair Presentation of Record.

Apart from unfairness to the principal executives of

the Milwaukee Road, the Memorandum does violence to the record

by selective editing of the testimony.

The Memorandum cavalierly implies that Arthur W.

Appendix, pp. 49 to 51
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Hallenberg had the impression he was receiving extra com-

pensation which he was to use to contribute to the Trust.

The Memorandum achieves this result by linking the Hallen-

berg's testimony with that of Delbert 0. Burke.

In fact, Hallenberg testified that he had no idea that

he was receiving any extra compensation. le testified that

he was never told this fact, that he did not ever calculate

what his various pay chances were, and that he would have no

reason to do so because he had never handled his pay check.

Hallenberg pp. 13-14, 16. The Iallenberg testimony

quoted by the Memorandum at pages 10 to 13 records the

mathematical computations employed by the SEC staff to

demonstrate to Hallenberg that he hlid received more than a

straight 7% raise in 1965. Interestingly, the Memorandum

stops quoting Hallenberg's testimony at the point at which

he begins to explain why he was unaware of his pay status in

1965. A full page of testimony, some 25 lines, is missing

from the Memorandum. Indeed, the missing material is neces-

sary to complete the answer which is presented on page 13 of

the Memorandum as if it were complete. See Hallenberg pp.

19-20.

The characterization of Hallenberg's testimony is

i/ Appendix, pp. 52 to 55.

2/ Appendix, pp. 56 to 57.
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important because the overwhelming majority of the Trust

participants, who gave testimony on the points did not know

that they had received the $25 until the time of their

testimony during the SEC investigation. See, Anderson, p.

25; Melzer, pp. 31-32; Upton, pp. 29-30; Stoll, pp. 25, 34;

Schiffer, p. 29; Merrill, p. 42Y Only three participants

testified that they were aware of the extra compensation in

1965. Crippen, p. 65; Taussig, pp. 18-21 an,! Kratochwill, -.

12. Of these, only two were aware of the connection between

the $25 and the Trust. The other assumed a relationship

because of the coincidence of timing. One other participant

testified to a vague and unsubstantiated impression, gained

he knew not where, that he was being compensated by reason

of his participation in the Trust. Such was the knowledge

of the participants in 1965. Hardly the sweeping general

07 knowledge the Memorandum implies.

The Memorandum makes extensive use of the quotation

from the testimony of Richard Kratochwill, who was comp-

troller in 1965. Aqain, the quotations, as presented in the

Memorandum, have elipses which are not indicated or the

extent of w'hich is not indicated. For example, between the

first answer cuoted on pace 21 of the Memorandum and the

next line quoted, there actually occurred some 7 pages

of testimony. -!Between the last line on page 21 of the Memo-

1/ Appendix, pp. 58 to 72.

2_/ Appendix, pp. 101 to 108.

3_/ Appendix, pp. 109 to 116.
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randum and the first line quoted on page 22, there is

actually 13 pages of testimony. The importance of these

clipses is apparent when the missin. pages are examined I.

The documents to which the witness had reference at page 20

of the Memorandum are not the same as those to which he is

referring at page 22. Further, while the Memorandum uses

this edited testimony to assert that °ratochwill admits that

adjustments in salary rates occurred, when his testimony is

reviewed and considered as a whole, it is clear that Kratoch-

will was attempting to explain to the SEC staff what con-

clusions he drew from the document (SVC Exhibit 14) which he

personally saw for the first time in June 1975.2/

VII

The Statutes of Limitation Bar any Prosecution
Suggested by the M.e-Morandum

A. Prosecution for Federal Election Violation That May
Have Occurred Prior to 1973 Are Parred.

The Memorandum deals candidly with the Statute of

Limitations defense to any charge under 2 USC 441 b or 18

USC 610. There can be no prosecution for any violations

which may have occurred prior to 1973. 2 USC 455, Memorandum

P. 29. The factual analysis of the events occurring after

1965 fully supports, we submit, the conclusion that any

violations of the election laws which may have occurred in

I/ Appendix, pp. 116 to 125.

Appendix, p. 125.
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1965 had ended long before 1973. Section IV above.

B. The Statute of Limitations Also Bars Prosecution of
Any Violations of Section 20(7)(b) of the Interstate
Commerce Act.

1. Prosecution for Allecod False Entries Made Prior
to 1972 are Barred bv the Statute of Limitations.

The Memorandum is less candid in dealing with the

statute of limitations with respect to possible violations

of 49 USC 20(7)(b). This is understandable when the various

elements of statutory offense are considered. The statute

arguably reaches persons who "knowingly and willfully made,

caused to be made, or participated in the making of any

false entry in any ... records or memoranda kept by a

carrier."

The statute, according to the Memorandum and some case

law dealing with similar statutes i/, makes each false entry

*a separate and complete offense. Accordingly, each entry

requires proof of additional facts establishing the essen-

tial elements of each offense, even though the entries

involved may be contained in the same document or report.

United States v. Bera, 176 F.2d 122, 125-126 (9th Cir.

1949).

According to well establishcd case law, the statute of

Memorandum,p. 27, Fower v. United States, 296 Fed.
694 (9th Cir. 1924) , United States v. Bera, 79 F.
Supp. 1021 2 D.Cal. (194S) ; affirmed, 176 F.2d 122
(9th Cir. 1949).
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limitations begins to run when the offense is complete; in

this case, when each alleged false entry was made. Assuming

the five-year statute of limitations set forth in 18 USC

§3282 applies, prosecution for any alleced fals;e entries

made prior to 1972 is absolutely barred.

2. No Subsequent Knowinc, and Willful Violation of
The Statute has T.cured .izhi:. the Period of
Limitations

Assuming a five-year limitations period, any prosecu-

tion for alleged violatio,.s of 49 USC 20(7) (b) must be
founded upon false entries made within the limitations

period. In any such prosecution, the covernment would be

required to prove by" separate facts the requisite elements

of each serarate offense -- i.e., each false entry. This

requirement presents an insurmountable obstacle to any

* prosecution in liaht of the facts that pertain to this

matter.

One absolutely essential element of the Section 20

(7) (b) false entry offense is the elemeit of willfulness.

Case law has uniformly recuired evidentiary proof beyond a

reasonable doubt that the making of the false entry was

"...done with a bad purpose without justifiable excuse" and

with an "evil motive." For example, in Dearinq v. U.S., 167

F.2d 310 (10th Cir. 1948) (cited in Walters' Memorandum) a

§20(7) action against a railway conductor, the court stated:
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Subparagraph (7) (b) makes willfullness
a constituent element of the offense.
Where the word 'willfullness' is used in
a penal statute, more is required than
the mere doiiio of the act proscribed.
iL9_.nerallv means an act done with a
bad-urpose without justifiable excuse.
167 F.2d at 312. (Emphasis added.)

In Screws v. U.S., 325 U.S. 91, 65 S. Ct. 1031 (1944),

cited by the court in Dearing, the Court had these comments

on the word "willful" as applied to criminal statutes:

We recently pointed out that 'willful'
is a word 'of many meanings, its construc-
tion often beinq influenced by its context'
0 . . At times, as the Court held in

United States v. Murdock, 290 U.S. 389,
394 54 S. Ct. 223, 225, 78 L. Ed. 381, the

word denotes an act which is intention
rather than acidental . . . But 'when

used in a criminal statute, it generally
means an act done with a bad purpose.'

in that event something more is

required than the doing of the act pro-
scribed by the statute . . . An evil

motive to accomplish that which the
statute condemns becomes a constituent
element of the crime . . • 65 S. Ct.

at 1035. (Emphasis added).

In United States v. Atlanta, B & C R.R. Co., 282 U.S.

522, 51 S. Ct. 237 (1931), after pointing out that the

Commission had the authority to prescribe a carrier's system

of accounts, the court stated:

Disobedience of an order made to this
end touching the accounts would be punish-
able under Section 20, Subsection 7 [49
U.S.C.A. §20(7)], of the act as a wilful
failure to make a correct entry and the
keeping of a record other than that ap-

proved by the Commission. 28 F.2d 885,
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887. The basis for such a liabilitv should
be certain." 51 S. Ct. at 239. (Emphasis
added.)

In U.S. v. Spin!qol,, 464 F.2d 909 (7th Cir. 1972), the

treasurer of a union was convicted of knowingly and willfully

failing to file a required iranual report with the Secretary

of Labor. The trial court excluded evidence that the

treasurer was unable to prepare the annual report until

completion of certain underlying accounts with which he had

no direct involvement. In reversing the conviction, the

court held, inter alia, that excluded evidence directly

related to the element of willfulness. As applied to the

present matter, Spingola requires that a individual's actual

involvement in the preparation of necessary reports be

considered with regard to the willfulness element involved

in the making of an allegedly false entry.

If, as the Memorandum suggests, each separate pay

period reflects a separate violation, then it is elemental

that a knowing and willful violation must be shown for each

such period. Such was the requirement in an analogous

income tax situation. In United States v. Goldberg, 206 F.

Supp. 394 (E.D. Pa., 1962), aff'd 330 F.2d 30, cert. denied

337 U.S. 953, 84 S.Ct. 1630 (1964), Goldberg was charged

with conspiracy and attempted evasion of income taxes for

the years 1955 and 1956. In discussing the showing of
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criminal intent necessary to sustain a finding of the substantive

offense of attempted tax evasion, the Court concluded that

"a single conspiracy embracing two separate taxable years is

impossible." 206 F.Supp. at 3q6, 397. This r,soning was

also extended to the conspiracy charge, the Court declaring

at 206 F.Supp. 397:

Since income taxes become due and payible on an

annual basis, it seems manifest that.
persons cannot at one and the same t mil.
conspire to evade more than one year'-;

taxes.

A willful attempt to evade the t ix

for one year is a senarate offense tttm
a like attempt to evade for another \o'ar.
United States v. Sullivan, 98 F.2d 7',
80 (2d Cir. 1938). Wo think the sam,
holds true as respects a conspiracy to

commit the substantive offense. (P. 397).

As the facts set forth at Section IV demonstratte, there has

been no willful or deliberate violation of the Statute

within the period of limitations.

In addition to willfulness, it is necessary in esta-

blishing a violation of Section 20(7)(b) to prove that the

falsification involved a material fact. Any -inadvertent

mistake does not subject the carrier or the individual

involved to liability. Oregon-Washington Railroad Nay.

Co. v. U.S., 222 Fed. 887, 898 (9th Cir. 1915). Moreover,

to require absolute accuracy when dealing with a penal

statute like §20(7), absent a requirement of materiality,

e could subject a carrier to enormous penalties for minuscule
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mistakes. Elgin J. E. Ry. Co. v. U.S., 227 FEd. 411, 413

(7th Cir. 1915).

The logic for requiring "materiality" as an essential

element of a false reporting offense under a'other statute

was lucidly recited in the well reasoned opinion of Judge

Bazelon in Freidus v. U.S., 223 F.2d 598 (D.C. Cir. 1955):

We think, hoywever, that this highly
penal statute -,ust be construed as
requiring a material falsification.
The legislative purpose strongly implies
that only material false statements %.ere
contemplated, i.e., statements that could
affect or influence the exercise of a
governmental fu:nction. That ourpose, as
expressed by the Suureme Court in United
States V. Gilliland, was 'to protect the
authorized functions of covernmental
departments an g aaencies from the per-
version which -iaht result from the
deceptive practices described.' No
perversion of a aoverrz'mtal function
could possibl' result from a false
statement that was incan le o..of affect-
ing or influenci:.c such function."

223 F.2d at 601-602. (Emphasis and bracketed material

added.) Here, the governmental function in receiving

accurate reports of carrier expenses relates to insuring

that rates will not be inflated due to overstated costs.

Based on the amounts involved in employee contributions to

the Trust Fund, no effect whatsoever could have been had on

the carrier rates during this period.

It is obvious that the sums involved here are infin-

itesimal when compared to the revenues and operating ex-
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penses of the Milwaukee Road. The $4,500 questioned in 1965,

or the lesser amounts questioned in later years, approximate

0.0002 percent of current operating expenses. As such,

they cannot be said'to.have had even a statistical impact

upon Milwaukee Road's shippers. Literary allusions to

Gertrude Stein do not substitute for common sense judgments

by prosecutors in evaluating a case for prosecution. One

element must be the materiality of the items involved.

Given the sums involved here, common sense requires a long

look before a rush to prosecution is recommended.

3. The Doctrine of Conti-uinq Violations Has No

Application To This Mtter.

_ Only the original participants in the Trust Fund cc:n-

tribution program received salary adjustments. In each case,

the adjustment was limited to a single instance, a $300.00

* annual increase in 1965. As noted earlier, any current pro-

secution based on those events and any allegedly false entries

relating thereto is barred by the statute of limitations.

Any current prosecution can be based only upon an

allegedly false entry of a material dimension willfully and

deliberately made within the limitation period. Assuming,

as the Memorandum does, and as the case law indicates, that

each false entry constitutes a separate, complete offense,

the doctrine or notion that there has been a "continuing

violation" since 1965 cannot and does not have any application

to this matter.
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A case in point in thi's regard is Toussie v. U.S., 397

U.S. 112, 90 S.Ct. 858 (1970). This case involved a pro-

secution for failure to register for the draft. Under the

provisions of the Universal Military Training diI Service

Act, defendant was required to register between June 23 and

June 28, 1959. He failed to do so and on May 3, 1967, was

indicted. In asserting the continuing violation doctrine,

the Government relied on a regulation promulgated under 
the

Act which provided that the duty to register was continuing

through the 26th birthday of the draftee. Under this theory,

a violator could be charged at any time before his 31st

birthday under the applicable five-year statute of limita-

tions. Since registration was required within five days of

a person's 18th birthday, this interpretation had the effect

of establishing a 13-year period of limitation.

In rejecting the Government's theory, the Court observed

that while Co.ngress has often explicitly stated that certain

offenses will be deemed continuing, no such unequivocal

intention was expressed il the statute involved there. In

this regard, the Court stated:

There is also nothine inherent in the act

of registration itself which makes failure

to do so a cointinuinT crime. Failina to

register is not like a conspirac%- which

the Court has !held continues as long as

the conspirators engaqe in overt acts in
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furtherance of their plot . . . . It is in

the nature of a conspiracy that each day's
acts bring a renewed threat of the sub-
stantive evil Congress souqht to prevent.

90 S.Ct. at 864. (Emphasis added.)

Precisely the same analysis applies to Section 20(7),

particularly if, as asserted in the Memorandum, oach false

entry is a separate, complete offense.

In Toussie, supra, the Court clearly articulated the

principle that ".. . criminal limitations statutes are 'to be

liberally interpreted in favor of repose.' ... " 90 S.Ct.

at 860.

In doing so, the Court noted:

The purpose of a statute of limitation,;
is to limit exposure to criminal pro;,,u-
tion to a certain fixed period of time
following the occurrence of those ac'.s
and legislature has decided to punish by
criminal sanctions. Such a limitatioi.

* is desiqned to protect individuals from
haviig to defend themselves aaainst chages
when the basic facts ma, hae. bocczme.o.-
scured by the n ssaae of time and to
minimize the da:c.or of official pu ish-
ment because ot acts in the far-distant
past.

90 S.Ct. at 860. (Emphasis added.)

All of the policy considerations expressed in Toussie

compel rejection of the continuing violation doctrine to

this factual situation. Even assuming that employee contri-

butions to the Trust Fund in 1965 were actually those of the

Railroad, and a deliberate, intentional overstatement in
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wage expenses in company accounts and annual reports to the

ICC occurred, the statute of limitations has obviously run

on each such violation that occurred prior to 1')71. Any

current charges would have to be based on fal-g,, entries made

within the limitations period, not on some vaoue notion of a

"continuing violation." The evidence shows that there were

no incidents similar to those events surrounding the forma-

tion of the Trust after 1965. New contributors to the Trust

did not receive any form of additional compensation because

of their participation. As old participants left the pro-

gram, they were not penalized by the withdrawal of a salary

increase that they received in 1965.

As of the first instance in which an employee was

neither benefited nor penalized for his participation in or

withdrawal from the contribution program, any willful,

intentional conduct that may have existed was terminated.

Furthermore, a reevaluation of manaqement compensation

occurred in the early 1970's. It resulted in salary levels

that were based on a combination of the compensation provided

for similar work in other industries and the individual's

particular level of ability. Consequently, any residual

benefit from increased compensation due to 1965 participation

in the Trust Fund contribution program was erased.
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CONCLUSION

As is well known, the Milwaukee Road is a marginal

carrier. Nevertheless, it serves an important function in

the National Transportation System. Its survival is vital

to the shipping public, to its employees, and to the United

States. It has already undergone an extensive and, for its

officers and employees, traumatic investigation by the SEC.

As a result of that investiqation, a sweeping consent decree

was entered against the company and certain of its officers

and directors. We do not believe that there is any public

good to be achieved by further investigations into matters

that occurred 12 years ago.

The ancient maxim comes to mind: The job of the

prosecutor is not to correct but to see that justice is

done. Here, we submit, justice requires that both the

Federal Election Commission and the Interstate Commerce

Commission conclude that the matters and theories asserted

in the Memorandum do not, in light of all the circumstances,

mandate or suggest the necessity for further action by

either Commission. Certainly, criminal sanctions are not

required.

DATED: 23 December 1976 Respectfully submitted,
Lawrence J. Hayes

OF COUNSEL: M. Michael Monahan
Robert Thomson, Esquire and
Preston, Thorgrimson, Ellis, MAUN, HAZEL, GREEN, H1AYES,

Holman & Fletcher SIMON and ARETZ
Washington, D. C. 332 Hamm Building

Saint Paul, Minnesota 55102

Raymond K. Merrill, Esquire (612) 227-9231
Vice President - Law Attorneys for Chicago, Milwaukee
Chicago, Milwaukee, St. Paul St. Paul & Pacific Railroad

& Pacific Railroad Company Company
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DEC.ARATO Or TRUST

ED\VIN 0. SCIIIWE and JAMES P. REEDY do hcreby declare

that they hold in trust, for thv uS;CS and purposes and upon thc terms and

Conditions 1crcin.after set forth, all stns of money which may hereter

be donatcd for deposit in the ?Milwaukcc Road Officers Trust Account in

Mercan',i]. Naticilal Pank cf Chicago.

I. Purp The furnds at an"f timc and from tinle to timc

bel& in Niilv. i }oa Officcr
s Trust Account shall be available for

expenditvCs fnr any purposC whlc¢h, in thz sole discretion of the

Trustees, %viln secure and tc~v,--cc thc interest and wellbeig of

c0oso:s1 as officl-1rs of Chicago0 .l uCc, ;t. Paul and Pacific RailrYal

; CoranP"y by protcctg ~and proeoni the lslativc ebjcctvcs of th;.t

cnanP ~1Y and of thc railrcad ind!.,tr Cf which it is a part.

Z. W itII(r 1waI1. iAhdrLwas of fI1U S fron1 the I ilwau, ce .n

t Officers Trust Acco-.:t may be r..dc, at any time and witho
ut liir.1'tcn

as to amoun.,, upon c'hccks, or other appropriate writtcn orders or

d directios cover:ing !olcly tic an-oufnt and inanncr of withdrawal, sirncO

by botlh of thc ePrustccs1 and 'crC"a:tilc National 3ali of Chicago hal

bc both required and privilegCd to honor and to cffectuate such ,.ith

d rawzls without eith~cr responL
;i bili t y or liability on its part to inquire

into or to rcvc-'.v t*ic purpoe of any such w1thdrawal or the object to

which it is lt'ilg (LVotCd.

"3. A cc o ,t T ru ;c 
•  "!.c Tru!-tees servingc at ,y

titnC Itcrewfwdr sl aIl avC cowmp.t. aP:I plnary autho 'tty to dt. 2 ,

w a.'h t N itLd .- v I scn 'w r.". y bc rzadc frow the lV',,t C ,O

Officers " r w*',t AccOu:'' in th'e livl.t of thle 1
hipo.cs h rein!Iove . .
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in Paragraph I; and neithcr shall be accountable to anyone upon the

* claim that any withdrawal or disburseiictit is outside the scopc of such

purposes, provided always that no expenditurc may be mnade for the

/ "purely personl profit or benefit of the "'ristecs or either of ".;-i.c . The

Trustees shall in no case make withdirAwals or disbursceivcnts wvhlch

cxceed the fuuIs actually on dcposit.

4. Termi nation of ..\1oanri nct
* of Trust. This trust may be terminatedI

at any time by a declaration in writing to that effect signed by bo:-

* i Trustees. Any balance thcn ex:sting in .'.uch account shall e Faid
* ,'."7 , .¢. *by thc Trustec to the American Cancer Society. Absent a-, .uch

termination, tlis trust shall continue iidefinitcly, although i:s tcr.-r-s

fldZ .may be anenidcd or suppic,.-encted at any time and from tir.c t:n.c

, by a declaration in wriing signcd by both Trustees.

5. succcssio of.Tlrstees. In case of the resign-:i-, dcath',

or inability or refusal to act of any Tru.,tce, his successcr s1.all be

0 'I. natned in writin' by the Presider-.t of Chicago, Nilwaukee, S:. ?acl

and Pacific .ailroad Cor.tn -. The capacity of a Trustec : scrvc

hereunder at arny point in timc shall be subject to rcvicw and cterna-

tlon by the President of said Railroad Cgrnpany, in his sole :cizrction,

and his wr ittc ii certification- of incapacity shall conclusively .c r::.

the service of .ny Tru!;tec.

• - 6. Ipv;x, es. The Trustees, and each of then rd bc

eI". entitled to any feels or other compensttion of any kind for r scrviceS

* • hereunder. Rcasonable coi:ts and expenses incident to the n-- -'Tcnce c.

li the MilwOikc R,! Offictrrt, Trw,-t Account, including an r ";>r o

* . &pecivl auditi eldcl t te "i'hustccs zi,.y have rndc for their u' n urc of

F '2
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may be paid by ,withdrawals from such account.

. 7. Itecords. The Trustees shall maintain, or havc

4 maintained under their direction and supervi.-,n, full and complete

f1.. j

records in writing which ,Ihall reflect tle sour,,cs and amounts of all

sums dcposited in the Mihliukcec Road Office.s Trust Account. and all

withdrawals thorefrom, including in the latter cabe the amounts and

I dispositions of such withd:""\lS" The recoris herein provided for sbcail

be solely for the infon'at:e: and ad nrstrat1 , convenience o! the

Trustees in the pcrformni.m,, of t'icir function.:. heorcunder.

8. Title. F ull legal title to all .urns deposited in the

Milwaukee Road Officer,. 1 : t A-ccount shall vcbt in the Trustcs

*'forthwith upon te ic of such deposit. None of such funds shall

inure to the personal beu-,it of the Trustees, and thcy shall be hcld

* and c:qpended solely for the purposes set forth in Par~agraph 1 hercn-

* above. The fact of depo-.it shall signify the donor's voluntary consent

* to the holding and applic.ition by the Trustee-, of the deposited sum for

such purposes.

1 9. Restrictions 17,,,n ::tercst
and Inve,.t:,c.:. No interest shall accrue upon

; the balance from time to timc in the Milwaukee Road Officers Trust

'. Account; and the Trustees, f all have no power or authority to convert

" the cash balances in said aIccount, cither in whole or in part, into any

form of invcztmc.nt, eithcr permanent or temporary.

10. Actim, I),- Sii!i.-v' "li ;t'v. An'' actio i rct(litrc(i l t IIndbUvC

to be takcn by 1113 Tr:tees may be taken by one if, at the time, the

03

.S

0 ~

i ;
~ 2

I.
I

* , "

the receipts and disbursements in respect thereof, legal, banking and

other scrvicc fees, and similar administrative fees or disbursements,
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F

other Trustee is not serving as such by rea;o of any of thC contiu.,,,:lics

contemplated in Paragraph 5 and no succeshor has as yet been t ,:cd

as provided therein.

IN WITNESS WHEIYE-'Y, the undersigned Trustecs lave hhca:

set their hands as of the day of

19 6.

e
p.-

I
(/

6'

Edvin 0. Schlcwc

Jamcs P.( Rcdy ,i

r

4

tj

re
I
(

.5'

.4m

- . .
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Mr. C. E. Crippcn:

January i,
taini oiier
the l ,aiud

Chicago - December zi, 1964

In connection m'ith the 7"' increase to be applid

1965 to the skpcrvisOrl en1plcvces, th--'rc a:,' cer-

,c r; t~ a. t th vi. to e n: . c: a., 1 c.xpl. ie8,n" to

at the mo tio on Thir. (v.

Insofai as thC >erAt :, Dep0-.r t:?:' t C (coCerned,

I have discussed thr ;.t : . r C Gi k a, nd hc has nadc

the follv.-ing recon: :,e at'0F , \hic 1 annrov,, effective

Jar1uiry 1, 19S5"
r a ! C nt

a t
Rate in 'ih Proposed

p ate

L. v. Ai,.r o o $ 24 'r)3

General an-ia 'r

F. A. Upton 2,b0

Chief Mechanical O:t

B. 3. Orr,r: 17, 584

As.st. Chief . r-S ur, s

W. . ,orc; 17, Cv7

Engineer T a Caac of 'av-Ireck

V;. E. Fuhr 14,5t5

Asst. Chief iaecr-Sig, s Coma .

6. M. HIil 10, 36S

* ' Assistant Fngineer-Signals

Q.W. To.pin 13, 528

Superir, te n c) f Trnszctc'tio:"

R. L. IIu:qtsnan, Acting Su:. of Tr.

to Supt. of Transp9rtpto -, ster
9,

3. J. Net!, Acting Supnl:tc n(e at

to Sup" rintcndent (11)erc ,

cc: Mr. IG. G. McGinn

m25,, ,0 o :: f-'

2 , 't)5

18 gt, !

15, 585

31l, t9"4

14, -445

24, 500 4.: .'. /7

20,000

19, 000

16, 000 ' '-".

11, 500

15, 500 

an sc o n
a n

000 9, 630 10,000

' 3, S'14 15, 81 1
• r) L

- 5 -



Cbcaao Decernber Z1, 1964

p2.. S 0. 

M!,r .. G...c~i="
t•fr. We W. K.|

Mr. C. E. , 4.
Mr. E. 0. Schicwe

Mr. L. 11. bLu-e-.n

.h1r. ii. . ''

Mlr. E. .T. Stoll

Effcctivc January 1, 19L5, you .re axtho;,ed to iucrea..,C

the 0alar1 o: al. tlcrvinory znd cmpt : .Oyeos, % .,o ir, not

covICed by th ,cop.- ol wage. agrcc. oicnt ' vhre the ncot il

r .tes cover all rerviccs Dc rorned, in t h' f0!'o.ri" , nl r."

increase mor'Othly ri-tet !,even ;,,r cent (74)

wzith % rii-mun of $4-I. 0() pc-r ni:cth. Any

incrzases pro.ui t o-hnr than ful! (olla"

fieurcu will be rounded c- at tho ne- highes
full dollar" 1ir'rc.

It should be un-dorstood that these increases will not be

applied, to cv ztc, ian , tatic z. -r2.-.L t or ,tud1 ntu, nor to rhor:e

uporial siL--t.$~s which have previcusly boen covared by :;y

1vttir of Dicemn.r 11, 1964.

It should a. o be understoc-d tL.t tbhene increses do not

apply t.o th! occu p.ztz of 1(b) positio'n- an rc.fercrd to in .Clcrkl

Sc h.duld. lo occupc-nL:-: of thei poeitions have rcccivcd iincreascs

in acc.r-danco :ith previous intructior.r.

cc - Mr. G. H. Kronbcorg1.r. W . 1"3-

Mr. J. J. Rt.c)o /

Mr. 5. '6'. Aniour

I



CGhicaro - Dcembor ?l. 196-

Ai

Mr.11.C.Jcbnn:-

At-ched iv, a copy of MI,-. O inn' r tt of
-, 19" 'tx ':. :'iz '"i-,.- ne in sal. r :,

cove7cd b" .. i. wrerhe ;.: re 1.%C2 ily y-LLeU

cover alU evicea -crm11.

The a:r reAf ao e~fec tive January I. 196.5

You are av.horied to . ch. :,Ja in thCl r.,t-s c,
co~rn ':.a i m accor' --. c .T.- " " Q, -  l te'

Thore w.ill 1.o ;orn mieo- ..... .

cabIC to a fow ind.1 " L - "it

e CF.C /bs

cc - Mr. l'. 1-1. M±o1 r

i

-7



Chic"go. Dzcmber 22, 1964

File S-1033

Mevbr ?s.

L, V. Andcr.son
S. V. Anour

F. A Z rt-n

G. ", zxry

M. L. Denzer
R. R. ro-n
J J.Y, DCrbrc' Si

W. M. Freund

m. Gavelichz
V. E. Glouup

I quote bcLr ,
self-c:p2anc.tory:

R.
V7.

F.
R.
T.
C.
N.
A.
J.
F.

L.
R.
B.
9.

D.

U.
C.
3.

, icks
Joncs

Ul. Iin 01-.i

Kirk
1.or
N:c~ogncy
i;ov ah
N:cntl
Ryan

A.
J.
K.
ti.
R.
F.
D.
L.

We
D.
R.
T.
T.
A.
P.
I!.

Shea
Schwartz
Sevccdge
Shielde
ti~ton
VaicVn t inC
W alleen

Hr. Ci1n's lc te of D2cz!2bcr 21, vwhich ic

'Effective J106a y 2, 15l , .you are autthorized to increaPe

the salarics of all "1riory and c::-t cprcyces, ,ho are not

covered by the sco-C of A e a ccz..rets [nd " the r=onthly

rates cover all sc-vicen formcd, in the folc.ing :'annr:

"Increase mc , .es seven Bar cnt (7") with a

minimju- of $.4.C0 r onth. Any incrc-es produci.0 i

othcr thz.n fll dollar fiqurs -. ill bc rounded off at

the next highest full dollar. igu-r.

"It should be undc::stcod that those incroxos will net be

applied to cu3todiaz3, oot-:tin attendants or students, nor to

those special sitatinors hich havo previcusly been covered by my

letter of DecembIr I1, iS6..

'It should alco be u. nderstc-od that these increases do not
pply to the Occu-Z -t5 of 1(h) po.o3iticrm as refc-rcd to in the

Clerks Sche-dule. Th'e occw::nts of thczce positicns have riccved

increacse in accor . u11n with prcviou[: instructions."

Please be govorned accordingly.

F. G. flcGinn

cc: } essr.
. . . W;. Berg

• R. E. ~ ckR

C. E. crippen
F. L. Frc-n 'an

J. T. 11{ycs

J. A. Ja):ubc
L. E. V-.rtin
17. 11. Manion
0R. G. Scott
W. U. Swnrigle

-8-



chico December 21, 1964

ilP2 I3SONA 1,

Mr. willialvn J. Quinn:-

In conniection ,i: the (1oneral aiiustmnt of comp' sation

to supervisory and -e:e.it enIo\ ,.ftectivc Jrauary 1, 1965,

thlerc a.rc ccr"Jain idiOd;$ -. o have bCfl pcrlor:', outstand

ing service v.cre rates do not adcqu-'ly reco: :'c their respon--

bi 1; c S a v. L U .',. Io \Va , -  ! woulu l to ad; St these

illc( :tcs c rc:t!" v ith thc c)c:-.c;x '- increase ef tive
nuary !,16,

The follov.ing s a inunry of the adLu 7t.; proposed:

Monthhy R-ate

Individual Present - 7". in.r. Proposed

W. E. Ross $1,400. $1,49S. $1,550.
Assistan.t Co~mpr orlor

R. N. Edmanr 1,378. 1,475. 1,525.

Chief Statistician 
i

G. W. Corbctt 850. 910. 950.

r- Director of Intcrna!

Audit

A. Th, Nanc 750. 813. 850.

Audi t or

May 1 have authority to m,..lc thlcsc adju!-tmcnts ?

I 
I

-9-
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- L4-. I Y(C..)

WTTJMBOLDI"':G UTTI~oRIZA.TTO' 71112's- e

The undersignc-.. a- n officer 0A Chicaco,St. Paulg and __ceL o (iao - .)lr 7k~e
* St. Paul aid Pacific 2,ilroai Comwn-, hereby authorizes q:. d
* directs tlbat there be withheld each C nth from his salary .s : s,of $ _ , which sum is hercby zientficd to be a volunt.

Conat.on ':cr dcpsit i: ilt:aukce Rcad 0.ficcrs Trust Acctnt.

The uc -rsiqr,( Certiics his unerstandin tc be

1. :..,..~e ~d o .-- rs Trust Accou nt c:.:IZ-
.pursuant to, &i iz .-Ii ed under the te Ln5 l anc

con a C .S 0. . rL on " Trust, datc C! Zs o"
Octo'z-.-1,, , ', a .'  :ecu-.11 by Ed:io c. ,i 2 • , w..*_s p ~ d.', .. .... zzcc , ,. a-.-n cd Auc,,:;t .3, . C ,.
Such D -raticn of .... is en file in tha of:c: :C
the Trustees, 5 es t J cc':.. Ioulivara, C'-cac,

*~~ Ilios C1 i_ SS J.:~ It o n:~'cn
time by the - cff -.

2. The r.i f thn is no "

oaf h r c i L: :c. rcf C C :': ~ ~ c z. ~ ~ c

illto o_-r a~e~ 0 n C ~ w. I" .> j*UUCt
........ f t I I -c T C .

tr m fo - or w r .. ..: . ... i . au.C©, ,' .. c'.-. 2.':.

ievctzo a! t an'.- ':: .- ,, v.;.- w "aoI. o.~-r-in part ;c ',t.

no:-aicv to tt .

or cnv, 11 p ro ,-)s . , i n t- c cr, C

beig o .of" .. ;.'ofro,-oz
t 3. 1 ii.ar, a:..c., ta"irsUind.s "-of.w' t

is. a t er C.

4. t h e dt.cn i Iy b 0 c 01 C'. Cv +. Ibru -c -
..either .c ... .: ras_ wit.'-

1imia~i:-. ci~ :c i:cn ofK th-e Ccvn'* 1Ac. 0
197e, z-nC r C. . ... .. fc ':7: to n 1,, s Cu c t" C..I ",
uJnC, f iter cccv or i.C't Ci, C

' ' " " S .S . i v .

' D tcc- .i-,-.-" 1.'_._ ,

- 12 -



EXCERPT OF

TESTIMONY OF

CRIPPEN

PP. 214-216

*
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12pm7

(Whereu on, the witness and

coulisel had a discussion

outside tie room.)

'R. "AYLS: A couple of brief questions.

XR i&EGA:: -ack on the record.

"R. IAYES: '.r. Cricpen, this nmorning, Counsel

as,:ea you some questions about salaries for persons employc
by, thu railroad ait a i :<c, I th~inkaon" 19,ot,-. ,~irc L a aro ,nfd 1965, or

short I', thrcftcrwarLs.

Did you, in 1971, or thercabouts, and whilc you

were President of the Railroad take any action with respect

to any changes i, polic y of the railroad as to salaries for

- 14 -

1214

you were President, about breaking down that line item

to distinguish gain from the sale of timber as opposed

to gain from the sale of timber land or lands?

A No.

By Mr. Butler:

Q Well, that. is all the question:; we have at

this time, Mr. Criipn, and I wold like to thank you very

J Much on behalf of the Staff for your time and p.atience

today and qive vcu this oucrtunitv to make any statcent

which you wish to .- kc "or the record.

If you wish" to confer with .. r.a yes, please feel

free to do so.

Mi:.R I1EGAN : ':f the recuc-rs'

0

0



I its personnel?

2 THE WITNESS: Yes.

3 MR. HAYES: What did you do?

4 THE WITNESS: We put in a salary administration

5 program under which we undertook to get Job descriptions

6 of the officers and supervisorvwclovec; and develop
ii

7 their responsibilities on both as to sta'aI and nature of

8 the work and dollars for which they were respnsible and

9 then develo'.ed relative :ositicns with respezt to each

Zof the s ositions as to res-on-,, t , an t.;, our rarl -a

11 coMIpared Vith several other railroads, and r,o 1ber

12 there were eizt or nine other railroads, a'J then snotted

13 each 1:1nvidua on a curve to CtCr;"'ne. ",.'eth: on the

14 basis of our evaluation job Cescriptions and ;c forth

15 1 the salaries were too hich or too low wi:th res-cct to

the responsfiilities and as it related to the railrcad

17 industry and as it related t- the history, ceneraly,

18 and I undertook a rocram to bring slrs an line with

19 I the value of the job and ad-iniStered salary increases

0 on the basis of this pr ogram.

21 If we found that a foll;," on a salary was too

22 great, the ru:;sonsibiiities that wer a:-,;i:cn to his

23 1 position, then we either held his salary static or gave

24 him a very nodest increase.

25 If on the otIer hand we found th at his salary

Ii

- 15 -



1 216
* 12pr9 I was too low with respecL to the other industry -- other

2 railroads and industry, generally, and the responsibilities

3 that were assigned to that job, then he ws, given a

4 salary increase that would tend to ultim.sat'ly get him

5 up to a salary appropriatc for the job hL 11,d, so that

6 in some instances if there were a 5 porce:, gneral icreasc
7 i

7J authorizcd, soc popIc rmight cot 7 or ' cent an

t
8; .. other peopr nay at , 2, 3 to 8 perce.t, so this s

J# an acdinistc-ati n of salaries based on rc:vonsibiljtv and

1 the - ,- anc of.te 2cd.

11 r:'..IvS his a orning~ C2C>. s:,:. were asked

12 12 of you concer;nn wha .X:OwledgeO you m:y .iv\e had conzerning

In whe ther or- not an," rme~ ; ecvaa 2 o~hsir

DC 14 a=.zunt frc::; the railroad, reij ursen:ent icr contribu, ons

• :-" 15 to the Officers' Trrust l'and.

16 After 1965, do you rec.al an . i ac ss cn 1.1;

a v ay crrsc,:: on that to:, -

11 I II:;sS: A"solu ,ly no:.e.

19 I!2R. 17AYES : " ' uthor CqUesCn- ' -- this ti"
19S

:0R. IIA: Al richt at this 'c~nt , the, ,

21 . Cri:en, we wiil close the record ah e:.::ress our

22 thLk to you or c/nn i ann srcna -an: whole day

23 w Lih us.

24 If it becoes necessary to as: vo, any additional

25 questions, then, we will try to arranc a co.venient time

Ii

- 16 -



EXCERPT OF

TESTIMONY OF

MILLER

PP. li, 18-19

*
N

- 17 -
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7

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

C

Do you know who does?

A The treasurer.

Q Who is that?

A Mr. Schiffer.

-I 1 ant to return to that subject in a moment,

Mr. Miller, but rijht now. i'd like to ask you if you're

familiar with the Milwaukee Road O'ficer's Trust Fund or

Trust Account.

A To a certain extent, yes.

1- Exactly ;; at is your knovw Iedcre of the Mi "waukca

Road Officer's Trust Fund?

A I know that it exists. I know I'm a contributo-

to the fund.

Do you kno. how long it's existed?

A No, I don't.

Q You mentioned you're a contribjutor to the fund.

A Yes.

How much do you contribute?

I believe it's .I15 a month.

Do you recall 'ihen you made your first contributoio?

A i think . signetd up for It in December of I () "

Do you recal.l how you first lheard about the

Milwaukee Road Officer's Trust Fund?

A Not really.

Q Do you recall if it was prior to December of 1970?



11 .1 ?3

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

17

18

19

20

21

22

23

24

25

Q

t hat was

A

Q

i ncrease

-19-

So you were o,)]y solicited formally once and

in December of 1970, is that your testimony?

Yes.

Mr. Miller, do you recall if you received a pay

i n December of 1970?

IIN

*C7'
llt 7

e7l

C'

T,",

A No.

Q You don't recall?

A i did not.

You did not receive an increase.

Did youl receive o) pay Increase .An 1971?

A I can't recall. i believe that there was a general

increase in January of '71, but. I can't be sure of it.

Q Do you have any records or documents which

w:ould reflect such a pay increase?

A I suppose I have check stubs, Y don't know.

Q These are your personal check stubs?

A Yes.

Q I would like at this time, Mr. iayes, to

request copies of the check stubs or pay vouchers rhichever,

whatever records Mr. Miller has Velating to the pay increase

for the period carly 1971.

MR. IAYES: Wel , you can ask him about his

personal records. They are not here. We can get them.

MR. BUTLER: That's the reason for my request

on the record.
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1

!2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

I think

rs werc

Are YOU

w'e have records that show that the early

comoensated for it at one time.

familiar -,:ith those records, .r. Miller?

Yes.

Did you prepare such

No, sir.

)o you know who did?

records?

- 20-

BY Wi. BUTLE::

Q So, Mr. Mill],.it do you recall receiving a pay

increase at all in 1970?

A No, I can't.

Let me ask you this: Has anyone ever told you

you would be compensated by the railroaI in any way for

making your contribution to the Milwaukee Road Officer's

Trust Fund?

A No.

Did you ever ask anyone whether you had been

compensated?

A No.

Q Do you know of your own knowledge whether anyone

in fact has been compensated for' contributIng to the

Milwaukee Road Officer's Trust Fund?

Not of my own knowledge.

Do you have any knowledge of that, such as that

o ccurring?

A

con tri b u to

• Q

A

A

C'



EXCERPT OF

TESTIMONY OF

PLOEGER

PP. 16-18, 28-29
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! Q. Are you sugg,'sting that you were not easer to apeak?
2 wLth Hr. Lutterman the day you took over In that you had your
3 own notions in how you wanted to run the divisions?

A. No, I don't, in fact, run anything. I supervise

5 people who do and they are there to tell me what I need to

know just as they did him so there was continuity.0i

Q . rcople such as t1. fackerson?

3 A. Yes.

9 Q. Mr. Nance?

A. Right.

II Q. Mr. Quinn?

A. Anybody.

1Q Q. Mr. Smith?
* _ it A. Anybody that I wanted to talk to.

1.5 By 1-1r. Butler:

Q. Now, Mr. Ploeger, I would like to ask you a couple
S17 of questions right nc-, about your knowlecige of a campaign

Sfund a-intained by certain cmployees of the Mil;waukee Railroad
19 Are you familiar -;ith a campagn fund nmaintained by them?

A. I kno-:. about it, yes, sir.

21 Q. Do you know the namne of the fund?

A. Hilaukec Road Officer's Trust Fund, I believe.
23 Q . Are you a contributor to that fund, Fr. Ploeger?

2; A. No, not now.

0 25 Q. here you at one time a contributor?

-22-



A.

Q.
A.

don't kn

Q.

A.

Q.
A.

17

Yea.

Mien was that?

!%'ll, for all the titne I was western coursel. I

ow or recall how far back.

You !cane western counuel, as I recall, in 1958?

Yes.

So, in 1965 you began contributing to the fund?

I don't kno.w whcther I began then or earlicr or

later. It's ben a long time.

Q. Do you recall when you terminated your contributio!'-

to the fund?

A. Yew.

Q. .hen was that?

A. The day I becarae 'rics-prcsident.

Q. Th.at was in 1974?

A. Yes, sir.

Q. Do you recall, 11r. 1loeger, how you twere intrcduccl

to the ilw:auhee Road Officer's Trust Fund?

A. Yes.

Q. And how was that?

A. It had alvays bcen a prcbtl and -always

individually akled to -rke contrLbutions for capVaign fundS

and so the only solution rcemed to me was the one that was

,recozmcn'd rand I was advised at that time, in the 60's, I

spent an awful lot of time in Chicago going back and forth on

23

C-

ft.



1~~'

15

.9 ,~9
I.,

'-9

>id they cc'e to your office here in Seattlc?

UruAly by , -Ll or lct~r request.

s o, thcs-n were from pro.spcctivC--

(Intcrrutinz:) Froni candidates •

-, all level?

All levels and all parties.

h-at did you do xith lthoe requests, if anythin,

- 24 -
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legal iattere, and I LA'iilk it was explailled to me on one 
of

those trips to Chicago what it as. It Was explained to me

that it was a perfectly lajoful fund 
that had been rescarched

and so I felt it %as a liorthwhle project and I voluntarily

contributed my check cvery 
month.

Q. Mr. Ploeger, I would like to go back to 
ycur initi.!

cor.zents about the fund. You sa.id it had always been a prcbl2

INIat had al-nyo been a problcm?

A. Ycu have requests fTom various politici - n s for con-

tributions to their campaibn.

Q. Did these requests coaim to you personally?

A. Yes, they do. They dCd no matter hat status I

was, ulhethe'r I :as on the bar list or whatCver knd of lUct.

I was on evcryboda 
l i.i':t for c.impnign nolicitaton.

Q. Let me make tire I undarstand. They came to ycou a,

an attorney and not a nn ezployce of the railroad?

A. They came to r.1e because I was an attorn-Y for the

rairo-ad.

Q.
A.

A.

Q.
A.
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contributioti by yours,.f?

A. I don't really think they cared where they came from

or how you got it.

Q. So, in other words, it was your tinderstanding that

they were soliciting the railroad as well ar. you when they

approached you?

A. It was m~y understanding that I was a representative

of the railrcad company and that %:as te capacity in which I

was in business and th-At was always my expectation of whnt

they had in riind.

Now, prior to your joining the officer's Trust Fund,

whenever that date is, did you ever recommend to railroad

officials that the corporation coi.tribute funds to politiLal

campaigns?

A. I never m:ade a recom-endation that the corporation

contribute 10 cents to anybody.

Q. Did ycu ever discuss it ith anyone?

A. No, because I knew it was against the law.

Q. ;:ell, how: did you handle tlese particular requests

that w:ere co!ming to you?

A. :e had to take it out of o,r oWn pocket and t!iat is

the problcu.

m1r. 1oualhn: I would suggest that we could have

arrived at that point scrme 20 mtinutcs ago.

Mir. Landy: Well, %:. are here, Mr. Monahan. Let's

- 25 -
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see If we can pursue it.

2 By Mr. Landy:

3 Q. Did Lhe railroad ever compensate you for contribu-

tions that came out of your rocket?

A. No.

6 Q . r:o?

T iA. N~o.

3 Q. Did you ever asll for compensation?

A. I couldn't do that.

i I Q. Vy not?

0 II A. Because that would be the same thing as if they rade

12 the contribution direct. IVhv would I do that?

13 Q. I don't know.

14 A. 'ell, I certainly wouldn't rccornend. I wouldn't

even consider asking the co::.pany to reimburse =c.

C" Q. Did the officials in Chicago with the railroad con-

pany know th-e problem. you v:cre facing in regard to political

contributicns?

A. To what e:'.tent, 1 don't know but 1 am surc they had

2P the same problei%.

21. Did you ever discuss it with anyone?

22 A. it %.:as a ccon,.on probl en and is a cc=..on problem;.

23 It's cor.non to every busincss Lan. It's not peculiar to the

21 railroads, 1 .ill have ycu k:iOW that.

Q. Did you ever have knc)ledge, either direct or in-

- 26 -
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No, sir.

Prior to the time that you decided to contribute

or at the time you decided to contribute to tre Fund, were

you given an increase in pay?

A No.

Q After you decided to contribute, --

A You are asking a question here that is misleading.

I could have been given a raise in pay intLediately after that

but not because of that.

Q 'My question was, were you qiven a raise in pay?

A I don't know. I can't tell you right now honestly

because I don't remember. I have gotten raises since I

signed that authorization, but not because of that; because

of the general procedure in the corporate structure.

Q How long after you signed an authorization to

become a donor did you receive your first payment?

A I would have to qo back to ny, office and look it u:)

It's on file there.

Q I understand. You have no idea how long thereafter

it was?

A I don't recall just exactly what the action was

in 1973 with respect to the exempt employees, s aoervisory.

I am not goingj to make a statement on it because I don't

remember exactly.

Q Do you know how- many increases in salary you re-

- 29 -

or

*

I



, 29
ceived since--

2 MR. HAYES: You asked the same question about four

times. He has answered to 'the best of his ability.

4THE WITNESS: I have usually gotten one once a year.

BY MR. BUTLER:

6Q Since 1973?

A Yes.

8 Q How many did you receive prior there to?

* A Prior to that, al:;o.

10 To your knowler ,1, has anyone else -- has any'one

ever received reinabursement for contributing to the Officers'

12 Milwaukee Trust Fund?

13 A Not that I know f,.

O4 Q At an, time?

A Not that I know of.

16 MR. BUTLER: Those are all the questions I have,

* 17 Mr. Morris. W'ould you care to make a statement for the

18 record now? Please feel free to do so after conferring with

19 Counsel.

20 Let the record reflect that Witness is confer-

21 ring with Counsel.

* 22 p.M1. .:Ox'AuA': !'r. .orris, do you still contribute

23 to the Fund?

24 TIlE "I;... ESo.

25 MR. IO:AiIA:;: When did you -- did you withdra'?

-30-
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Q. Conutisoion L.hibit 93 bears a date of 9/8/72. Do

2 1 you recall if jou oigncd Commission Echlblt 93 on or about

that date?

A. I assume that I did. From the copy it indicatca

9/8/72.

Qa

n other

Now, ?v. Nance, did you ever enter into or execute

• i thho2Zdin authorizatio n ?

A. Not that I recall. Not for this trust account.

Q. Did y-)u sign Comission xhibit 93 at the ti 2e J

begin to participate in the campaign fund?

A. Yes.

Q. And from whom did you receive a copy of

Exhibit 93, do y7ou recall?

A. You tean oririnally?

Q. Yez.

A. An I recall, a letter directed ml attention. As I

recall, it ccr'fe fror -r'. ready w ho is, I believe, general

counsel for the railroad.

C. Yu re'-cived a letter from W.k'. Reedy, as you re-

call?

A.

graphed

Ar3 I recall, yes. A3 I recall, it va3 a mimno-

letter or a circular-type letter. I know that ot.ev'3

in Seattle received the same letter.

0. And did this letter request that you make a ccntr!-

button or en:actly what did it say, if anything?

- 32 -



A. I don't recall the exact reading of the letter.

I'm sure it asked me to participate and it was voluntary.
3I

Q. I'd like to show you what has been previously

marked and identified as Lxhibit 12, 11r. Nance, and aok 'ou

if that is a cony of the letter you received from M.qr. Reedr.
6

A. I don't recall it. Did I assume this is the letter

I received?

Q. Do you recall when you received a letter from :'-.

Reed.-i?0

A. Well, at this tim~e I can only assume that it ivao in

or shortly before the time I signed the withholding authoriza-

tion.
:'- 13

Q. Well, let me ask you this. Prior to the time Yu
14

executed Cor.ziisizn Exhibit 93 or received a letter, had you
15

received any, other cocunications from Mr. Reedy requestin3

C- that you makc a contribution?
H 17

A. No, sir.
C1

Q. This was the very first communication you received

from r:..ecdy

A. Yes, sir.
21

Q. fad you received co.-=municatlon from an'fone else

22 requesting or soliciting that you join the organization?

23 A. N-), sir, I had not.

oQ. Did you discusc the organization with an.rone prior

to the ti:,o you received the letter from Mr. Reedy?

-33-
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A. No, I had not. I was vaguely aware there wao such

2
an orgonization.

3'
Q. I'm trying to find out exactly how you tocre awarc

4
of that, Ai. Nunce.

A. Through hcaroa;.

Q. Did you discuss this with other employees of the

R iilaukee Land C:mpany or the Pli]waukee Railroad?

A. After rece4 vtng the letter.

q. ?rtor to the tir.n you recceivcd! the letter.

A. I don't :.ecall ever diecu.ting it with anybodl.
ii

q. After the time t.-u received the letter, did you
12

discuss it with anybo!dr:

13
A. Well, these letter- came to 3ever.al people in

Seattle nnd I recall that it tiaz mentioned like maybe at a

4~15)
coffec break -r a sltu3tinn like this, that certain ones had

received the -zmc, letter.
17

Q. ,ell, dD y-u kno,i wh- you recelved a letter, 7,'.

Nance 7

A. I presu.-ume I rcceived It because they were Eolictt-

ing romz, erbch1p, muicrbers f1' the trust ancount.

Q. V;h'c ele rccelved thi3 lettex', do you recaLl?

A. I believe that all the departtmcnt heads in Seattle

23 received it. I'm not aqare. I kn w ",f one or t~to that re-

ceCved It becausC it .30 dt3ci3sed.

25 Q. Who were th.3c jindividual3, Mi. Nance?

- 34 -
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A. One %vas Mr. Edward Notelce, %hlio is the head of the

2'
I Seattle ofrfice or the property tax department. I recall that:

he and I briefly mentioned this to each other, that we had

received the letter.

Q. Do you rcall anyone elve who receive4 it?

A. Not specifically.

Q. What exactly did you diccuss with !t. Not:sk, do

you recall that?

A. I don't reca 1.

Q. IId 7ou rece±ve any other solicitations after 1972

from a'. Reedy or from anyone elve relating to contributions

to the fund?

13 A. Id)tn't recall re2e!vinL; nn.thinz further.

Q. Did you have any discucsions thereafter, after !972,

v) ith anyone nbout the 1?II2::aukcee Road Officers Trust Fund,

excluding any conversations you rmn. have had with counsel?

A. I'm not aware of acn at this time.

Q. ,. Nance, you mentioned you contributcd $i0 a mont,

to the fund, is that correct?

A. That's crrect.

21 Q. And has youLa' contribution remained the same?

22 A. Yes, sir.

23 Q. Why did you deCide to contribute $1 a month?

24 A. I believe that v;as the suggested contribution in m,,,

2 salary range.
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1 'I

0 Q. Are you referring to the sugecsted schedule in the

2
Conmission Ehibit 12?

A. Yes, sir.

0. And prior to the time you decidud to make the con-

tribution, did rnone ever tcll you yur o.alary would be tn-

creased in oxder to ali low you to contribute an e.ftra $0

month?

A. No, sir, absolutely not.

Q. ~].cll, did y..iu recelve .1 ...rr. ' i ncrra; in 1972, . •

Nance?

A. I would not know without chccking my records at

this9 t ime .

Q. How o tcn have you 1ecciveu salary increases?

A. I have received salary increases gencrally when

15
everybocdy clse did.

15

Q. Once a yea'?
- 17

A. Sometimcs it is once a yca'. S.metimcs it has bcen

oftener; sometiries it has been longer.

Q. Now, did 'mou ever ask anyone if you would re,'elve

K any co7ensation fn. m:aaing n contribution to the Mllwaukee

21 Road Ob'ficer c Fund?

22, A. NO, air.

ii

2-36

SDid YOU ever dISCLISS with anyone whether contr'ibuti! ,,

,would be reimburse, d bf the railtroad oi- by the Land C,_.rpanTi?

25 A. No, air.

I36
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4
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.3

13

22

13

ID

23

21

23

A. It is co~mon knowledge that this Is done b!," most

industries.

Q . ,ell, et, mc ask you thic, ir. Nance, did you attcnd

any oei-n- or retins in .I .h t-e -') C lwaukee Rond Officers

Trust Fund, the purposc of that fund wa:r diccu-scd?

A. No, I didn't.

Q. Yiu never attended any meetings?

A. No, zir.

Q. Informel or formal meetings?

A. I dcn't rccaIl onc.

. }Have you ever discussed the subject with .

Kratcochwil 1?

A. N.

Q 'v. Nonce, exactly how ie your contribution rimde,

that is, the iiecahntcs of the contribution?

A. The $10 i deducted each month from my pay che,:k.

- 37 -

15

PQ. 11'. Rcedy, no one elno ever mentioncd that subject

, to you besides hin?

A. No.

Q. ~Pr. Nance, what is your under3tanding of the purpo c

of the 1T11%1.aukee Renod OffiCCix, 7,'ust Fund?

A. Well, it is generally r:y tuderstandIng that it ,uld

be used to or for contributions to oreaatzat zno or lesisIa-

toro tho are favorable to thc railroad industry.

Q. And ht w did ou rein ths Ltderstnndin;?

* C
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Q. You never write a check for that?

A. No, sir.
3

Ji Q. fHave you ever seen the declaration of the trust,

the lthWaukee Rzord 0,'icers Trust Fund operation?
5

A. No.

Q. Have you ever seen any off the records of the tru3t

fund ?

A. No, sir.

Q. Have you ever requested to see any of the rcords?

,A. I have not.

Q. Ycu have never seen an annual1report or anv audited

or unauditcd repirt Df the status of the fund?

A. No, I have not.

Q. Do you know what the fund does with the money that
13

you contribute?

P A. No, I don't hnve that know:ledge.

Q. Have you ever nsktd anyone what the fund does with

the mone¢r you contribute?

A. 1., I have not.

Q. Mr. Nnce, earlier you testified that as far a" your

21 understanding this contribution as voluntary, Is that cor-

22 rect?

A. I consider it voluntary, yes, sir.

2 Q. Why dId you concider it voluntary?

25 A. Because I signed the withholding deduction or my
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own free will.

I Q. Did anyone ever tell you that they felt preusured
Sii

II to join thc' !Ithwaukee Road Officers Trust Fund?

A. None.

(:. Did you ever feel pressured to Jtn?

A. No, I didn't.

Q. Do you kIow if anjone evcr withdrew from the trut

fund?
:3

A. I have no idea.

Q. No one has ever told you that they have ;,ithdra:n

from it?

A.

13
Q. Do you kno . v;ho the trustce2 re of the Milwaukee

Ii

Boad Officers Trust Ft.d?

15 'I
A. Well, I assume that I . Reedy is the trustee.

C!
Other than that, I don't kno'.

Q. Did you assue that bccause jou received the letter

that is Comriszion Exhibit 12 frcm Iv. Feedy, is that correct?
* 19

A. Yes.

Q. Just to maIe sure I unde.-,:.:.., Mr. Nance, y,, harv.

21
* never been rciLtburscd, either directly or indirectly, for

22 maldng y'ur $13 contribution, is that your testlmony?

23 A. That is my testimony. I have not been reimbursed

* 2 1  an; amount.

25 q. By any of the busincss organizations which are part
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of the Chicnio-'aUlwaukeC Corporation, bf tho railroad or by

the land company?

A. 11o, air, I have not.

Q. To jour knolcdge, have an7 of the funds of the

Ct Chlcno-r.ltvnul'ee Corporation or the railroand or the land

company -r any other subsidiary to your knowledc, been used

or contributd to the rL1waukee Rvoad ofriccrs Tr ust Fund?

A. Not to ri;" knowlcdge.

Q. T vour knovledge, .'r. Nan.c, Ia the Chi cago-ifI-

ivaukce Corpoatlon, or anj of its suba1diarieq, ever made a

11 political contribution t: anj candidate for policital offiCe'

A. I ..t to m; kno' le.

SQ. Do you kno'w if the Chlcago-rl lvaukee Corporation, or

any of its .ubsidinries, have ever loaned money to a candidate

or to the 19 .dwoukee R:oad Officers P'"Iuat Fund?

13
* A. I don't know.

,Q. Yu have no personal lunowledge?
" 13

A. No, sir.

Q. I) one has ever discuse0ed that subject ulth you?

A. No, six.I

.Q. D- :ou know Ii' an.7 property or cssets of the Chicago-

MI I, aukee C)r pration or' the railroad' or the land company or

23 any othcr substdiary have evcr been by an7 political candl-

21 date? Let t*c e.:plain e.-.ctly what I mean by that.

S25, For example, if a candidate's been given access to

-40-
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I mentioned, that is Luttcrman and Swingle, those are the

2 only ones that I have any knowledge or recollection of.

Q You say after the year 1965, do you ever recall

discussing with anyone in connection with-the Railroado5
about soliciting more employees to join the fund?

6 A Yes, I think there was a conversation to that

effect at the time of the reorganization that I pre-

8 ,viouslv mentioned.

9; I don't remember when that w.;as and I don't re-

0 call that there were any additional em:-,loyees sclicited,

11 but I recall that there was some conversation.

2 Do you recall if there was any conversation at

this later time with reference to the giving of addi-

" tional salary increa:;es for the purPose of joining the

15 fund or contributin to the fund?

16 A Specifically there w,'as not. I had no kncwledze
r 17 of any cther discussion on saiarv increascs for adc -c

1 e 0loees' particiPation.

19 Q Am I correct, then, that to your recollection
10 al.. a! converstoswih7

20 after thSe i convsations with t 1r. Crowlev and

21 I oc.,,,e tha# you had that the subject of reiurse:'t

22 or extra salary increases for the pur'pose of the fund c"

23 not comc ur-?

24 A That is correct.

25 Q You have testified, Mr. Crippen, that you were
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Mr. Kratochwill, there might come a later tie

2 when we might want to ask you some more questions.

Does Counsel wish to ask the witness any

4 clarifying questions?0
5i:. I{AYUS: Mr. Kratochill, in the event that 

person 'ho had Iocni a contributor to the Trust Fund later

7 withdrew from the Fund for any reason, would there be any

8 downward adjustment in his pay status?

I

O """ !iY i .: o f urt h.er questions at tis -

I MR. 1iEGC : i take it you are answering there

12 8 been no suchi demotion in pay status for anyone who drop.

13 out of The Trust Fund?

14, TI{E It : 7SS: Right.

15 ' -R. *IiGAN: e thank you, r. H.ratoch..il

16 ; coming by.

17 I. ! while ,r:e are still on theo record, I kn::

18 , have a stinulation to nhotocovin7 and substitutingl th

19 ihotoco:0ies for :hat has been marked as Exhibit 13. C

20 w ,we have a similar stipulation about :hotocopying c rtai-

21 -uortions of "'" i t 14 and substitutin: them for the

22 record?

I2384, M( hA YE1,S Yes.

24 MIR. HEGAN:: At this point we will close th r -

25 (-hereupon, at -1:00 o'clock p.m., this inves:-" o:

was closed.)
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1 Do I understand, either from somlething Mr. Crowley

2 had said aL that nieeting or earlicr mcctings, what !,. ncant

3 by, "We would be able to make salary ad)ustments for ,,artici-

4 pants in the program"?

5 A May I have the question again, please?

6 Q Do you ',,now what Mr. Crowl c% meant bt,--

7 statement, "'e would be able to rake.alary adjust:

8 for participants in the program"?

9 Yes.

"1 A 1ie meant to adjust the salarios upward tC ffset

12 the contributions to the fund.

1' On a dolrfor dolla
"Os.rd~ara~s.-~

* ~ 1

15 Q So that if ar. employee elected to give S' -t

16 the fund, he .ould cet an extra $25 a month; if he e;ected

O e- 17 to cive I25 a month to the fund, .e would cget an etra

18 K $25 a month sallar c ?

19 A That is riznt.

Let me L ust f4nisii up, jus f-r a scon,

21 YoU0 t c', . Crip"'en, that this cs ...

22 Vc,I Iad 1; w.:ith r Crowl!v between trc tc1o of yo-

23 A That is Amy rccollection, -yes.

24 Q Did you ever discuss the sub~ect of re- 1r...-i24

25 ; or salary acjustment ..'it- -r. Quinn at any" time c".

II
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30

I MR. HAYES: Mr. &rippen, his question is, I think,

2 is aimed at any discussions you might have had, if you had

3 any, with MIr. Quinn about campaign contributions, not about

salary increases in general, if I understand the question.

5 By Mr. Iegan:

Q Mr. Crip:en, v qcue;stion, did you ever discuss

7 with ".1r. Quinn, between 1% and the present time, the

8 idea of giving a salary Increase to an en2:oyee of the
9 Railroad fo-- t- urnose, eithur in cr in rt,

fund or rei-. ursc :., ior such a concrt .A...

*A-1 I2' A ';o.

13 Q "or sa.ar, increacss n ccnre,'l, am not talk-

.. * ]-' ing of that just with tic idea of givin an inereasc to

15 an enplovee fc t fu. :'uroses.

16 A Well, cn> at the tine of the initial foration

17 o the fund and at: he t. . Cro..'" : cor--.et, cn

18 ac Custinc salaries suusciuc.t, inmudatciv subsLc:uZct to

19 that and I" connection :'ith ca r n r cut t 0e cct trere

, had to o2 so0:-e cc:.verstic. aetween :r. unn anS te on

21 this su. >2ct, hut that si tac onl , ticn

2 2 (* .l , a . , . , -. _ . " r ' cn : t o > j e : f , ;

23 I have su.C a conversatc or conversatio:-, .. t. :r. :ur.

24 about the sub~e of sa:ar,, ac just:2ents for ::urnosos of

25 contributi , to the, fund?

Ii
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31
A I have no specific recollection of what you have,2 there must have been some conversations in carryirjg out3 the mechanics of adjusting salaries for this purp,: c.

IAYS: i :oing to move to strike th.e answer6 I insofar of Frhe p'ust e of th specuor

h a t n O f t -e .cte s .

%7 l I't is not in eviden.ce, ishearsay. I m"ove the anr,:W_

8 :be stricken

9 R EEEGAN: WeJJ, counsel's Mrotion .s noted for the
Srecor.

Let 4e ask you- e r Crippts cen 
, a naZ12 is this .,our best recollection 

that 'ou did disCUss this

Sandsuoect .o,,an d sr..n
"-- 

-i

16 s Anl a - n to tc-et sub'ect.
.17 .EGA:;: Ii as the cuesti:n

1 .,:. ;UAjS. i succst \oS not answer the same ues t Con
19 a second tine, unles your ns.'er .0s, or any reasn,

fT 0a ,C - 0 . C Ie-i on ,of

,,Change<~c., .u- You -.a a~ ?riot Qesio and. .'u ns5.:ered it.
2 1 

'i'." ':! <, "a.y no s5;eci§ic recoliction of
22 cscu ssing t e su L,>ect with :r. Qun:.
> 23 :R LLGAX: Je you have a general recollectionj of

24 discussi the subject- wit0 :.:r Quinn?
25 :I. UAYJS if you are asking if he recalls jbr

what maUSt hv L pned, do not ans.,er it, if you have a

- 48 -



EXCERPT OF

TESTIMONY OF

SMITH

PP. 38-39

* '
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1

2

3

4

5

6

7

8

9

10

11

12

13

15

16

17

19

20

22

231

'4

25

of the avai].able past ieports that wore in the Burlington

iIorthern's office normal file of reports that arc exchanged

routinely botween companies.

Q Are these puhlished financial reports?

n~ :n,"ernal.1

:othir: intorna.

An a nn al rcnort, ,,o, sa d u ......... .is

.left the two euarterlv -- yell P ... '" "e onl' , one

Srert avai--e athat i:e for th

c,urtr f r o 72

nv other revico'..w or anvthin. to loo- into -he con£ition

of the railrea, nrior to aecctina er;ome.-t?

" V'CQ: on't . ,.o o t e :1 Oc br..h

(Srief roc,.)

....th rccorc:.

" A - 1::. Smith at thi tiv T Woud Cik" to

direct Iou r attention to another are- ani as'. you if you're

familIar tith the [ilI,.hau 1:ec :mInad Officers Trust Fund?

A 1 an familiar with the worc" S, Ju. T am not

0~~

S

*



6

7

8

I

11 i
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ly

familiar with the fund, I am not involved in it.

Q Have you ever contributed to that fund?

A No.

n Have you ever been solicited to contribute to

the fund?

= 'VD

Q !as anyho&', ever -scrihe, to you the purpose

of that f'und?

A ?o

;.aVO )?rI' *U- 1 non ho'

asice fro- the cuestions ycu "' yl-av ',.-rect to counsel?

A Mco.

Do you recal :, 'e First ti"> 'eu hear - a>nut

that fund. .%,ns?
• ell, it's in recent .- 'onths. I think first

hecare a, a-re of it June of 'his yfear or .heard discussion

Or4-

Q And ,,:hat contenticn we:orwe to soi,:ssions?

Well, in the cont"en-t-ien. of your invo'tigation.

C So, prior- to Junc of 1975, you had not had

di. ;cusi cn 'th anycne o5 tio ,"ilvaukoe o, iccrs

Trust i'und?

A I don't think: so.

Q Do you ]:no.'V n.,yone h has contributed to the

0i;:au3:ee 7Iad Officers7 Trust und?

17

18

19

20

21

22

23

24

25



EXCERPT OF

TESTIMONY OF

HALLENBERG

PP. 13-14, 16, 19-20

- 52 -



I A At this meeting.

2 Q Did Mr. Reedy explain why a separate fund war;

0 3 being set up instead of using Railroad funds to employ a

4 lobbyist to go to Washington?

0 A Not that I recall. It was my understanding that

6 this =,oney was going to be given to the lobbying group, as

7 needed.

8 Q But he didn't explain why a separate fund was

being set up for this purpose?

10 A Not that I recall, no.

11 Q Do you recall Mr. Reedy saying anything else about

12 this meeting, about this subject.?

13 A I beg your pardon?

14 Q Do you recall Mr. Reedy saying anything else about

this meeting, about the subject of this fund?15

16 A No. In essence, what I told you is all I can

C,17 recall of it.

18 Q Do you recall whether or not he suggested a

19 contribution sum?

A The contribution was suggested and the amount of

21i $15 was, as I recall, was suggestcd.

i Q By Mr. Reccdv?
22

23 H A I beg your pardon?

24 By Mr. Reedy?

SA Yes. As far as I am concerned I am happy to0 25
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1 contribute if this is going to help this Railroad. 14

2 I am happy to contribute to it. I have gained my livelihood

3 from this Railroad, my father had his livelihood on this

4 Railroad, my grandfather had his and I have two brothers that

5 have died that both served on this Railroad and as far as I

6 am concerned, I never questioned the $15. If it is going to

7 help the Railroad, I would want more, but that was all that

8 was mentioned, was $15.

9 Q Did Vr. Reedy explain why the sum of $15 was beino

10 asked?

11 A No, I don't. As I remember, $15 was suggested as

12 being what everybody would put in and it would help the

13 lobbying group and help the Railroad.

14 Q To the best of your understanding from what Mr.

15 i1 Reedy said, $15 was the amount being solicited from ever,,-

16 body to contribute?

17 A That is riqht.

18 Q Did M!r. Reedy say, at this meeting, who was going
II

19 2 to administer the money that was raised?

20 .-o, it wasn't even discussc&.

21 Q Did you, to learn later who war ; administering the

22 mon'' that was raised?

23 A I never questioned it.

24 Q After Mr. Reedy suggested the sum of $15, did you

25 then mae a contribution?
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1 to contribute to it?

2 A No, sir.

3 Q Did you know how the money has been spent by that

4 trust account?

0 A No, sir.

6 Q Have you ever been told how the money was going

7 to be spent?

8 A No, sir.

9 Q Have you ever asked how the money vw-as going to

10 be spent?

I A No, sir.

2 12 Q Have you ever asked for any reports about the

13 !1 activities of the trust?

14 A No, sir.

15 Q To your k.no-ledge, have you, in any way, been

16 reimbursed either directly or indirectly by the Railroad

17 or any other corporation associated with the Railroad for

18 your contribution?

19 A No, sir.

I Q Do you recall what your salary was, .r. Ha!!enbc:,20 :

21 i at the end of 1964, per ronth?

22 A I don't recall it. I could tell you what it is.

23 Why don't you take a few moents and take a lock

2 at the document you brought with you and see if you can
24 111

o 25 refresh :our Arecollection.

11 -55 -



1 being told that.

2 When you say you don't recall being told that,

3 Mr. Hallenberg, are you meaning to suggest that is possible,

4 you may have been told such a thing or you were ever told

5 such a thing?

6 A I cannot recall ever being told that, but I may

have been. I wouldn't rule out the possibility, but I cannot

8 recall it.

Q 9Well, how were you informed of this salary increase

10 in January of 1965?

A Of this seven per cent?

12 Q Yes, sir.

13 A I would have received a letter like this (indi-

14;1 cating).

t-5 15 Q You mean similar to certain letters you produced

16 here?

17 A Similar to these, but I couldn't find it. In

18 1fact, these three are the only ones that I could find.

19 Normally I don't, my wife handles my checks, I

20 bring it home and we have done this ever since we have

21i been married, I bring my check home, I turn it over to herd
22 in the morning that she is goinc to the bank, she it

23 II on the breakfast table, I sign it, she handled all the

24 Imoney, I don't. She does a better job of this than I do,

25 actually, but that is w:.hy I don't, that is why I am stup)id25 56 a
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IC

2 i

21

23

24

251:ii

ao

about it, because I don't watch it.

Q Do you recall ever noticing back in 1965 that the

salary increase you received in January was, in fact, some-

what higher than seven per cent?

A No. If I get an increase, I am just happy to get

it, I don't question it or, in fact, I never, w,':i I receive

notice that I am going to get a certain percent.:-.e increase,

I never go back and figure it again and on these promotions

that I have got, I have never even asked w:hen I got a pro-

motion, what is the salary.

Not that I am not interested, it's just that I'm

not inclined in that direction. As long as I get paid,

well, I am satisfied.

Q Has your salar' ever been reduced by any amount

since 1965?

A I don't think so.

Q 1%cre you ever, in any w.ay pressured to make a

contribution to the Trust Fund?

A No, sir, I was hanny to make it.

Q Did you, in any way, feel pressured to make such

contrib u tion ?

A No, sir.

Q Did you ever hear of anybody co.-plaining that they

felt pressured to make a contribution?

A N'o, sir.
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EXCERPT OF

TESTIMONY OF

ANDERSON

P. 25
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S

BY MR. BUTLER:

Q Now, Mr. Anderson, were you ever reimbursed by

the railroad, in any way, for making contributions to the

Milwaukee Road Officers' Trust Fund?

A No, sir.

That is directly or indirectly?

A No, sir.

Q Did anyone ever tell, you would be reimbursed

directly or indirectly?

A No, sir.

Q For making ocntributions?

A No, sir, no one has ever told e.

0 Anyone ever sucicgested to you that salary increases

you ray have receiveC in the past to compensate you for

contributions you made to the Milwaukee Road Officers'

Trust Fund?

A "0o, sir.

MR. XONAHA.: Wait a minute. I wculd like to speak

with Mr. Anderson.

W-ould you read that cuestion back, please?

(Record read.)

(Brief recess.)

MR. I.'ONAiIAN: I think Mr. Anderson w:ould like to add

something to that last answer.

Go ahead.

S C-



EXCERPT OF

TESTIMONY OF

MELZER

PP. 31-32

0 c
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131

A You don't wanL me to speculate?

2 0 Were you subsequently told after your first

solicitation in October?

4A I don't recall if I was told with anyone of

this.

Q At the present time, you don't know why you were

solicited to increase your contribution?

A No, I don't know why.

0 9 Q Did anybody ever tell you why up until the present
10 time?

- A I can't recall that they ever told me.

12 BY MR. DUTLER:

13 Mr. Melzer, I ask you if you have ever been

14 reimbursed, in any way, by the Railroad for making the

15 contribution of $15 a month and later $20 a month to the

16 Milwaukee Road Officers Trust Fund?
1
17A No, I was never reimbursed.

18 Q Did you ever receive a pay increase with the

19 understanding that you were -- it was given to you to

20 enable you to contribute to the Milwaukee Road Officers

21 Trust Fund?

22 A No, sir.
~23

Q Did anybody ever tell you you were going to be,
24 has anyone ever told you you were going to be reimbursed

25 for making a contribution to the Milwaukee Road Officers

- 61 -



I Trust Fund?

2 A No, sir.

3 Did anyone ever tell you you would receive a salary

4 ' increase for making it?

5 A I didn't hear the question.

6 Q Did anyone else tell you you were going to get a

7 salary increase for making contributions to the fund?

8 A No, sir.

9 Q I would like to go through, now, Mr. Melzer, what

10 your salary was in 1962, '63 and '64. This may take a few

11 minutes, but I just want to make sure I understand what it

12 was.

13 A Oh, golly.

14 MR. BUTLER: Let's start with '64.

15 MR. MONAfHAN: I think that kind of a question

16 requires referral to the records.

* 17 MR. BUTLER: If the witness wishes to refresh his

18 recollection.

19 THE WITNESS: I can give it as close as I can.

20 BY MR. BUTLER:

21 Q I would rather have it exactly, if you could do so

22 by referring to any documents.

23 A Is it in here?

24 Q If it is, help yourself. Please take a moment and

25 review.
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EXCERPT OF

TESTIMONY OF

UPTON

,S PP. 29-30

*-

- 63 -



29
Trust Fund?

P

* c

1
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22

23

24

25

A Not that I am aware of.

Q Has anyone ever told you that your salary was in-

creased in order to allow you to contribute to the Millwaukee

Road Officers' Trust Fund?

MR. MONAHiAN: Before you answer that, ",:r. Uptcn -

under the "conversations" -

BY MR. BUTLER:

Q Excluding any conversations you may have had w

counsel, 71r. Upton?

A Would you restate the question? I have lost i

there some place.

Q Has anyone ever told you that your salary was

creased at any time in order to allow you to contribute

the Milwaukee Road Officers' Trust Fund?

A No.

Q Mr. Upton, did you declare a tax deduction for

making this contribution?

A No, I have not.

Q Have you ever asked anyone about taking a tax

deduction?

'ith

t

i n-

to

- 64 -
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Q

allow you

Fund?

No, I have not.

Have you ever received a pay increase in order to

to contribute to the Milwaukee Road Officers' Trust
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30

A No, I have no~t.

Q Has anyone ever suggested to You that You should

take a tax deduction?

A My wife did - yesterday. Excuse me, perhaps that

should be off the record, it was a little facetious.

MR. MON'AHAN: Did she actually do that?

THE WITNESS: She has made the statement, yes.

BY MR. BUTLER:

Q Now, Mr. Upton, have you ever calculated what your

pay increase was in 1965?

A No, I did not.

Q When you get the checks, what do you do with your

pay checks?

A Normally they are taken home and handed to my

wife without even opening the envelope.

Q Did you do that in 1964 and 1965?

A I have, yes.

Q If I told you that you received a pay increase of

$25 per month in 1965, to allow you to contribute to the

Milwaukee Road Officers' Trust Fund, what would you say?

MR. MONAHAN: First, I would object to that, but

go ahead arnd ans-iwer the question over the objection, if you

have an answer.

Q Well, in the first place, I am not aware of re-

ceiving that mc-ney for that purpose so I have no answer

-65 -
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EXCERPT OF

TESTIMONY OF

STOLL

PP. 25, 34

*r
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1 25

A It's marked here September 26, of this year.

0 Now, that is pursuant to the request you have

made of them?

A Yes.

MR. MONAHAN: I might state, for the record, Mr.

Butler, that, in anticipation of this line of inquiry,

I asked Mr. Stoll if he had any payroll records in his

possession and was adnmitted, by Mr. Stoll, that he had

none.

MR. BUTLER: I see.

MR. MONAIIAIN: For the period you are interested in.

By Mr. Butler

Q Mr. Stoll, just to make sure I understand, at

the time you received your pay increase in early January

of 1965, you did, in fact, recall receiving a pay increase

then?

A (Nodding head.)

MR. MONAI!AN: Just a minute. I want you to

listen carefully, Mr. Stoll. You were asked whether or

not you now recall having received that pay increase in

1965.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

By Mr. Butler:

Do you recall what, if any, was the rate of

that you received at that time?

No, I do not.

- 67 -
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A



A They did noL.

0 Do you know of anyone who has withdrawn from

the Milwaukee Road Officers Trust Fund?

A No, I do not. I do not knou who is a member

of it.

Q I asked you earlier whether you had any knowledge,

yourself, whether you have been reimbursed for making a

contribution?

A

Q

anyone who

Trust Fund

A

Q

A

Q

A

0

imbursed?

A

0

No.

You testified you had no -- do you know whether

has contributed to the Milwaukee Road Officers

has been reimbursed, directly or indirectly?

No, I do not.

You have no such knowledge?

I have no such knowledge.

No one has ever told you they have been reimbursed?

No.

No one has ever asked you if you have been re-

They have not.

You stated earlier you had discussed the subject

with no one and you only recall the subject of your

contributions to the Milwaukee Road Officers Trust Fund

with Mr. Reedy?

A That is right.

-- 68 -
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* TESTIMONY OF

- SCHIFFER

0 PP. 29
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29

1 Road Officer's Trust Fund?

2 A No.

3 Do you haVe any knowledge of such transfers of

4 funds being made by the Chicago Milwaukee Corpction?

5 A No.

6Q I believe I asked you this, sir, but you're not

7 an officer of the Chicasi M.waukee Corporation.

8 A No, I'm not.

01 Q Yo: don't hold any positions W ,th them?

10 A None.

11 Whio is the treasurer of the Chicago Milwaukee

12 Coroora' ',on?

el 13 A >L'. R. .. ratch .

14 Q Let me ask you this, M L. Schtffer, has anyone

15 ever told you that your contr bt on to the Milwaukee n-cad

C" 16 Officer's 'rust Fund would ever be reImbursed in an,,...a

17 by the raroad?

18 A No.

19 Not no;,: or at zny Ie in the past?

20 A No.

21 Q Now, I want to represent to you now, Kr. Schiffer,

22 t ha t the of the Coarirnmssion has come Into possession

23 of documents from the flies of the railroad which has

24 bccn previously marked and identified as Corxmission's

25 Exhibit 14 which indicates that Jn --

- 70



EXCERPT OF

* TESTIMONY OF

MERRILL

P. 42
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42

* 1 A No.

Q All this year; all last year?

A No, he didn't indicate to me what time frame they

were.

5 Q So you don't know the reason for the withdrawals,

6 is that correct?

A No. I have no idea what the reason would be.

8 Q He never mentioned a reason to you?

9 A No.

10 Q 11r. Merrill, were you ever reimbursed directly or

11 indirectly by Chicago Milwaukee Corporation, by the Railroad,

-' 12 or by any of the subsidiaries of either one of those for any

13 contribution you made to the Fund?

14 A Reimbursed for making the contribution?

15 Q Yes.

16 A I don't know that I have been reimbursed for ever

17 making a contribution. Mlly contribution is made without

18 regard to my salary or reimbursement or anything of that k.ind.

19 Q To make sure I understand your answer, is it your

20 present testimony that you have never been reimbursed either

21 directly or indirectly for contributing to the Fund?

22 A To my knowledge my contribution is made out o0f

23 own earnings, my own salary. I do not get reimbursed by

24 any means I am aware of.

25 Q By anyone?
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SALARY RECORD

S. W. Amour

Amount
Monthly Rate

$2,299. 00

2. 368.00

2. 583. 33

2 713. 33

2. 795. 33

-0-

Remarks

3'% general increase

Promoted to Vice President-
Labor Relations

571 veneral increase

3"- general increase

Retired

*

- 73 -

Date .

1-1-65

1-1-66

3-1-66

1-1-67

1-1-68

10-1 -68

Inc rease

$ 60. 00

215. 33

130. 00

82.00



SALARY RECORD

L. V. Anderson

Amount
Monthly Rate

$2,233. 33

2,300.33

2.467.00

2.591.00

2,669.00

2,750.00

3, 125.00

313.

578.

793.

833.

891.

008.

092.

392.

741.

Date

1- 1-65

1- 1-66

8- 1-66

1- 1-67

1- 1-68

7- 1-68

1- 1-69

- 74 -

Increase

1-70

1-71

* "

Remarks

3% general increase

Selective increase

57',, general increase

3% general increase

3% general increase

Appointment to Asst. Vice
President-Operation and
General Manager

6% general increase

8% general increase to non-
elected annual salaries of
$18,000 or more

Selective increase

SAP increase

SAP increase

SAP increase

5% general increase on first
$20,000. maximum $84.00
per month

SAP increase

Selective increase

$ 67.

166.

124.

78.

81.

375.

188.

265.

215.

40.

58.

116.

84.

300.

349.

1-72

1-73

1-73

1-74

1-75

11- 1-75

5-11-76



SALARY RECORI)

D. 0. Burke

Amou nt
Monthly Rate

$1. 720.00

1, 772.00

1, 938. 67

2,035.67

2,097. 67

2, 160.67

2, 333. 33

2,473. 33

2,671.25

Date

1-1-65

1-1-66

8-1-66

1-1-67

1 -1-68

7-1-68

1-1-69

1-1-70

1-1-71

Inc rease

-75 -

0

0

* C-

$ 52.

166.

97.

62.

63.

172.

140.

197.

r87.

100.

65.

91.

84.

250.

342.

7-1-72

2-1-73

9-1-73

7-1-74

1-1-75

11-1-75

6-1-76

iut,marks

3% general increase

Selcctive icrease

5/,% general increase

3",, general increase

3r- general increase

Selective increase

6, genera'l increase

8'> general increase to non-
elected annual salaries of
$18,000 or more

SAP increase

SAP increase

SAP increase

SAP increase

5", of first $20,000 of annual

salary

SAP increase

SAP increase

858.

958.

023.

115.

19Q.

449.

791.



SALARY RECORD
E. W. Chesterman

Amount
Increase Monthl1v Rate

$1,951.00

$132.33 2,083.33

63.00 2,146.33

145.34 2,291.67

115.00

73.00

75.00

64.00

166.66

168.00

236.34

191.00

2,406.67

2,479.67

2,554.67

2,618.67

2,785.33

2,953.33

3,189.67

3,380.67

-0-

Date

1- 1-65

9- 1-65

1- 1-66

3- 1-66

- 76 -

Remarks

Selective increase-added work

3% general increase

Promotion to Assistant Vice
President-Rates and Divisions

5% general increase

3% general increase

3'. general increase

211% general increase

Selective increase

6% general increase

8% general increase on non-elected
annual splaries of $18,000 or more

Selective increase

Retired

S

0

- e~*

1-67

1-68

1-68

1-69

1-69

1-70

1-71

1-72

1-72



SALARY RECORD
P. L. Cowling_

Date

1- 1-65

1- 1-66

1- 1-67

1- 1-68

7- 1-68

1- 1-69

8-11-69

I- 1-71

1- 1-71

-0-11- 1-75

A m o u in t -- -- -

Increase Monthly Rate

$ 653.00

$ 22.00 675.00

33.75 708.75

64.25 773.00

24.00 797.00

20.00 817.00

-0-

2,000.00

160.00 2,160.00

64.75 2.224.75

50.00 2,274.75

121.08 2,395.83

20.84 ".416.67

Remarks

3% general increase, $22. 00

mini -tum

57% general increase

Selecti'e increase of $41.25

pis 3"1 vzecieral increase

3% general increase

2%% general increase

Resigned

New position- Executive

Assistant, Office of President

8> general increase on non-

elected annual salaries of

$18,000 or wiore

SAP increase

SAP increase

New position-Vice 
President,

,xecUtivc I)epartuent

Selct.cive increase, elected

positions

'ramsfc r rd to MMTC payroll

7- 1-72

2- 1-73

1-17-74

5-14-74

- 77 -



SALARY RECORD

C. E. Crippen

Date

1- 1-65

5-11-65

1- 1-66

5-I0-66

10-12-66

1- 1-67

1- 1-68

7- 1-68

1- 1-69

1- 1-70

2 -25-70

1- 1-73

Increase

$ 274.00

113.00

220. 33

2, 166.67

313.00

197.00

203. 00

17-.00

429.00

1,599.67

Nlonthlv Rate

$3. 476.00

3,750.00

3. 863.00

4,083. 33

6, 250. 00

6. 563.00

6,760.00

6,963.00

7,138.00

7, 567.00

9, 166.67

-0-

Rema rks

Selective increase to elected

officer

3 Wgeneral increase

Selective increase to elected

officer

Promotion to President of the

Company

51% general increase

3% general increase

3% general increase

211 general increase

6, general increase

Selective increase to elected

officer

Retired

- 78 -

e7

I,-



SALARY RECORD
P. J. Cullen

Amount
Increase Monthly Rate

1- 1-65

9- 1-65

1- 1-66

3- 1-66

Remarks

$1,951.00

2,083.33

2,146.33

2,291.67

2,406.67

2,479.67

2,554.67

2,618.67

2,785.33

2,953.33

3,189.67

3,380.67

3,481.67

3,560.67

-0-

- 79 -

Date

Selective increase-Merger Com-
mittee work

3% general increase

Promotion to Asst. Vice President-
Special Duties

5% general increase

3' general increase

3Z general increase

2% general increase

Selective increase

6% general increase

81 general increase on non-elected
annual salaries of $18,000 or more

Selective increase

SAP increase

Promotion to Vice President-
Special Traffic Studies

Retired

* C-

$132.33

63.00

145.34

115.00

73.00

75.00

64.00

166.66

168.00

236.34

191.00

101.00

79.00

1-67

1-68

1-68

1-69

1-69

1-70

1-71

1-72

1-73

1-73

6- 1-74



SALARY RECORD

L. If. Dugan

Arfount
Nlonthlv Rate

$2,932. 00

3, 020. 00

3,171.00

3,267. 00

-0-

Rema rks

37- general increase

5 0, general increase

3% general increase

Deceased

- 80 -

Date

1-1-65

1-1-66

1-1-67

1-1-68

7-9-68

Inc reast

$ 88.00

151.00

96. 00

9-

t**



SALARY RECORD
V. E. Glosup

Amoun t
Increase Monthly Rate

$488.00

$2,345.00

2,833.00

-0-

Remarks

Selective increase of $405.00
per month plus 3% general in-
crease

Retired

- 81 -

Date

1 - 1-65

1- 1-66

1- 1-67



SALARY RECORD

A. W. llallvinhrg

Amount
Date

1-1-65

1-1-66

8-1-66

1-1-67

1-1-68

7-1-68

1-1-69

1-1-70

1-1-71

475.

549.

606.

685.

769.

2,970.

3,183.

Inc rease

- 82 -

Monthly Rate

$1, 510.00

1,556.00

1,666.67

1. 750. 67

1,803.67

1.858.67

1,905.67

2,020.67

2, 182.33

2, 357. 33

$ 46.

110.

84.

53.

55.

47.

115.

161.

Remarks

31!,o general increase

Selective increase

5"; general increase

37,0 general increase

3% general increase

2',, % general increase

6% general increase

8% general increase to non-
elected annual salaries of
$18,000 or more

8% general increase to non-
elected annual salaries under
$30,000

SAP increase

SAP increase

SAP increase

SAP increase

5" of first $20, 000 of annual
salary

SAP inctrease

SAP increase

175.00
*

* 118.

74.

57.

79.

84.

200.

213.

8-1-71

7-1-72

1-1-73

8-1-73

6-1-74

1-1-75

11-1-75

6-1-76



SALARY RECORD

H. C. Johnson

Arnount

Monthly Rate

$1, 686. 00

-0-

- 83 -

Date

1-1-65

6-1-65

Increase Remarks

*

*

Retired



SALARY RECORD

R.'F. Kratochwill

Anount
Monthly Rate

$2. 255.00

2,323.00

2.450.00

2,950. 00

Date

1- 1-65

1- 1-66

9- 1-66

10-12-66

1- 1-67

1- 1-68

7- 1-68

I- 1-69

5-13-69

1- 1-70

7- 1-72

2- 1-73

10- 1-73

5-14-74

1- 1-75

5-11-76

Increase

- 84 -

C-

0,.

$ 68.

127.

500.

148.

93.

96.

83.

171.

213.

187.

75.

136.

220.

333.

375.

Remarks

3% general increase

Selective increase

Promotion to Vice President-
Finance and Accounting

5' general increase

3%,f general increase

3% general increase

2/a% general increase

Selective increase

6% general increase

Selective increase

SAP increase

SAP increase

Selective increase

Selective increase

Selective increase

098.

191.

287.

370.

541.

754.

942.

017.

154.

375.

708.

083.



SALARY RECORD
W. W. Kremer

Amount
Increase Monthly Rate

$3,913.00

$ 87.00 4,000.00

120.00 4,120.00

206.00 4,326.00

-0-

Remarks

Selective increase

3% general increase

5% general increase

Retired

- 85 -

Date

1- 1-65

5-11-65

1- 1-66

1- 1-67

6- 1-67

*

*
N

i ~ ~ ~ ~~~ f IiI I II



SALARY RECORD

G. 14. Kronberg

AnoUfnt
Monthly lat

$1,764.00

1.817.00

2,750.00

Date

1- 1-65

1- 1-66

3- 1-66

4, 750. 00

5. 125.00

$ 53.

933.

138.

153.

92.

95.

81.

173.

209.

184.

75.

214.

250.

- 86 -

Inc rease

C.-

I-

1-

1-

1 -

7-

1-

5-1

1-

7-

2-

8-

5-1

Remarks

3(', general increase

Promotion to Vice President-
Sales and Service

5% general increase

Selective increase to elected
officer

3"- general increase

3" general increase

21.",% general increase

Appointment to Vice President-
Traffic

67 general increase

Selective increase to elected
officer

SAP increase

SAP increase

Selective increase to elected
officer

Selective increase to elected
officer

Selective increase to elected

officer

888.

041.

133.

228.

309.

483.

692.

876.

951.

166.

416.

333. 33

375.00

-67

-68

1-68

1-68

1-69

3-69

1-70

1-72

1-73

1-73

4-74

11- 1-75

5-11-76



SALARY RECORD

C. T. Lannon

Anmount
Monthly Rate

$1. 636.00

1,686.00

1,771.00

1. 825.00

-0-

R emarks

3 71 general increase

5% general increase

3 ", general increase

Retired

- 87 -

Date

1-1-65

1-1 -66

1-1-67

1-1-68

6-1-68

Increase

$50. 00

85.00

54. 00

I**



SALA RY RECORD

F. G. McGinn

AmVIou nt
Date

1- 1-65

5-11-65

1- 1-66

5-10-66

10-12-66

1- 1-67

1- 1-68

7- 1-68

1- 1-69

1- 1-70

7- 1-72

2- 1-73

5- 8-73

5-14-74

11- 1-75

5- 1-76

Tn crease-

- 88 -

1..

all

Monhlily Rate

$3,913.00

4,000.00

4, 120.00

4,333. 33

4,750.00

4,988.00

5,138.00

5,293.00

5,426.00

5,752.00

5,924.58

5. 999. 58

6,083. 33

6, 333. 33

6,666.67

-0-

Rernarks

Selective increase

3", general increase

Selective increase

Selective increase

5'!' general increase

3'jo general increase

37 general increase

2c% general increase

6%, general increase

Selective increase

SAP increase

Selective increase

Selective increase

Selective increase

Retired

$ 87.

120.

213.

416.

238.

150.

155.

133.

326.

172.

75.

83.

250.

333.



SALARY RECORD

H. H. Melzer

Amount
Monthly Rate

$1,809.00

1,864.00

1. 958.00

2,017.00

2,078. 00

2, 130.00

2,258. 00

2. 438. 67

Date

1-1-65

1-1-66

1-1-67

1-1-68

7-1-68

1-1-69

1-1-70

1-1 -71

8-1-71

7-1-72

2-1-73

8-1-73

6-1-74

1-1-75

*

*
N

Increase

- 89 -

2,634.67

713.

763.

791.

908.

992.

141.

333.

$ 55.

94.

59.

61.

52.

128.

180.

Remarks

3%' general increase

5,% general inc rease

3% general increase

3%',,, general increase

21I general increase

6, general increase

8" general increase on non-
elected annual salaries of
$18, 000 or more

8% general increase on non-
elected annual salaries under
$30,000

Selective increase

SAP increase

SAP increase

SAP increase

5% general increase on first
$20,000, maximum $84.00

per month

Selective increase

Selective increase

196. 00

79.

50.

28.

116.

84.

149.

191.

11-1-75

6-1-76



SALARY RECORD

R. K. Merrill

Amount

Date

1- 1-6:

5-11-65

1- 1-66

5-10-66

10-12-66

1- 1-67

1- 1-68

7- 1-68

1- 1-69

1- 1-70

11- 1-70

7- 1-72

2- 1-73

8- 1-73

5-14-74

11- 1-75

5-11-76

p...

*

Inc rease

- 90 -

Monthly Rate

$2. 255. 00

2, 375. 00

2,447. 00

2,833. 33

3.250.00

3.413. 00

3,516.00

3,622. 00

3,713.00

3,936. 00

4, 333. 33

Remarks

Selective increase

3,% general increase

Selective increase

Selective imc r case

5% general increase

3% general increase

3% general increase

21 7zc general increase

6% general increase

Promotion to Vice President-
La w

Selective increase

SAP increase

SAP increase

Selective increase

Selective increase

Selective increase

$120.

72.

386.

416.

163.

103.

106.

91.

223.

397.

169.

75.

89.

250.

375.

416.

502.

577.

666.

916.

291.

708.



SALARY RECORD

W. E. Ross

Amount
Monthly Rate

$1,575.00

623. 00

700. 00

116.67

222.67

289. 67

358. 67

509. 00

572. 00

727. 00

-0-

Remarks

Includes selective increase to
aditust inequities, effective
this date

3% general increase

S-l ,ct i- c increase

Promotion to Comptroller

5% general increase

3 ', general increase

3"r general increase

Selective increase

21",' izeneral increase

6" general increase

Reti red

- 91 -

Date

1- 1-65

r

Inc rea s e

$ 48.

717.

416.

106.

67.

69).

150.

63.

155.

I -

8-

10-

1-

1-

7-

11-

1-

1-

6-

1-66

1-66

12-66

1 -67

1-68

1 -68

1-68

1-69

1 -70

1-71

$



SALARY RECORD

C. L. Schiffer

Amount
Monthly Rate

$ 988.00

1,018.00

1,069.00

1, 166.67

201.

666.

716.

759.

865.

015.

2,115.00

170.

225.

341.

2,525.00

2,725.00

Date

1- 1-65

1- 1-66

1- 1-67

10- 1-67

- 92 -

Increase

c.-

1-68

14-68

1-68

1-69

1-70

1-71

Remarks

3% general increase

5% general increase

Selective increase to elected
offic er

3% general increase

New position: Treasurer

3% general increase

2',,% % general increase

6% general increase

Selective increase to elected
officer

Selective increase to elected
officer

SAP increase

SAP increase

Selective increase to elected
officer

Selective increase to elected
officer

Selective increase to elected
officer

$ 30.

51.

97.

35.

465.

50.

43.

10 6.

149.

100.00

55.

55.

116.

183.33

200.00

7- 1-72

1-73

1-73

14-74

11- 1-75

5-11-76



SALARY RECORI)

E. J. Stoll

Amount
Monthly Rate

$1,

2,

Date Increase R emarks

1-65

1-66

1-66

1-67

1-68

1-68

1-69

3-69

715.

767.

083.

188.

254.

322.

381.

550.

703.

916.

1-

7-

5-

S 5-I

$ 52.

316.

105.

66.

68.

59.

168.

153.

213.C-

3 general increase

Promotior it) Vice 1-resi'I.,nt -

Real L'state and Industrial
Depa rtni .,it

5 - general increase

3% general increase

3% general increase

2 '~ ~general increase

Selective increase to elected
officer

6,,, general increase

Selective increase to elected
officer

Sclectiv , increasi, to elected
office r

SAP increase

SAP increase

Se.lective, increase to elected
officer

Si(,ci .e increase to elected
officer

Selective increase to elected
officer

145.83

75.

79*

179.

295.84

291.66

1- 1-70

5-11-71

7- 1-72

1-73

1-73

14-74

11- 1-75

5-11-76

3, 062. 50

137.

216.

395.

3,691.607

3,983. 33

- 93 -



SALARY RECORD
W. D. Sunter

Amclin t
Increaze '1onthiv Rate

$2,-72.00

$ 83.33 2,355.33

71.00 2'4 .33

323.67 2,750.00

138.00

245.6.7

95.00

S1.00

2,888.00

3,133.67

3,228.67

3,309.67

-0-

Remarks

Selective increase

3% general increasc

Promotion to Vice President-
Rates and Divisions

5,% general increase

Selective increase plus 3%
general increase

3% general increase

2'1 general increase

Retired

- 94 -

Date

1- 1-65

9- 1-65

1- 1-66

3- 1-66

1-67

1-68

1-68

1-69

1-69

7-

1-

10-*
r



SALARY RECOPT)

J. T. Taussip-

Amount
Monthly Rate

$1,400.00

500.

545.

666.

71',.

7 t 8.

813.

076.

2, 083. 33

2. 145.83

175.

200.

201.

2,475. 00

2, ,66. 67

Date

1- 1-65

- 95 -

1-65

1 -C 6

1 -67

1 -68

1-68

1-69

1-70

1 -71

Incre(as(

$100.

45.

121.

50.

52.

45.

109.

153.

Remarks

Nte,' position, Secr(etarv of the
Comnp3Nv', effective this da! e

StIect, iVe increase

-en ral increase

Selective increase in lieu of
5"g general increase

3 ,,eneral inc rease

3' general increase

2- , eeral increase

6v' ceiral increase

Selctive increase to elected
officer

SeIective increase to elected
officer

s ',,,,c!ivc im.1W rease to electd
offictr

SAP increase

A P ic rease

S,.! ,c ive increase to elect(d
offCt, r

Sc! ctivq, ilncrease to ,lected
off ic e, r

Selective increase to elected
officer

6.83

62.50

30.

24.

91.

183. 33

191.67

* C

5-11-71

7- 1-72

-73

-73

-74

11- 1-75

5-11-76



SALARY RECORtD
F. A. Upton

Amnount -
Increase NIonthlv Rate

$2.Ot,6. 7

S,2.00 2. 12S.,

167.50 2,296. 17

115.00 2.411. 17

73.00 2,484.17

75.00 2, 55j. 17

190. S3 2.7:0.00

165.0 2915.00

233.25 3, 148.25

Date

1 - 1 -65

1-1 -t13

8-1 -66

1-1-67

1 - 6 -)8

7-1-68

1-1 6

1 -1 -70

1-1 -71

9-1 -71

7-1-72

1-1-73

7-1 -73

7-1-74

1-1-75

11-1-75

6-1-76

Remarks

3" en-cral in ctease

Selective increase

r " , nc'ral inc rease

3 ,tneral increase

3% ,,tneral increase

4,,lctjivc inc reas,

,, :eneral increase

8' teneral increase to non-

elected annual salaries of

$18,000 or more

Selective decrease

Selecti.e increase

SAP increase

'roilnot loll to Asst. Vice

President -NIechanical

SAT' increase

cnc ri increase on first

$20.000, ml.axirmtum $84.00

per rm orith

Selective increase

Sc1 c ctive increase

- 96-

(41 ,. 67)

1o3. 00

86. 83

560. 26

177. 33

8,4. 00

300.00

305. 33

2. 731. 5S

2.8 9-.58

2,981.41

3.541.67

3,719.00

3, 803. 00

4, 103. 00

4, 408. 33



SALARY RECORD
G. L. Wood

Am ount
Increase Monthly Rate

$1,315.00

40.00 1,355.00

68.00 1,423.00

43.00 1,466.00

44.00 1 ,510.00

38.00 1,548.00

93.00 1,641.00

131.33 1,772.33

Date

1- 1-65

1- 1-66

1- 1-67

1- 1-68

7- 1-68

1- 1-69

1- 1-70

1- 1-71

8- 1-71 1,914.33

2,010.33

2,070.66

2,1.13.67

2,220.67

2,304.67

2,421.00

2,500.00

R t'm:irks

37 ,cli#,ral i crcae

57 general increase

37, general increase

3 gi r i c r ease

2'% general increase

6% general increase

87' general increasL on non-elected
annual salaries of $18,000 cr more

8% general increase on non-elected
annual saFlries under $30,000

Selective increase

SAP incrca-;e

SAP incrc(-Ise

SAP incredse

5% gencral increase on first
$20,000. maximum $84.00 per month

SAP increase

Selective increase

- 97 -

142.00

96.00

60.33

43.01

107.00

84.00

1-16.33

79.00

* C-

N

1-72

1-73

1-73

1-74

1-75

1-76

1-76



MILWA!KEE ROAD OFFICERS TRUST ACCOUNT

Monthly Payroll Deductions ,Januiary l. 1065 to Date

R. K. Merrill $15.00 ( I h ttu 1/71)
" 25.00 ( . I , thru 5/76)

R. F. lKratochwvill 15.00 ( ' i tru 5/76)
1). 0. Burk, 15.00 ( I ,', ino 5/76)
A. W. Hallcnherg 15. 00 1 i'W, th r,, 5/76)
1- ... I. DT u,:-a 1"53. 0d 6 1 ,- !r, (/ ,

P L. Cowlino 15.00 ( I, t 71)69)

J. T. Taussig 15.00 ( 1/65 th r 9/70)
" 20. 00 (10 '-70 1 rt 8/74)

15. 00 ( 17 - , / 76)

C. T. La-non 15.00 1 .
C. 1. Schif f,, r 1,. 0)0 1:",- Q/70)

20.00 (10 /70 ,,., 2/74)

10. 00 ( 74 tlr- 5/76)

E. J. Stoll 15. 00 ( ' 11 r 1 9 /70)
2 , 10 0 , 0 :f ,)

G. H. -ronbere . 0 1 Q'ru 9/70)
2. 7t 1 ( ,-70 . ... , ," 76)

C. U. C rit)ocn I '. 00 ( " Wru 1/71)
.00 ,1 10 date)

W, T.-'. Ross 1.0 0 1 i, 5/71)
I. C. J O1 .s-on I . 0 ( I / i iri 5/65

F. c;. Mc(;i, 15.00 ( 1 , t 9/70)
5~ -00 10 70 1 ru 1 '76)

'-. V . A n d , r s ,,, . 0 0 ( 1 ,' ,  h i 11 / 7 0 )

,'1 " 20. 00 10 '70 Wi'r1 5/7,',)

S. W. A n c',r 15. 00 ( t,'5 th r1 9/68)
F. A. Ur or, 1;.00 ( / '( t}r- -/76)

G. L. Wood 15.00 ( 1/t5 tir' 5/76)
E'V. 17. ( lo , 15.0 () 0 1U 1- /66)

tI. 11. I1,',r 15. 00 ( 9 70)
20. 00 (10 7 ,Ur 5/76)

W. . r ii('r 25. 00 ( 1 ', 5  f1ir, 5/67)

W. D,. Snu, tter 25. 00 ( 1 6,5 tii'u I ! 69)

S. W. ChstrIa 25. 00 ( 1/65 t ,, 8/72)
I-. J. CuI ,,t 15.00 ( l16, tt1r- h 9/70)

" 20.00 (10/70 t'iru 5/74)
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SECRETARY'S CERTIFICATE

I, J. T. Taussig do hereby certify that I am the elected Secretary of

the Chicago, Milwaukee, St. Paul and Pacific Railroad Company (the "Company") and

do further certify that I have been the Secretary of the said Company since January 1,

1965.

I further certify that:

1. I was assigned the responsibility of computing supplemental

pensions payable under the Pension Plan of the Company in
effect during the period January 1, 1965 through December 31,
1975, for the following officers of the Company:

1H. C. Johnson
V. E. Glosup

W. W. Kremer
C. T. Lannon
L. H. Dugan
S. '. Amour
W. D. Sunter
S. W.E. Ross
E. W. Chesterman
P. J. Cullen

2. The Plan provided that the pension allowances be computed on
the basis of the average monthly compensation received during
the 60 months of compensated service immediately preceding
retirement.

3. In determining the amount of compensation of each of the
foregoing officers, as well as all other officers retirinc
under said Plan, I included in their monthly compensation

* ~ all earnings without making payroll deductions for any
purpose, including contributions, if any, to the Milwaukee
Road Officers Trust Fund.

IN WITNESS iEREOF, I have hereunto set my hand and affixed the seal

of said CHICAGO, MILWAUKEE, ST. PAUL A ;D PACIFIC RAILROAD COMPANY, at my office

in the City of Chicago, County of Cook and State of Illinois, this 22nd day of

December, A. D., 1976.

Sec retarv
CHICAGO, MILWAUKEE, ST. PAUL
AND PACIFIC RAILROAD COMPANY

Subscribed and Sworn to

before me this 22nd day

of December, 1976.

('NOTARY PUBLIC - 99 -



A. D. 200 new.

General Oft'ir ,,rs

• Deduction on Officcrs D)epartment Pay Roll No. _ ___

Month of

In Favor of Mi1lwaukee

Juine 19 76 Second H alt

FoOd Offic-'rr Trut Account.
( lle Reason for Oeducon)

Veto C'ode

' 1
Address

Deduction Order
Number Perod

Deductcd from Sahry of
NAME

C. D. Bocrs, Jr.
D. A. Keller
'-% J. i inn
F. " I 1i r
D. C. Yoiznc
G. A. Kellcw
L. W. Harrington
SJ. J. Drin-a
.': Tornin

P. K. ?cck

h I, I

mpprovicu:

Tel',

£irnpo~cs S S A Nrnu,"er )AfOUn? ri
S or Wcrking INdr~i/'eOf Dedi.J1Ct,on

ori WcIn ur I~ cd~t

-I7

5
7
307
71 C,7
-,-

2

-I

I'

:-

Tc.ti :$
167

Correct, -

Pavroll M ker C' C[CCucl'n Cle k
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EXCERPT OF

TESTIMONY OF

CRIPPEN

p. 65

- 101 -



0

0

*

1

2

3

4

7

8

9

1 6

8

19

21

-2

23

24

25

And :f.at vas your contri utin?

$25 a .ronth.

Didyou receive, personal l, an ,:'tra $25 a month

purpose from the Railroad?

ell, I don't rccall specifically, but I assume

I did.

- 102 -

65

a dollar sum, an equalizing adjustment.

What I am trying to understand is in December of

1964, was the $25 a month extra, certain employees who

were going to receive, covered in that. equalizing adJut-

ment, if you know?

A, I don't . know, de .:n" ' .::'

Q Well, to your kncwledce, drd Mr. Crewley c:, .is

cwn authorit, cr on his ow.n imle.-:ent the $25 aciditiona2

salary increasc tc certi - n em:-lovces for the :'ur._ose of

A Well, frankly dcn't recall, I don't recall see-

an'.'thinc o. it, and 4-n't recal. ho ''.': it ".'aS

hand"led.

Q Well, did you, :r. Cri en, receive an salary
-isof 1965 frmthe Railroad?increase effectiv-e January ofl5§o' h alod

A N'o.

Q ell, let e a§: .ou tis, Sir, cic: you rarti-

ciUato in the trust fund vour ef?

A Yes.

for this

A

*



EXCERPT OF

TESTIMONY OF

TAUSSIG

pp. 18, 19, and 20
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I Exhibit 61 authorization?

2 THE WITNESS: Yes. My memory is refreshed to tlht

extent and shall I volunteer the information?

4 MR. MONAIIAN: W'hy don't you lt. Mr. Butler prcud

this for awhile.

6 DY .I, UVTLEEI:

7 Q Dc you recall whlen that meeting was?

A The first meetina?

IQ The second meetinc.

10 A The second meeting, probably within a week, w

* " 11 ithe week after January 12, 1965.

12 Q Which is the date on which --

P A -- on 61, yes.

14 Q Signed withholding?

15 A th-huh.

16 Q And do you recall where that meeting took place7

17 A In his office.

18 Q Was anybody else present besides yourself?

19 A No, sir.

20 Q You and ".r. Schicive?

211 A We two.0E
22 Q And did he call you into his office?

23 A No.

top 24 Q How did the reeting come about?

25 A This may be a slight discrepancy, but in the first

* -104-



2

3

4

5

6

8

9

15

16

17

I s
10

19

20

21

22

23

24

25
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instance after I received and signed the original in dupli-

cate of Item 61, then I sent it back, took the copy back.

I did not mail it in this instance back or send it through

the conpany mail, I took it back and gave it to him.

Unlike t!he one, the second one which I believe I

sent back. to i~ccdv, the d]uplicate copy, but on this one, I

believe, I took it back and gave it to hin after I filie -

out and inserted te amo.nt thereof, $15.

Q At the ti'"e you ha the second cetinC, is that

when you delivered the withhldi b t r. Schieive?

A Yes.

Q So it was ai:Drcxi.- tel. a week later?

A A wee-- or so later.

And do you recall what you discussed with ':r.

Schieive at the time?
A , ,- tha4.- 4 A

lie volunteered tat thou :h I had donated $15,

,attere -ould L a salar- increase t rniqt -ik-Tht n this

particular instance, with this amount of money right be $25

a -nCAth. Is that correct, Counsel?

.... P .X0A.A: That is what you recall, "r. Tauss-

THE ,IT:Iss: Uh-huh. Now, it would appear,

perhaps, that the donation, then, right be cor pensated and

any incone taX after that would probably be covered in the

total donation of $5.

MR. IIE.A"N: Total donation or total salary?

*
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I THE WITNESS: Total salary donation of only $15.

2 BY MR. BUTLER:

3 Q The difference of $10 in to cov(,r the tax?

4 A Yes.

5 1i DY MR. ILGAN:

6 Is thwat what "r. Schijivc tol, you?

7 A Yes. Mv first understandinJ was the $15, which

s was just a straight donaticn, and I couldn't really know

9 until aster the seccnd timC around th'Iat there would be

]0 this ?ay increase.

* 11i Q In other vords, if I understan - you correctly,

sir, you h Ird alread a(:reed to cive $15 a -onth volutaril ,

without an.' co ensaticn tc be civen to vou r it?

4 A Como1ete I, because, as you recall. in e.a.ier

1 testimnc-, I was eaqer enouch and wanted3 to le cn the list15 i ..

16 1 and $15 didn't sceM to bot-her me too much, then.* I.

17 An. later "Ar. Sch.icive told "ou you 1-uld e

2 etti .: this $2°5 a,-;o,,"t h

*q Yes.

N. ;';ith -e understandinc; for the state-ent by hin

21 that tLs .as to cver that d..tin

22 A don't -.c, . whether he said it was to cover

23 that donation, but I suppose, looking back, I must have

24 Iheard that or I wouldn't have taken just a straight $25

25 without a an e::pIanation of what it was for.
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EXCERPT OF

TESTIMONY OF

KRATOCHWILL

pp. 12, 16 - 32
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about

MR.H : ,., I thInk Mr Butler has some quest onz

tne dividend.

BY "MR. UT;L'T ""i

Q Mr. Kratochwill, are you a Director of the

- 108 -

12

Q To your knowledge in 1965, was there any correla-

tion between the fact that you had made a contributln and

the adjustment?

A I understood that there was a relationship, yes.

Q And fr-o- whom did you have this xdrstandin-?

A I dro4',. this conclusion rore or los:; on-'v own.

I d1dJn't have any other tasis fcr It.

,What rromoted you to draw this conc.- ,io - ?

The fac t: t' the " .n.s occrred- at t:ie s-7 -2

4.- ,.Ca

You mean the fact that you were receiving '25 a

-. ont.. .. .. .O " th-  seven rercent ra-: raise com_',.,t at

a. .'. t - e a _ you ;ere L C:'I ,ut n 7 to the fund?

A Yes.

It is your testim.ony then this .,;as .ust an

tion on y'our' part noho.v t od you this?

. .t.s . .t , to t-e t of -y reoollecat . on

at this co ..nt

Has vour salary ever at any time since 1965 de-

or eased by. the -

A "170
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Q In Commission's Exhibit 3 is numbered similar

2 payrolls, the exhibit just identified as the payroll. At

this time I would like .to show you what has been marked as
4

3(m) and ask you if you can identify that part of Co~-.ission'5

5 GrouT 2,xhil it 3 ,

6 A -Yliese, a',,-ar to bec listincls o1- 'avroll deductions

7 i
to the Officers' Trust Account from Payrolls 1 and 2, hich

8 !re tie officer nortions, of the onen rolls, as I described

*9
earlier, for various neriods in ,73, l?74, and 1C'75.

ii series ofo ut e r printouts, is that correct?

12 '

13 Q And are you familiar wit tho code's on the top

of C...ission Xs Lxhiit 3(,)?

15 j A I recocni-e the Vendor Code 114 as beincT one that

16 identifies this :-articuiar deduction catecorv.

11. L1tenote s teCe deduction for cam.naicn contribu-

18 tions?

19 A The deduction for the Milwaukee Road Officers'

20 Trust Account.

21 This iart1cu1ar ?7unc, is that correct-?Memo ran dun

*nds quote 22 A Yes.
here.

23 Do you know also the totals appearing at the

24 ,bottc of the individlual conputer printout sheets are totals

25 or exactly what is thc significance of the last bottom-line

-109-
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numbers?

A

Q

typical

A

Q

3 (a) ;hi

Q

in yocur

I have no idea.

Are these, that is, Commission's Exhibit 3(m),

kinds of records maintained in your office?

In iny departz.nt.

In your dcpartment?.

Yes, Sir.

Is that the same case for Commission's Exhibit

ch ,ou r',vouslvidentified as an office av.-rl?

<..: at i i a.-.ain?

Is that also tvnical of the records ,.'ou maintain

7:S: You have to b1De r . snec c about z

point in tine.

BY SiR BU...R:

Q At the present?

A ',;ell, this is a record, i don't '.no';,., hat you nean

by "typical".

Q Are the officers' deductions ,which Co:r-issionIs

Exhibit 3(a) indicates for a certain cjrouzo of officers, is

that Co.iSsio ex.ibit tyica1 of the records t...lves?

Are they of that form?

IR. IIAYES: For this tine period?

MR. BUTLER: Yes, for this time perio £. Is that

an example of the records you have prc!ently relating to,

- 110 -
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first, Payroll 800?

THE WIITZESS: Well, again this is one kind of

3
record that we have, yes.

1BY MR. 1172AN:

5
hat .... ... t ,n2 to ac t .-it licre Ir. *,-atoc!::iL

%01 1 ave t:esti 4 fi ei you have a ie o. Taers in ,aur o

relatin(i to t7.e Tr ust Fun2. e ar us t rvin to s:

generally what tht file consists of That was the 1se

9
of "s is " "l-a: .r. * uter's .:sti on. : ere is a docunent. s ha t 'ICC.c

Of the record.

(IR :1I ussio.V o the record.)

]3 "X. {E<]X- acko on the r~-cord.

S. .. .... ... is r a Il ha bro',.n cover

15 on it, and for the sai e of the record, and in the licht of
] 6 i h e O r d r f , e . -i : a t i o n , t --. c o rl.n O

16 the.Qrcr of as we understand it, has to

L. I do with a ne-riol: c:-m:',nci,., in 1I3,< w.e make formal oc-

18 tion to the tencic:, or the, propnretv of any interrogation as to

records rior to }3.

20 . ...... .... ' 'ell, I .ill state for the record, of

couse , as we slated earlier in the isroce ,2.n'.s, ......
I,

22 .volt . Thre has been no sub noca srve. ..

23 ;:r. Kiratoch:ill for his annearance here, or for the production

24 of any records, so 'ou certainly are free to withhold produc-

25 tion of any docunent we requested. That leaves us, of course,

-111
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1 with the option of issueing a supboena for these

2 documents.

3 MR. HAYES: I didn't wish to put that on the ground0
4 of subpoena or not. I am solely on the ground of the issue

5 of the scope of the Order, and I think that having stated our-

6 position, I would suet that this witness in fact t,:nler

7 file.

8 MR. IIEGAN: Let me make sure I understand.

9 tMR. 'OEAEA: TenCer the .:hole "ile or tie file

10 for the -- ou,, coyee b -"ethe Order?

11 11 J MR. HAYES: Just give us two minutes.

12 MR. HEGANC: Off the record.

13 ii (Discussion o ff the record.)

14 IMR. IIIEGANT: Back on the record.

15 MR. HAYES: ! w,:ill restate the prior objection, but

16 suggest that the witness tender the file.

17T T I. .S: Ti s is the file w hich I referred to

18 in my earlier response.

19 MR. I{lGAI: Let the record show: that Mr. iKratochwiil

20 has tend eredto us a file of approximately a half-inch thick,

21 bound with two brown covers, one in front and one in back.

22 The document consists of 39 pages.

23 MR. MONAIIAN%: As I was counting, exclusive of the

24 covers.

' 25 LR. IIEGAN: Exclusive of the covers. I accept the

- 112 -
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amendment.

Off the record.

(Discussion off the record.)

(Commission'.; Exhibit No. 13

was marked for identification.'

13 Y 'IR iE A

:r .,ratoch:i I I , r direct ycur attention to wa.

8 i the reto rt er has .3marked as Co ission's Exiibit "'o. 3,i an-

9
could you u c neraiv ident - 2 th e or,.

-isafile of withoin authori ations for
1 payroll deductions to the Officers' Trust Account from

Payroll 800, alon. with certain rated corres-Dondence ana

ot n D::)r4.
14 DO the pa%.roll eution forms renresent current

15 deductions, cr is this document historical as well, contain-

16ing authorizations from prior emnlo,,ees who no loncer mav e

17 contribu-:inc to the ?und?

h8 A These are the current --

:9z. .AYES: Just a minute, Mr. j:itness. I thnk :

20 will object to the cuestion and ask cou t a a s _peciiC
21 auestion about dif don't .now at the .oment

ut0 er~ rent Persons. Idnt'

2? what time frame you are involved in with the authorizations.

23 M '. EGC.: I can take every one of them. I was

i trying to save a little time. I was just trying to find C"-t

2 some of thom may have dropped out or died. Is the question
13

- 113 -
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1

2

3

4

5

6

8

9

, 11

12

13

14

15

16

., 17

18

19

21

22

r 23

24

25

clear?

MR. HAYES: Is the question clear, Mr. Witness?

THE WITN.SS: . Yes, it is. It seems from review ing

the files it has some authorizations in for persons who are

no longer on the rolls, and it also has current autLhorization5

in it. A J'on't make any representations as to its cc:c . 9-

n ness in either rescect.

BY MR. 11,.GAN:

Q 4o it is :,ossible that there are additional

holding for: s that re ex.ccute h1 co:'tributors to t-2 .rost

that would not be contained in this E':.xibit 13?

, A It is nossible.

S. ,: Off the record.

(Discussion of t1e record.)

,R. {G:: On the record.

Does Counsel wish to make a statement?

": !iAYZS: Yes. sUgcest the .xaminers consi:c-r

Exhibit 13 in conjunction with a blue book which is on tne

table.

AR. ii.LGAN: I will be happy to considcer soneth - i

,.. we were tal!ing about. 7here is in front of

:%r. ia\ves, for the record, a blue, three-ring notebookIi -

we have not ben tendered yet. Is Counsel tendering it

this time?

iAR. HAYES: I am tendering it.

- 114 -
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1

2

3

4

67

8

9

12

11

15

16

17

18

19

21

22

23

24

25

22

(Discussion off the record.)

11R. IIEGAN: On the record.

You want to mark the book?

MR. HAYES: It is up to you.

MR. ,:GA.,: Anl substitutt a co y of it?

. AY::S 1c entire boo'?

MR. MEGA: Well,lot me ask -- let's nut a

it

till the re!norter nl-ase ..athis as Co:i s -

s o ' ...s.. ...

(Commission's Exhibit No. 14,

"Cwas mae, fo identificati--...

~~BY "':2 "[G :

Q r. . ....ratoc.:i I , I have hadc the renorter mar as

Comsission's Exhibit 14 the three-rina blue-covered binder

tendered a -oe nt a o by ,r ... 1. ay es. Can you identi f, sir,

w:hat this exhibit is?

4R. H.AYES: t -me make an objection for the rec'rc.

There seem to be se-eral hundred nases in that -"hib4 T

may be hard to charactarize the whole thing. You mean cenerally

cht-aractrize, riCht.?

1R. 1 IT :G : : Yes.

T IIF, VITN SS: This is one of several similar volu s

kept in my office containing napers, letters, and similar

documents supporting the salary rates for a Payroll 800.

115-



Memorandum
gins here

0

eemorandum
ends quote
here.

I
be-

2

3

4

5

6

7,

8

9

10

11

15

16

17

19

21 I

22

23

24

25

23

BY MR. IIEGAN:

Q In other words, does the document contain amon; other

things appointments, and notifications or promotions of

emnloyees and their ch-an(7ing salaries, and so forth?

A Yes.

Q o11w does this relate to wh at ! b~en m~arked as

2xhibit 13?

A This narticular book?

Q Exhibi t 24.

A 'xhibit i 4 contains the doc: t. s re lating to

period in which the Officers' Trust Funt! had its incept.:n.

Q haven't had occasion to co-:'-.letely examine

. ....4.u i note in a cuick r.unthrouah, Ir,

will, . ere seens , to be increases of salaries of various

emplovees on various occasions. To your knowledge, weerm ,:-y'

of these increases in salary again to eM,'lovees for the =ur-

,ose of alo;inc t,e to mak:e contributions to the Em:l ,e.

Turst Fund?

It appears that in this one instance at the

tion of -the, ficer Trust Account that certain salary

adjustnents were r.,ade in respect of contributions to the

Officers' ""rust Account.

Q You want to be a little plainer with that?

MR. 1IAYFS : .ould you read the answer back, K e ee

(Answer read.)
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BY MR. IIEGAN:

Q It is the "in respect" part of your answer I don't

% understand, "1r. Kratocljwill. I will be lainer with rr

question.

Were employees at the t oi, of the formation

6 of thie Milwaukee :"oad Trust Func civon sailry raises for the

purpose oi allow.ing them to contr-uL to the Trust 7u.-.?

A I don't know.

2"i<. IYZS: I think I 1:oud lihe to, I cuess, obect

..- -r-Ia s too lat., " 1. T, ve to strike the

answer on the ground the question call, for a conclusion.

I woulds - a zucstlon that ;otIl .;k the witness a to

ic- na rs, if an, in that -lua book bear on the

j Let the na a:)er s:ca" for itself.

15 , '
-R. HEG A: Of the record.

16 (Discussion off the reccrd-.)
*i

K :R. IiEG,.: 3ac-: on th.e rocord

. .. A r te-,-u rpose- of this book , are

o r9 q.-- ,Iz ." .orc~anized ;ith documents relatinq to the same subject atter

- nubeed in the uDuuer richt-hand corner. And the docu.-ent to

21 which ::r. Kratochwill had reference are numbered 1749,

22 A 1749 and a-half in the upner ric.ht-hcind corner.

23 MR. I!EG 1AlX: Of Exhibit 14?

24 MR. MO'A'!A:: Of :hibit 14.

25 MZ. IIEA:,: Off the record.
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25
(Discussion off the record.)

2 1.1. }IEGAN: Back on the record.

pgI thank.Counsel for point i 1,i out the appropriatel

pages which we have bt.ien looking at her,.

BY MR.4 . ....

Q In that connection, Mr. llratow.wil, I would direct
vot:r at -ention to lace 1-49 and a-1;alf, ,' ,"~ scnt~e

a~.. n CA is conta-inedi

i in Co:7.ission's Exhibit 14, and ask .o: first of all, sir --

g : ': ,.. . ."'.::iA" ":: >::c tse,. .. I t' inkt v.cu, are COing_ to

-i.. tcre are sev ral pa:cs with14 t! r on I in a

series, so aabe a litte nore descri--tion just for the

I record?

n4 -), o 2a- i ws e rfeerrin to is the first bea-

ing that designation -- ! am sorry -- 1749 and a-half, and it

* i is a creen sheet of accountin_, panaer a:,'ro,:iatelvl. 13 inch e.-s

Ionc, caL.i-cne "C iCaCo, Miiwa.. '.., . O-ui & ?acific

15 Railroad." ?irst of all, :r. i ratochwil, can you identify

19 the hand.'riti cotain, on that acccu:.tini w.ork sheet?

20 ;,A Yes.

21 W0 h.niose is it?

22 A This as done C, an accountant in f. ofice who as

23 i n offlice at that _4 e, who has sinc retired. iis name

24 i T* 24 is IH.. W'olf, W-o-l-f.

25' Q Did *r. Wolf Prepare this work. sheet under your
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supervision and direction?

A 'No.

Q Did he prepare it at your request?

No.

Mhen was the first time you have seen that sheet of

°-So7e tcer the e:c4-Sr, t' e las13t w eek. I can't Tee e the I e ..c

Q Have you discussed that she o- Opaer ..:it",

from v our aotorneys sJnce you hav,, seen it?

A Only persons in my own office.

t"*: tinh the record should show tha-_ w

,ssed it ith 'r. Quinn vester.da'.. This was disco'.er:

Shis testinon" on the sane toint, and it came to Cur

edge vesterdv, and we did discuss it with him.

THA .Wij TI: I did not participate in a discuss-

My reference was to the discussions I have had about

and these have been with atto-. . rn-yi anQ7 my4i own Corr - - .

Y R. 11 Ei ,G

Q I an not talking about

attorneys, but your Co- -troller.

have .ith your Controller about

A Simply a conversation.

your discussions with cur

'hat J.iscussions did you

this sheet °"

as to the content of the

sheet.

Q 'Who is the Co,*,iptrollcr you discussed it With?
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A F. 11. Miller.

Q Is that Mr. Fritz Miller?

A Yes.

Q What did Mr. Miller say to you about this sheet?

Simply presented it to :ue.

Without com ent?

A And explained to -me or told rme that this wa; a

sheet relating to the salary clanges t.at occurred at t --

at or about the time of incc ... Ln f f7" fiCcrs 7rust

Ac co us..

Q Did :ir. Miller sav anvthinc oo ,, about these salary

changes?

A I don't recall that he cid.

Q Did oe, :or exa:1e, ci:.t ou to you that it
aiears that saar' chanceLln occurre to l n

- c o enable contribution

to be made to the ,plovees' Trust Fund.

. T....: Oh action. The cwestion is imnroer

as far as h -arsa. It calls for a conclusion. I thin: you

can ask him ,.:hat ::r. Mliller said to h but as to character-

izing or putting words in "r. Miller's :7outh .:hen he is not

here is, it seems to me, i7'Dros..r

MR. IHEGi:: I a trvin. to recresh his rccoilecti'on

BY MR. .ZGA:

Q Do you have any other recollection, .1r. Kratochwill,

as to what. Mr. iller said to you when he cave you this sheet

*

. __
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of paper?

A Very little. As I say, he simply presented the

Ssheet to me and t[he information on the slieet is pretty

4self -cviclent, I feel.

Q Why was 1- 2r .cntinq thi; shect to you?

A Because it rel.nItes to tlii-. t,:,.0nt inquiry.

Ha] vou o5a'eJ -r. :illcr to Searcli the fi!,*s for

anvth relating to the inquiry?* . -, r o t

9, -o.

2 Why Jid h~ c~ e to you .i." t sheet?

A - I I don' t %no..

i >.:hiit :et fin ,our o.t c2?

1: I think! th rocor,l should note that

15 Mr. Kratoch:iil's cpartment is a rathit- large departm ent

16 ith an -eole, :ith an enornous floor space.

4,17 !. il i meant th e of i., le already -est , -

18 :erfi beIor: crta:r .c:'It in his -fice as oppos&Zd

19 to hlis ,r use. the ,.:or. o~ f ice

20 .. IIAY!: 7Ak him what hle M :ins bv.' office in this

21 ,j case.

22 1BY ":.
23office

23 Q When you say solm ethin is iet in your AfI. ,

24 :-'r. 1ratoch,.il, what do you mean?

25 A I usc the e::Pression 'my inn -u iate office". That

- 121 -
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is to say, the office arEa immediately surrounding where I

3

4

5
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8
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have my d

Q

A

is scatte

Q

A

t-t- .

"-. ![AS: thin-: the record should sho. that the

e.,..ibi, ;ich Counsel has made refrence to, 17 9 and

has to do :ith a ci"c:-';tance annarentl' ' so-m7,e ten years ago.

.R. GA:;: Wiy don't we cc off the record.

(Discussion off the record.)

.uR. uiuG?<: :,ick on the record , nllase.

BY R. . .

Q Mr. Kratoch:iii, have you ever been told by anyone-

i ar tal-rinc about from 1965 to the 'resent-- -hat any salary

increases :,'erc :rantc~d to enlo*:ees of : i]',:aukee Railroad

or th pros.e o f alI 10ir.T the to :'a:e contributions .o 0e

Trust Fund we h ave been discussing,?

A N'ot to my knc: led c.

Q Have you -atlr been told that?
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esk and where I work.

As distInguished from the entire department?

As distinguished from the entire department, which

red around t~ie l1ilding in various places.

Going- bach to i;:hiit 14, with th.at clarification --

In m ', i.-: ,dia.t office.

Under whose direction is this kent?

Presently it i; kept bv Mr. Wolf's successor.

initia ' s 2.- .a:rrittv, i-a-n-r-a-



A Yes.

Q Are you a contributor to the Fund?

A Yes.

0low long have you been a contributor?

A Since 1965 .

Q Prior to your b,)coming a contr',to -. ,id ou r0c '

an increase in salary?

0A Prior to"

Just i i.ot two ear' Veforc that, but, Say,

within six ','onths -rior to the forration of the '
.16rust -u"".

did you receive an increase in salary?

.4R. iiA'I§: Mav i ask, to <:o o., the record , please?

:MR. iizc-,;; Off the record.

(Disc-ssion off the record.

you. piEQA': Back on the record.

W ould you please read back the

15

last cuestion

before thc obect ion? I believe there ,as an an SW e r.

(.Record read.)

":T .......... tr e the cuestion and start over

again.

By .R. BZGA,:

Q Mr. Kratochill, were you a contributor to the

Trust Fund from its incepftion?

A To the best of my knowledge, yes.

Q Were you, to your knowledce, given any kind of
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salary increase to enable you to contribute to the Fund?

NR. r.IONAIIAN: Could you break the question down and

ask him his ]knowledqlc at the time and perhaps a second cuestion

as to later periods?

"MIR. 1:EGA.:; I understand-..hat you irC savin.

3~~~~ Y

a:'; talkin, aLiout vo 'u' r knoI:,,, a -, n

I wil be even r:crc x:licit. For exampde, did some2one co.e

to you 'n" sa':. , .... :-ratccwill, we arc ,:;-- to c .. . a

raise ,.but ,..: 2 e -c- you Io contribu a rs t t.o t, e

rus t 'unJ"?

A i don't recall tha1 antvon e ina: suh a stat-_ent t o

S ;hat a.:,s your initial contributio:,, on a month i '.

basis to the Fund?

A $'15.O .

Q And ho:: as this arrd - ats ,'.. tvs your idols_

or soeone else's idea?

I don't re: er, to tell you the truth.

Q ..[as it always remained $15.007

A Y es.

Q Are you still contributing?

A Yes.

Q I am not talking about .hat you may now now,

in tle last few days, but prior to this last few days' neric !:
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of time, to your knowledge was any employee given any kind of

salary incicase or direct or indirect reimbursement for

contributing to the Fund?

A Well, my knowledge in this area derives from this

work shet that we have been discussinc nr,.

Q Which you saw in the last e w Wvs?

A Yes.

Q I am talking about your knowledce that existed

prior to this work sheet coming to ,,,ur attention.

A ,';,eil, at the time I was aware What there was some

adjustm-ent in th-e rating, havino a relationsli to the

contriutio:n 'D!e/>e.

... ::,,(: -"oul2. v'' read t:hat back to me?

(Ansr re a)

BY MIR. iUI:GAN:

Q What do you mean, 'r. Katoch0ill, here was some

adjustmcnt to th4 r-atin: harinc a relationship to the

contri ,-ion?

I don't know ho.: to ex-lain it any more than that.

Q ; -- co ahead.

si.-lv know that I sinca the deduction authoriza-

tion at that ;oint , and at the same time, as evicenced by this

work shet, it annears that a $25.00 a -onth adjustment to

the salary rate occurred.

Q You are talking about in 1965?
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asington, X.C. 20423

BUREAU OF INVESTIGATIONS AND ENFORCEMENT

March 3, 1978

William C. Oldaker
General Counsel
Federal Election Commission
1325 U Street, N.W.
Washington, D. C. 20463

Re: Violations of the Federal Election Campaign
Act by the Chicago, Milwaukee, St. Paul and
Pacific Railroad

Dear Mr. Oldaker:

Thank you for your February 16, 1978 letter to Director

Shannon informing us that the Federal Election Commission

has decided not to pursue its inquiry into violations of

the Federal Election Campaign Act by the Milwaukee Road.

Very truly yours,

Jh Moseman, Acting Chief
Section of Litigation



Interste Commerce Commission
Washington, D.C. 20423 
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IAR AI HI ECiION COMM\ISSION

Fobharv 16, 1978

tcr ". Shannon. Jr., Esquire
Dirc r, Bureau of investications

and nforoenent
i ,7 t _ ate Co -rce omissin

.%e: Your ER 3-%6-493-T

.-7attcr,-;:.c: involvo alleged violations of the
,-oicot, . icn Act by the Chicaqo. Milwaukee,

Sa.nt I3.'i and 7ac"fic Railrcad, was referre4 to the
7S~IOn " b. t': . Actinn Director of the Bur-au of Enforce-... . 1975. ThiL:2onn ua" :ae~cte .,5,197G. Th-s will serve

2'urinvost4tion estabis'ed that, becinnic in
. .... .a. R.ci violated the then-existino

.... eibursin- t,entX'-five e-nio-ees t.o
e<:on< :th u, incurre4 as a result of their participation

an c:oLitical action comnitze. These oa-ments .ere madeo. .y '-=.. .2.'art oz t"-a.. salaries of the affected employees.to Of:cu~e. "t"..... c saare of thht arece emlv
.C... e, .'.'.e, t the pattern of ilegai reim-

......... ceasC w:,an, on February 1, 1977 the salaries of
t S _  0 c n.-0 , -i, emplovees still e rloved by thle

-. usuant to the Pilroad's.- Salar

'" u :--r", _1278, the Commission found no reason to
7:-..:t the res pncent Railroad voted to
tinuir': into to matter.

o -: Certiication of the Com.misson's vote

Sinece ei",

William C. Oldaker
General Counsel



f [I R \l EECTION COI\%ISSIO\

ro... o. iiayes, Ks ouireI: -', Green, Ha,'es,

Ii v lein

*..7 F _ z!v ' :.

h i is t2 I-";s ,uta on :,-, ,- - , 7

the C----ision vot 4 to terminate its in-uir in the
...... - - ...... - bOVe.

-". 7-- ssicn, is of the cc ' that ta".-,ents .-naeo

...., M,,au:kee, Salnt P¢au 1 and Pacic -ai l-

ral t r..'ent"-fi. of its employees w ere made as rei:eurse-
.on:-:- t:;e cos .. tn- - r ncno:.-:' in the 'ilau-ee

Rcai ' oY'-cers Trust Account, and that these navments we-e

s2C i: :ssicn nas determineJ, however, that the illecal
n t.. 1n cease- whnn, on !1bruarv 1, 1973, the salaries

w e -" twe-t.-five Trust -mbers still on
> i v' were restructured pursuant to the Sal..

, oiyoAust I, 197- .

. ". of the fact that the Milwaukee Road, by its
c'.-n c-i ns, ." 'nated the ilecal einburse-.ents five

•" : te Ccission will not 7ursue this matter

- : - ertification of t Conmissin's vote

S~ ~~~~ 
c';. r:C 

1,S .)

William . Oldaker
General Counsel



Lawrence J. Hayes, Esquire
Maun, Hazel, Green, Hayes,

Simon and Aretz
332 Ham Building
Saint Paul, Minnesota 55102

Re: tMUR 312 (76)

Dear Mr. Hayes:

This is to advise you that on February , 1978,
the Commission voted to terminate its inquiry in the
matter referenced above.

The Commission is of the opinion that payments made
by the Chicago, Milwaukee, Saint Paul and Pacific Rail-
road to twenty-five of its employees were made as reimburse-
ment for the costs of their membership in the Milwaukee
Road Officers Trust Account, and that these payments were
illegal under the then - existing statute, 18 U.S.C. 5610.
The Commission has determined, however, that the illegal

C"4 payments ceased when, on February 1, 1973, the salaries
of the last of the twenty-five Tkust members still on
active duty were restructtred pursuant to the Salary
Administration Policy of August 1, 1972.

In view of the fact that the Milwaukee Road, by its
own actions, eliminated the illegal reimbursements five
years ago, the Conmmission will not pursue this matter
further.

A copy of the certification of the Coumission's vote
is enclosed.

Sincerely yours,

William C. Oldaker

General Counsel

Enclosure



BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of
MUR 312 (76)

Chicago, I.lilwaukee St. Paul)
and Pacific Pailroad

CERTIFICATION

I, Mar-orie W. Emmons, Secretary to the Federal Election

Commission, do hereby certify that on February 8, 1978, the

Commission deterriined bv a vote of 5-0 to adopt the General

Counsel's reco-mmendation in the above-captioned matter to find

no reason to take action against the respondent, terminate the

inquiry in this matter, and send the draft letter attached to

General Counsel's report dated February 3, 1978.

Votino f@a this determination were Commrissioners Aikens,

Harris, Sprinoer, Staebler, and Thomson. Commission Tiernan was

not present at the time of the vote.

Accordi no , the file in this matter has been closed.

0 0

Marjorie W. Emmons
Secretary to the Commission



February Go 1976

MEMORANDUM TO: Marge Emmons

FROM: Elissa T. Garr

SUBJECT: HUR 312 Team #2 Convery

Please have the attached General Counsel's Report

•~ on MUR 312 distributed to the Cosuission and placed on

the Compliance Agenda for the Commission meeting of

February 8, 1978.

Thank you.
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BEFORE THE FEDERAL ELECTION COMMISSION

V"'ru!irv 3, 1)T8

In the Matter of Chicago,
Milwaukee St. Paul and ) MUR 312 (76)
Pacific Railroad

GENERAL COUNSEL'S REPORT

I. ALLEGATIONS AND PREVIOUS COM-MISSION ACTION

This matter was referred to us on October 15, 1976 by

the Interstate Commerce Commission. The ICC letter and

accompanving Memorandum of Facts and Law, (the Memorandum),

alleced that, beginninq in January, 1965, the Chicago, Milwaukee,

St. Paul and Pacific Railroad (The Milwaukee Road) had made

illegal corporate contributions to a political action fund by

pur)ortedly granting to some of the original members of the fund

a salary increase sufficient to compensate them for their "contri-

butions." It also was alleged that the Milwaukee Road continued

to make these contributions through September 27, 1976, (the date

of the Memorandum), in that the salary increases to the "contri-

butors" had never been rescinded.

On November 30, 1976, the Commission found reason to believe

that the Milwaukee Road had violated 2 U.S.C. §441b, and on

December 23, 1976, the respondent submitted a reply, (the Reply).

The Reply required extensive analysis and left certain issues

unanswered. We then requested additional information from

respondent, and we received answers dated August 23, August 29,

September 26 and November 1, 1977.

II. EARLIER INVESTIGATIONS

The ICC Memorandum was based exclusively on evidence developed

in the course of a 1975-76 Securities and Exchange Commission in-
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vestigation which dealt, for the most part, with matters

unrelated to our inquiry. The SEC investigation did, however,

result in the entry of consent agreements in thil, U.S. District

Court for the District of Columbia on June 29, 1976. 1/

The ICC Memorandum concluded that, in addition to those

violations dealt with in the SEC consent agreements, violations

of the Interstate Commerce Act and of the Federal Election

Campaign Act also had occurred. The Interstate Commerce Act

allegations were referred to the U.S. Attorney for the Northern

District of Illinois 211 and the Campaion Act allegations were

referred here.

III. EVIDENCE

The political action fund, or Milwaukee Road Officers

Trust Account (the Trust), as it was called, was created on

January 4, 1965. It's purpose was to "secure and advance the

1/ (76 C.A. 1204). Of interest here, though, is the fact that
the complaint in that case did allege that 25 officers of the
Milwaukee Road who contributed to a political action fund had
received salary increases in an amount sufficient to offset
both their contributions and the greater tax liability which
resulted from the increase. The complaint charged that these
salary increases, which were initiated in or about 1965, had
never been rescinded.

Additionally, it was alleged t hat in light of their ultimate
source, contributions made by the political action fund to various
Federal, state and local candidates may have been illegal.

By entering into consent agreements, the defendants neither
admitted nor denied the allegations of the complaint.

2// The referral, by letter dated October 4, 1976, recommended
criminal action against the Milwaukee Road and grand jury investi-
gation of certain of its executives. To date, no action has been
taken by the U.S. Attorney.
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interest and well-being of the donors as officers of the

Chicago, Milwaukee, St. Paul and Pacific Railroad Company

by protecting and promoting the legislative objectives of

that Company and of the railroad industry of which it is a

part." While the Trust had 69 members at its inception, this

inquiry is concerned with 25 of them. These twenty five (the

"original twenty five"), all high ranking officers of the

Milwaukee Road who belonged to the Trust from its beginning,

contributed to the Trust through payroll deduction. Three of

them contributed $25 each per month; the remainder contributed

$15 each per month. Immediately prior to the Trust's creation,

in December 1964, the Milwaukee Road's Board of Directors

authorized a 7% "across the board" salarv increase to all

supervisory and non-union exempt personnel, effective January 1,

1965. The ori_:iua tw-five received this "across the board"

raise as wi± as e:' extra S25 per month.

Since 1965, the salary status of each of the original twenty

five has been changed on occasion. These changes have resulted

from selective increases to salary; promotions; retirements; and

a Salary Administration Policy which took effect in 1972. (These

were raised as a matter of defense and will be discussed more

:ully later). A chart which reflects the dates of these changes

is attached.

A number of railroad employees gave testimony to the SEC

reqarding the Trust, and the clearest statement as to the existence

of this arrangement came from former Milwaukee Road President
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Curtis E. Crippen. Mr. Crippen testified that. he had discussed

the formation of the Trust with Leo Crowley, th -n the Milwaukee

Road's Chairman. The discussions touched upon the granting of

$25 increases to certain employees who chose to participate in

the Trust. In effect, Mr. Crippen testified that Mr. Crowley

had told him that these employees would be reimbursed for their

contributions to the Trust. 3,/

Two other railroad employees gave testimony to the SEC

relative to the S25 increases, however neither was able to

provide the same perspective as Mr. Crippen. Delbert 0. Burke

testified as to his "impression" of the $25 increase (that he

received an extra Dav increase which he was to contribute to

the Fund); Richard F. Kratochwill, after consulting documents

that had been presented to him during the examination, acknowledged

that it "appeared that in this one instance" (the beginning of

the Trust), "salary adjustments were made in respect of contributions

to" the trust.

3/ Excerpt from the testimony of Mr. Crippen:

Q Do you know what Mr. Crowlev meant by that statement,
"We would be able to make salary adjustments for
participants in the program?

A He meant to adjust the salaries upward to offset the contri-

butions to the fund.

Q On a dollar for dollar adjustment?

A Yes.

Q So that if an employee elected to cive $25 to the fund, he
would get an extra $25; if he elected to give $25 a month
to the fund, he would get an extra $25 a month salary
increase?

A That is richt. (Memorandum, p. 4).
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During the SEC investigation several of the original

twenty-five testified that they had, in January, 1965, received

salary increases of $25 per month, or $300 pciO year, in addition

to the 7, across the board increase oranted at that time. They

also testified that they had never been subject,,d to salary

decreases in corresponding amounts.

As of the end of May, 1976, twelve of the original twenty-

five were still on active duty with the railroad and continued

to contribute to the Trust. (Curtis E. Crippen continued to

contribute until December, 1976, althouqh he had retired in

1973).

As of July I, 1976, none of the original twenty-five (with

the exception of Crippen noted above) belongied to the Trust.

On November 20, 1975, the Milwaukee Road, through counsel,

submitted a written statement to the SEC which termed the making

of the $25 payments to the original twenty five as a "reimburse-

ment program" 4/.

4/ That statement, in pertinent part, is as follows:

"The reimbursement program was implemented in January 1965
and affected some 25 employees. Other than those 25 employees,
no employees have ever been reimbursed in any manner for their
contributions to the Trust ... The overwhelming majority of
the original contributors were not even aware that they were
beinq reimbursed. Indeed, it is clear from the testimony of
the witnesses that the events surrounding the formation of
the Trust and reimbursement were so insignificant as to be
almost wholly forgotten until the inception of this investi-
gation."

Statement Pursuant to Securities
Act Release No. 5310 dated
November 20, 1975
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In the Spring of 1977, a Special Committee appointed by

the board of D)irectors of the Chicaqo Milwaukee Corporation

(CMC) , presented the findings of its invest i ,at ion into the

matters raised in the SEC complaint. 5. With r1L'ejct to the

Trust, the Special Committee found as follows:

Twent- five railroad officers received an additional
$25 a month and at the same time agreed to contribute to
to Fund, generally at the rate of $15 per month. At
least some, but not all, of the participants realized
that thev were beinq thus reimbursed for their parti-
cipa tion ... " (Emphasis added). (The Special Committee,
however, declined to enter a finding as to whether there
was a violation of Federal law in this conduct)

IV. ISSUES AND DEFENSES RAISED:

: he issues to be resolved -ere are I) whether the payments

of $25 .er month to members of t',e Trust were .. i,,roper, and if
so, 2) whether the payments continued until such: time as to carry

them to within the current period of limitations.

The iCC Memorandum concluded that the payments constituted an

illecal "device" by which corporate money- was funnelled into the

Trust, and that the device continued until the time of the

Memorandum's preparation, since Trust members had never been

subjected to a pay decrease of $25 per month.

'5/ The June 29, 1976, consent agreement recuired that a
corimittee, comprised of independent members of CMC's
Board of Directors, investicate the factual matters
set forth in the SEC's complaint and submit a written
report to the directors of CMC and the Milwaukee Road
settino forth its findincgs, its recomendations for new
controls and procedures designed to present the recurrence
of any matter set forth in the complaint, and its recommendatio-s
as to the appropriate action to be taken against any of the
defendants. This report was submitted on March 23, 1977. A
summarized version of the report was sent to the shareholders
in both corporations on March 29, 1977.
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The Reply offers the following alternative defenses:

I) the payments were legal from their inception, but if they

were not, 2) the intervening events of promotion.;, selective

salary increases and the Salary Administration lPliuqram of

August, 1972, have broken any chain of illegality that may

have existed.

In support of its contention that the $25 payments were

legal, the Milwaukee Road attempts to demonstrate that the

payments were considered as part of the salaries of the original

twenty-five.

In this connection the respondent has attached to the

Reply samples of the payroll withholding authorization forms

used by Trust participants. (Reply p. 5; appendix pp. 11 and 12).

Our attention has been drawn to that clause in each form which

states that the authorization "may be revoked at any time." The

railroad argues that this "unrestricted contractual right" gave

the employee "complete dominion" over the $25.

In further support of its argument that the payments were,

in fact, salary, the respondent notes that the pension rights of

those participants who retired were computed upon the assumption

that the $25 was part of their compensation. (Reply p. 10).

As to the continuation of the illegal payments the ICC

Memorandum advances the following theory:

Logic supports the argument that this additional
salary - since it never was taken away - still
continues.

(Memorandum p. 9).
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The Reply argues that such a theory requires an "unbrok-n

causal chain" from 1965 to 1976, and contends that no such clhain

can be forged. (Reply p. 7).

In this regard, the respondent concedes, ttr the sake of

argument only, that the payments to the origina l twenty-five

were illegal, but then cites the happening of several intervening

events which, it feels, "broke the chain" and thereby erased any

illegalities which existed.

These intervening events, and the Respondent's explanation

of each, are as follows:

1. Selective increases: These were increases in salary

which were recorriended by an employee's i:mmediate supervisor

because of changed circumstances which required individual

re-evaluation and adjustment of salary. They were granted

without regard to an individual's participation in the Trust.

One's original compensation was only a starting point from

which the selective increase was determined. Selective increases

were granted solely upon management's evaluation of the job

performance of the affected employee and a determination of the

individual's value to the company. (Reply p. 9, 10).

2. Promotions: Railroad policy with regard to promotions

was to start the promoted individual at the lowest pay possible

consistent with his new position. Such policy recognized that

an individual should be rewarded upon his promotion but that his

relative inexperience in the new position required that he be

compensated at a level substantially below that of his predecessor.
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The individual's salary after promotion was lk.ied upon his

new position rather than by the application tt i percentage

increase. There was no relationship between the old salary

and the new salary. (Reply pp. 7, 8).

3. Salary Administration Policy: In July, 1971, the

Milwaukee Road's Board of Directors ordered the discontinuance

of the practice of horizontal pay increases for executive

personnel. The executive salary system was completely over-

hauled. The new system, designed by outside consultants, was

not dependent upon prior salary levels but used objective

criteria to evaluate each position and to administer the salary

program strictly on the merit system. The program established

a salary range for each position based upon its importance tc

the Milwaukee Road and to the salaries paid for comparable

jobs in other railroads and in other industries. Such a program

did not carry into it the salary policies of the past. The

Salary Administration Policy took effect on August 1, 1972.

V. DISCUSSION:

By arguing simply that the payments to the original twenty-

five were made as part of their salaries, the respondent has

made, at best, a weak defense to the allegation that those

D aments were illegal.

In reaching this conclusion, we have considered the

following factors:

1. The respondent offered nothing that would rebut or

clarify the SEC testimony given by its own retired president,

Curtis E. Crippen, to the effect that salaries were adjusted
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upward to compensate for contributions to the t-ust. In

fact, the Reply totally ignored Mr. Crippen's testimony.

2. Shortly after it first made the assertion that

the $25 payments. were, in ,it, compensation, (Reply pp. 4,5)

the respondent retreated fr 0m that position when it stated:
"Whatever the puiaose of this 1:rant or the

hopes which may o hav motivated its granting,
it is une,,uivocall" clear that, once granted,
the participant could retain, spend or contribute
the $2 as he saw fit. Such power in the parti-
cipant ,eant that t-e S25 was officer salary
exp)ense at tao time of its crantinq." (Reply pp. 6,7)

(in this connection, we oe that t-le respondent has

urovided no evidence that any reciuilent o: the $25 payments ever

retained the mone': for 'erse:al use or spen t it in a manner un-

related to the Trust)

3. The resuondent offered nothinc th at would rebut or

clarify the statement it submitted to the SEC (see footnote 4)
to the effect that the rmakini of the -avents to the original

twenty-five was a "reimbursemenct procoram,."

4. The Special Comittee appointed b': the Board of

Directors of the Chicago Milwaukee Corporation found that the

original twenty-five were rei(bursed for their contributions

to the Trust. <ranted, t'ii indin. was issued several months

after the res ' , ,ond.en t filed it s Re'. iiowever, the respondent

itself provided us with a con,y of the S:eial Committee's report.

In submittino th, re'port, responoent neither contested nor sought

to clarifte
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With regard to the continuation of the payments that had been

made to the original twenty-five, we do not find merit in

respondent's contention that any of the three "intervening

events" broke the causal chain, but do agree that the happening

of one of these events, the Salary Administration Policy, did

have such an effect.

We reached this determination for the following reasons:

The respondent has not provided us with any evidence that

would demonstrate that the amount involved in a selective in-

crease was not based upon the employee's former salary. In

other words, the 1965 salary, including the $25 payment, was

used as the "base" .hich was used to determine the amount of

the selective increase. It appears that, through selective

increases, the improper payments were hidden, not terminated.

Promotions might well have broken the chain, but only

under the following two conditions: a) the salary of the newly

promoted individual must have had no relation to the salary

he earned in his former position, and b) all of the original

twenty-five must have been promoted. An examination of the

salary histories provided by the respondent (and reflected in

the attachment) indicates that, of the original twenty-five

who still were on active duty as of May, 1976, three individuals

who remained members of the Trust had never been promoted from

the positions they held in January, 1965. (Reply, appendix,

pp. 73-98). In theory, then, a portion of their May, 1976,

salaries still would have been made up of the $25 payments.

Under these circumstances the "chain," although diminished, still

would have been intact.
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In a letter dated August 16, 1977, we reque!;ted a copy

of all revisions to the executive salary system ,',acted since

1965. Under a cover letter of August 29, 1977, lom Raymond K.

Merrill, the Milwaukee Road's Vice President for l.aw, we were

provided with

(1) Salary Administration Policy and Procedure
Manual, effective August 1, 1972, through
December 31, 1973.

( 2) Merit Salary Program, effective January 1, 1974,
to the uresent.

The following discussion of the Salary Administrition Policy (SAP)

of August 1, 1972, is sum:marized from the Manual.

The SAP had as its objective the establishment and

administration of a- effective salary program which would

produce internal ecuity, external competitivene:;s and incentive

for personal growth.

The SAP provided for the preparation of new job descriptions

for each affected position. Using a method developed by outside

consultants, each job description then was evaluated to determine

its equitable relationship to other jobs at the Milwaukee Road,

so that each job's contribution toward the corporate goal was

measured. Such Dosition evaluation was based entirely on the

position, independent of any consideration of the incumbent.

Evaluations were to be made without regard to salaries or possible

salaries that mig-ht emerce as a result of the evaluations.

Each year personnel administration would analyze salary

practice, and would forward its analysis to the outside consultants

so that the Milwaukee Road participated in a national survey of

exempt salary practices.
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A review of the salary policy was to be made annually

so that the Milwaukee Road could be assured that its salary

policy was internally realistic and was, at the same time,

competitive with other employers who hired the same quality

of personnel for comparable jobs in the labor market.

An analysis of the salary records provided in pages 73

through 97 of the appendix to the Reply indicates that, of

the twent-Eive original members of the Trust, fifteen were

still on the payroll on the date the SAP came into effect. Of

these fifteen, three received SAP increases on August 1, 1972;

four received increases on January 1, 1973; and eight received

increases on February 1, 1973.

VI. CONCLUSION:

Considering all the matters presented in the Reply, we

do not believe that the Milwaukee Road has rebutted the allegation

r that it made contributions to a political action committee by

reimbursing its officer personnel for contributions they were

making to the Milwaukee Road Officers Trust Account.

However, we do believe that the respondent has demonstrated

that the repayments to its officers ceased when, on February 1,

1973, the salaries of the last of the original Trust participants

were restructured pursuant to the Salary Administration Policy

which became effective on August 1, 1972.

The finding of reason to believe in this matter was predicated

upon the assumption that the railroad continued to make the payments

at least until the date of the I.C.C. Memorandum. The respondent

has demonstrated that that assumption is not valid.
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At the time the reimbursements occurred, they constituted

violations of 18 U.S.C. §610, the criminal predecessor to the

current civil statute 2 U.S.C. §441b.

The Supreme Court specifically addressed the criminal

statute in Cort v. Ash, 422 U.S. 66 (1975), wl,,n it stated that:

"In terms, §610 is only a criminal statute,, providing a

fine or imprisonment for its violation. At the time this

suit was filed [September 28, 19721, there was no statutory

provision for civil enforcemrent of §610, whether by private

Darties or by a Government aoency. But che [19741 Amend-

ments created a Federal Election Commission...[and]

established an administrative orocedure 'or nrocessing

complaints of alleged violations of §610 after January 1,

1975... " 422 U.S. at 74, 75

The court also noted that §610 "was nothing more than a bare

criminal statute, with absolutely no indication that civil

enforcement of any kind was available to anyone." 422 U.S. at

79, 80.

The question then becomes thlis: May the Commission,

established and qiven civil enforcement authority as of January

1975, reach back to correct and punish those violations which

occurred before civil enforcement authority existed in anyone?

By the 1974 Amendments to the FECA, the Commission was

qiven primary jurisdiction with respect to the civil enforcement

of §610; the 1976 Amendments cave the Commission exclusive

jurisdiction for the civil enforcement of the successor statute
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2 U.S.C. §441b. Neither the Amendments nor the legislative

history supportinq them qlives any indication that Congress

intended for the Commission's civil enforcement authority to

be limited to violations occurrinq after January 1, 1975.

As a practical matter, however, we believe thit the

circumstances of this case outlined above provid,, good argument

,or endina the matter now. Thtus, in our view, the overall actions

ot the railroad eliminated the illecal reimbursements five years

We see no Durpose L(, be served in the use ,! Commission

resources for a continued pursuit of this matt r.

VIi . RECOMMENDAT IO':

We recommend that the Comission find no rason to take acton

aca inst respondent, that it terminate its inuiry in this matter,

and that it authorize the sending of the attached letter.

DATE WILLIA~M C. OLDAKER

GENERAL COUNSEL
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Hallenberc
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Merrill
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5-11-65

1-1-68
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3-1-66
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W.D. Sunter

J.T. Taussig

F.A. Upton

G.L. Wood

9-1-65

11-1-65

8-1-66

7-1-72

3-1-66

1-1-65

7-1-73

Date of first such increase following 1-1-65

Transferred to payroll of a subsidiary corporation

Continued to contribute until December, 1976

Deceased

2-1-73

1-1-73

1-1-73

00
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*asbington, A.C. 20423

BUREAU OFENFORCEMENT October 15, 1976

ER 8-76-408-T

John G. Murphy, Esquire
General Counsel 'j ! ;

'

Federal Election Commission d
1325 K Street, N. W.

-washington, D.C. 20463

Dear Mr. Murphy:

Re: Chicago, Milwaukee, St. Paul and Pacific
Railroad Company--Alleged Violation of
the Federal Election Campaign Act of 1971
as amended 2 U.S.C. 437 et seq. (1976)

Under the authority granted to the Federal Election
Co:mission (hereinafter the FEC) pursuant to 2 U.S.C.
437(c)(b)(l), there are referred for your consideration
and appropriate action information which indicates that
the Chicago, Milwaukee, St. Paul and Pacific Railroad
Company knowingly made false entries in its payroll
records with respect to the compensation and deduction
records of its top supervisory employees, from January 1965
to date, for the purpose of inaccurately casting corporate
contributions to a political action fund in the guise of
contributions from personal salary deductions. We believe
the facts set out indicate violations of the Federal Election
Laws. At the same time, these facts reflect violations of
the Interstate Commerce Act, 49 United States Code, Section
20(7)(b).

On or about January 4, 1965, the Chicago, Milwaukee
St. Paul and Pacific Railroad Company established a politi-
cal trust, the Milwaukee Road Officers Trust Account, for
the purpose of providing a method whereby its officers could
ostensibly make personal contributions to a fund which would
then disburse the monies for political purposes. The"contributors" to the fund were top management of the company.
These "contributors" received salary increases in an amount
sufficient to compensate for their contributions" to this
political fund. A similar fact pattern (involving an



John G. Murp'iy, Esquire

executive bonus plan) resultc, , in Greyhound Corporation pleading
guity to an action under the Federal Election Laws and being
fined ;5,000 by the Special Prosecutor's Office on October 2,
1974. The Special Prosecutor's Office brought this action under
18 V.S.C. 610, as amended 2 U.S.C. 441(b)(1976).

On October 4, 1976 a letter of transmittal was sent to the
Knited States Attorney in Chicago, wherein we reco=m.ended
f-hat criminal ,rosecution be brou'zht against the carrier in
(20) counts of action, each under section 20(7)(b) of the
Interstate Coierce Act. It w.is further recommended that a
2rann jury invest w ation be inst.ituted into the matters
surroundinc- the falsification of the carrier's payroll records
concer~nin; the identity of those individuals who have partici-

pated in or aided, abetted or conspired to falsify said records.

Because 49 U.S.C. 20(7)(b) prescribes fines up to $5,000, the

o- ntial exposure Lo the carrier is $100, 000.

In reference to tne above matters, enclosed herewith please

ind a copy of a" .emorandum of Fact and Law prepared by Attorney

?avne R. .alters, our staff attorney who handled this matter in

recaru to violations of the Interstate Commerce Act. This memo-

rand'1- sumarizes the facts developed by our field investigation

and the apDlicable statutes which we believe the carrier

violated. We hope that the enclosed :4emorandum of Fact and Law

will be of use to you in carrving out your statutory obligations

as set forth by the Congress

Very trl your'

S. TURKIN ON

Actin: Direct

E:nclosure

cc Honorable S a-::uel K. Skinner
f- a -etornev

Unite d States Attre
Everett M[cKinlev Dirksen Build

"i" L.nn
219 South Dearborn Street
Chicago, Illinois 60604

) -

a-
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IR -76-406 T

ALLEGED VIOLATIONS OF (49 U.S.C. 20 (7)(b))
OF T1E I"TERSTATE CO,\ERCF ACT THROUGH THE
FALSIFICXr'IO,- 01" PAYROLL RECORDS BY THE
CHICAGO, MIIAUIKEE, ST. PAUL AND PACIFIC
RAI! L ROAD COM"[ PANT.

YME>O~kCDUM. OF FACTS AND LAW

WAYNE R. VWALTERS
Attorney



]:ncroduc tion and Jurisdic tional [-,asis

This anal.ysis reviews facts and applicable statutory

provisions indicating the misuse of corporate monies of

the Chicago, Milwaukee, St. Paul and Pacific Railroad

(hereinafter the Milwaukee Road). On or about January 4, 1965,

the Milwaukee Road established the Milwaukee Road Officers

Trust Account ("Trust Fund") for the purpose of providing a

...method whereby ostensibly its officers could make contributions

. to a fund which w ould then disburse the monies for political

.. purposes. The apparent contributors to the "Trust Fund" were

top management of the Milwaukee Road. Contributions to the

"Trust Fund" were made from a payroll deduction plan. The

twenty-five officers who contributed to the "Trust Fund"

(which included among others, Curtiss E . Crippen, now retired

Spresident and Richard F. Kratochwili, Vice President of Finance

Nand Accounting) received salary increases in an amount sufficient

to compensate for their "contributions" to the "Trust Fund."

An article in the July 1, 1975 issue of Forbes Magazine

alluded to possible corporate malfeasance at the Milwaukee

Road. The Forbes article created a stir at the Securities

and Exchange Coimnission and the Interstate Commnerce Commission.

In the fall of 1975, investigations by both agencies had

begun. After gathering documentary evi dence, the SEC investi-

gators subpoenaed prospective witnesses and took direct
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testimonv from the witnesses at regional o[fiic:s, under oath,

be[ore a court reporter. These depositions, (iken before the

SEC, will be used throughout this memorandum to illustrate

that, in the case of certain corporate officers, carrier

operating expenses were not reflective of actual salary ex-

pense, which occurred during the period of 1965 to the

present. By inflating the operatingexpense (by casting corporate

payments to a political action fund as salary paIyments) through

the device of a payroll increase, the Milwaukee Road and members

of its management have falsifiad carrier records in violation

of (49 U.S.C. 20(7)(b)). Further, there appears to be trans-

actions which have resulted in violation of the federal election

laws.

The Interstate Con-merce Act, (49 U.S.C.1 et seg.)applies to

common carriers engaged in the transportation of passengers

or property by rail. The Milwaukee Road is principally a

copimon carrier of freight serving the Midwest and Northern

tier of states to the Pacific Northwest. It extends east to

the traditional railroad breakpoint of Chicago to reach

connections to the East and Southeast. Tho carrier operates

intercity passenger trains between Chicago, Milwaukee and

the Twin Cities under contract with Amtrak. As such, the

Mil -aukee Road falls within the ju:risdiction of the ICA,

49 U.S.C. I et seq.



Records of this carrier are required to be ke2pt in

accordance with forms prescribed by the Commission (49 U. S.C.

20(1), (5); 49CFR 1220 etse. and the carrier files its

annual report with the Interstate Commerce Commission.

~Facts

In January 1965, the Milwaukee Road established the

M4ilwaukee Road Officers Trust Accoun~t ('Trust Fund"). On

October 1, 1975 the deposition of Curtis E. Crippen, former

.. Vice Chairmnan of the Board and former President of the Milwaukee

* - Road, was taken in Chicago by the SEC. Crippen had bean an

- employee of the carrier continuously since 1930 and was president

of the Milwaukee Road from October 12, 1966, until the middle

of July 1972. In his testimony, Crippen admits being familiar

with the formation of the "Trust Fund" in 1965. The formation

of the "Trust Fund" was discussed between Crippen (then Vice-

President); Wqilliamn J. Quinn, President, and Leo Crowley,

Chair-man of the Board. Crippen was asked if any of the dis-

cussions focused on the subject of reimbursing employees of the

Milwaukee Road who might elect to contribute to the "Trust

Fund." Crippen stated that salary adjustments were granted to

participants in the contribution program. The following

occured viz:

P Do I understand, either from somcthirug Mr. Crowi~ev had

said at that meeting or earlier meetings, what he meant
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by, "We would be able to make salary adjustmnents for partici-

pants in the program"?

A May I have the question agliir, please?

Q Do you know what Mr. Crowley meant by that

statement, "We would be able to make salary adjustments

for participants in the program"?

A Yes.

-Q What did he mean?

A He meant to adjust the salaries upward to offset

the contributions to the fund.

Q On a dollar for dollar adjustment?

A Yes.

Q So that if an employee elected to give $25 to

the fund, he would get an extra $25; if he elected to give

C $25 a month to the fund, he would get an extra $25 a month

salary increase?

A That is right.

Crippen was later asked if the $25.00 per month salary

increase for certain employees was, in fact, implemented.

His answer was, "Yes." Crippen further stated that he

received a salary increase in 1965 and that said increase

remained in effect and was not removed by the carrier:

Q W ll, let me phrLase that: Do you r2call receivin

a salary decrease up until the time you retired, particularly

$25 a month, that sum in particular?



~A Wll, I recall receiving a salary decrease, but it

was prior to the period in which i have an Interest, I

think.

Q We are talking about, say, the years 1965 to the

ii p r es ent ?

A I recall no salary decrease in that period.

o Q So, if the records of the Railroad showed that

, commencing in January of 1965 you received a salary in-

' crease over and above the percentage increase of $25 a

month, to your recollection, you never received a salary

decrease at that time of $25 a month?

A Not a decrease, no.

. Q Referring, Mr. Crippen, to Exhibit 140, your

withholding for the contribution of $25 a month, $15 monthly

c° fee, sir, are you still a contributor to the political fund?

A Yes.

Q How much do you presently contribute?

A $25 per month.

Q And when did you commence contributing $25 a month?

A I don't recall.

Q Well, at least in the beginning, apparently from

Exhibit 140, you started contributing $15 a month?

A Apparently, yes.

Q Did you go from 15 to 25 or wre there any steps

i between, if you recall?
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A I don't recall specifically, no.

Q Did you ever contribute between 1965 nnd the

present anything less than $15 a month?

A No.

Q So it would have been $15 or better during that

pcriod of time?

A Yes.

Q Did you ever take a tax deduction, Mr. Crippen,

on your contribution to the political fund?

A No.

Thus, under oath and advised of his constitutional rights

uader the 5th amendment, Crippen, a former President and Director

of the Milwaukee Road admits that the fund existed, salaries were

adjusted to compensate contributors, and that the device continues

into the present. Attached hereto and marked exhibit "A" is a

transmittal sheet of payroll deductions under date of January 1965

and a transmittal sheet under date of May 1976. Both sheets reflect

the names of top carrier management and the amount of money

funnelled into the Milwaukee Road Officers Trust Account under

the respective names. A comparison of the sheets reveals that

12 of the original 25 contributors still were named as contributors

as of May 1976.

In September of 1975, Herbert W. Wolf of Oaklaw,,n,Illinois,

former chief clerk of the Milwa.ukee Road, testified before he

SEC in Chicago. Wolf's testimony is inMportant to understanding
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the mechanics of how the daduction - checkup system actually

worked. Wolf is an accountant and he physically made the

entries on the carrier's books vis-a-vis the sadlary increase

effective January 1, 1965 at the 'lilwaukee Road. The follow-

ing dialogue occurred:

Q Where did you learn of the concept of the Milwaukee

Road Officers Trust Account?

A Then we were to deduct a certain amount from each

employee that received the $25.00 increase.

Q As a contribution to this account?

A As a contribution to the Milwaukee Trust Fund Account.

Q Did you ever personally contribute to the trust

account?

A No.

Q Were you ever solicited to contribute?

A Yes.

Q Do you recall when you were solicited?

A Oh, about a year before I retired.

Q That would be about in 1972?

A Yes.

Q Who solicited you?

A I can't say who solicited me. I was just given

the blank form.

0 You mean lika a withholding form to authorize- -

A No. No.
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Q Pledge form?

A Pledge form, yes.

Q But you were told or instructed that $15.00 a

month was being contributed by those individuals to the

ac coun t?

A Yes.

Q And that was being deducted from their salary,

their regular salary?

A Right.

Q Their regular payroll deduction?

A Yes.

Q You testified earlier that $15.00 a month was

deducted from the salary of certain of the individuals

c who are on that worksheet. Do you know what happened to

the money after that deduction was made?

A No.

Q Who was in charge of that phase of it? Who would

take care of the deduction and see that the funds are

transmitted somewhere?

A Whoever received the funds.

Q You don't know who got the deduction after it

w,-as deducted?

A No.

Q That wasn't part of your work?

A No.
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From Wolf' s testimony it seems clear that the payroll

deduction was a device wherein carrier monies (cast in the

guise of salary increases) were placed into the "Trust Fund."

James T. Taussig, Corporate Secretary of the Milwaukee

Road,admits that records of the carrier reflect that on

January i, 1965 he was receiving $1,375.00 per month; and that

this salary fincludd an increase because of his election to

the position of secretary plus an extra $25.00 a month or

$300.00 a year also beginning in January 1965. Taussig began

receiving an extra $300.00 per year beginning in January 1965

and he has never had a corresponding $300.00 decrease in his

salary. Logic supports the argument that this additional

- salary--since it never was taken aay--still continues.

The contributors to the fund become vague as to its

genesis, but the testimony of Art 'hur W. Hallenberg, Assistant-

Chief Mechanical Officer, indicates that Ja-mes Reedy, Esquire,

counsel for the Milwaukee Road was the catalyst in the fu;nd's

f ormation. This information corresponds to ne information

tLhe Bureau of Enforcement received from the Federal Election

Comission (?LC) On FebIruary 3, 1976 the "Bureau of Enforcemnt

wrote to the FEC requesting information about the Milwaukee

Road's political action fund. The report that was filed with

the FEC for October 1, 1975 to Deca::'ber 31, 1975 was sent under

the cover ieter of James P. Reedy. Reedw's letterhead lists
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his address ais 516 West Jackson Boulevard, Chicago, along with
another Illinois address and a Pompano Beach, Florida address.

Of course, the 516 West Jackson address is the same as that

of the Milwaukee Road. Schedule D of the application filed by

the Trust Fund shows contributions to Senator Robert Byrd,

Senator Lloyd Bentsen, Senator Hartke and Representative

Brock Adams. It is important that the aforementioned legis-

> ~Lators are federal congressmen. If any action ; are to be

' brought under tha Federal Election laws; federni elections

must be involved, as it is in this case.

Arthur W. Hallenberg's statements to the SLG reflect again

.the same pattern that other contributors seem to have followed,

and which appear to continue to the present:

- A $15 a month out of my paycheck, yes, sir.

0" Q A nd how, mechanically, was this handled?

A I don't recall exactly how it's handled. You see,

I am on Payroll 800 and I can have deductions made, for

example, my federal income tax deductions are not made.

Before I got on this payroll, I had to take, deaclare so

many dependents and have it taken off that w'ay, but since

I have been on this, in this position and on Payroll 800,

I can call up Mr. Wolf who handles the paychecks and tell

him, well, you are taking out too much or you have to take

out so much because I need to have more duducted, so I can,

just by talking to him, and whether it w;as done that way



with this or not, I can't recall. I have tied to remember,

and I cannot recall ever signing any deduction slip on it.

I might have, but if I did, I can't recall it,

Q Well, in any case, this is the way it was handled,

ic was a deduction from your salary?

A Right.

Q Do you know what happened to that deduction after

it was made to your salary?

A I have no idea. I didn't question it.

Q Did you ever receive any reports, either oral or

in writing about the activities of a trust since you started

(Off the record.)

THE WITNESS: My deduction slip for the second

half of December is the gross earnings of $693.71 for the

cc month.

BY MR. HAGEN:

Q That is for a half month?

A For a half month.

Q If my arithmetic is correct, you were making a

gross salary at the end of December 1964 of $1,587.42?

A Yes, I believe that's right.

Q Now, did you receive any salary increases in

early 1965?

A Yes, in January, the first half, I received

"55 for the first half.
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Q That would be approximately $1510, thef, a month

beginningy in 1965?

A For the gross, yes.

Q And what was the nature of this salary increase?

Wenre you promoted or was this an across- the-board increase?

A This is an across-the-board increase. My last

promotion was in 1962.

Q Do you recall, was this a percentage increase

across the board?

A Yes, sir.

Q Do you recall what that percent age Eigure was?

Q Would it refresh your recollection if I suggested

to you, Mr. Hallenberg, it was a seven per cent increase

beginning January of 1965?

A That sounds about right, yes.

Q If my mathematics are correct, a seven per cent

increase based upon your salary as of th2 end of December,

which was $!,387.42 a month, a seven per cent increase

would be $97.11?

KR. MOH{AN. You may assum.a ha is right, Mr. Hallenberg.

THE WIU.UESS. I will assume you are right.

BY MRU. HEGAN:

Q But, actualy, your salary was incrzased by an

additional $25 a month over and above - 597

Do you know that as a. fact?

A It's possible, if thaL is - . way the figur -

comes out.
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Q Do you know why you received an addi:j.onal $25

a month over and ahove the seven p~cr cent salary increase?

A No, unless it's_ -- I don.' t know.

Q \Iere you ever told that you would expect a salary

increase either to enable you to contribute to this trust

fund or a result of your contribution to this trust fund?

..... A Not to the best of my recollection I don't recall

" being told that.

Q When you say you don't recall being told that,

j'.r. Halienberg, are you meaning to suggest that is possible,

you mayhave been told such a thir : or you were ever /siE/ told

- such a thing?

:' A I cannot recall ever being told that, but I may

° have been. I wouldn't rule out the possibility, but i

C cannot recall it.

Q Well, how were you informed of this salary increase

in January of 1965?

A Of this seven per cent?

Q Yes, sir.

A I would have received a letter like this (indicating).

Q You tiean similar to certain letters you produced

here?

A Similar to these, but I couldn'tl f"i-nd, it. In

fact, these three are the only one tht I could find.
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Perhaps the most damaging testimony was Clicited from

Mr. Delbert 0. Burke of Itasca, Illinois, Coeral Manager of

the Milwaukeze Road, Vi:.

BY L'R. BUTLER

Q Now, with respect to the salary increase in

January of 1965, Mr. Burke, did you testify you received

you had no communication about that pay incrase with

" anyone except notification that you were getting the

• increase?

Q Mr. Burke, did anyone ever tell you you received a

$5 a month raise in addition to the seven percent raise in

January of 1965?

A No, sir.

Q Has anyone ever told you .

A No, sir.

*" Q -- that you received a $300 a year raise in order

to allow you to contribute to the Milwaukee Road Officers

Trust Fund?

A No, sir.

Q Has your salary ever been decreased by $300?

A No, sir.

MR. M0ONAFIN: Mr. Butler, can wie go off the record?

MR. BUTLER. Sure.

(Discussion off the record.)
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KtR. MONAI-tN: Thank you, Mr. Butler.

BY MR. BUTLER

Q Now, Mr. Burke, do you recall when your first

contribution to the Milwaukee Road Officers Trust Fund was?

A No, not without lookin-g at payroll deductions.

Q Would you look to refresh your recollection, please,

to see?

A The first payroll deductiorn appears on the statement

of earning on federal deductions for the second half of

January 1965, the amount of $15.

Q Have you ever received an increase in salary in

order to allow you to contribute to the fund or to

reimburse you for contributions you may have made to the

-- fund?

A I have received several increases in pay, it was

my uLnderstanding and I can't identify from where I got it

or who or for what reason, it was my understanding that

there was some raise in May to offset this $15 but where

I got that understanding or whether it was in writing or

just a recollection, I have --

Q Do you recall when the increase was given?

A There was an increase, I believe the payroll

deduction slips will show betw .en D:ce-br of '64 and

January of '65, which I considered that part of that

Micght have been for this, but why I have that impression,

I can't substantiate that.
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Q we will look at the record in a minute, but at the
the moment I want to understand what you are saying.

It is your understanding you have received an extra

pay increase which you were to contribute or use to contrib-

ute to the fund, is that correct?

A Thatis mipressionyes. (Emphasis added)

As can be shownm by the above answer, contributors to the

"Trust Fund" were under the impression that their extra pay

increase was a device whereby they could contribute to the

fund. The Milwaukee Road never refuted these impressions nor

did it reconstruct itself through redirect examination. In

fact, the Milwaukee Road admits that the Milwaukee Road re-

imbursed, "certain empioyes who contributed to it through

salary adjustments." This admission came through a document

drawn up by outside counsel for the Milwaukee Road (the law

firm of Maun, Hazel, Green, Hayes, Simon and Aretz, 332 Ham.

Building, Saint Paul, Minn.).

This statement, prepared by the Maun law firm and sub-

rnitted to the SEC pursuant to SEC internal procedures, tried

to meet any allegations the SEC may have constructed from the

depositions it had taken of Milwaukee Road personnel. It is

obvious that counsel for the carrier filed this document in

contemplatio-n of actions by either the SEC or the FEC. The

prepared statement never speaks to a 20(7)(b) falsification

of records action under the Interstate Conmerce Act. Portions
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of counsel's answer are quoted here as they go to the heart

of the allegations set forth in this memorandutm. There is a

caveat concerning this statement's use at trial viz: According

to the SEC's office of General Counsel, such statements pur-

suant to Securities Act Release No. 5310 are admissions.

However, Rule 408 of the Federal Rules of Evidence, Pub. L.

No. 93-595, (Jan. 2, 1975) states inter alia:

i ... Evidence of conduct or statements made in compro-
mise negotiations is likewise not admissible. This
rule does not require the exclusion of any evidence
otherwise discoverable merely because it is presented
in the course of compromise negotiations..."

The case law is silent on how such a statement might be used

at a subsequent trial, however, the statement is most helpful

as it confirms and reaffims the allegations this writer makes

herein.

C_ In any case, the statement reads in part:

"The reimbursement program was implemented in January
1,965 and affected some 25 employees. Other than
those 25 employees, no employees have ever been re-
imbursed in any manner for their contributions to
the Trust. Further, no employee, including the
original 25, ever suffered a loss in pay as a result
of withdrawing frm the Trust or because of a decreasein his contribution. For that matter, no employee
ever received an additional pay raise when he increased
his contribution. The overwheLming majority of the
original contributors were not even aware that they
were being reimbursed. Indeed, it is clear from the
testimony of the witnesses that the events surround-
ing the formation of the Trust and reimbursement
were so insigrnificant as to be alnhost wholly forgot-
ten until the inception of this investigation."

Statement Pursuant To
Securities Act Release No. 5310
dated November 20, 1975
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Counsel for the Milwaukee Road would have. us believe that

the actions of the carrier and its corporate officers were

de minimis. It is of no moment that "the ovew:'vhelming major-

ity of the original contributors were not even aware that they

were being reimbursed." The crime is falsification of records

or a violation of the federal election la.s. If by any means,

records of a carrier do not reflect "all facts and transactions

appertaining to the business of the carrie '. .then a viola-

tion of (49 U.S.C. 20(7)(b)) occurs. To paraphrase Gertrude

Stein, a crime is a crime, is a crime...Because the check-off

funnelled corporate monies cast in the guise of salary into

the "Trust Fund" an infraction of the ICA and the FECA has

occurred and counsel's answer does not satisfy nor form a de-

fense to any actions under these acts. The Maun law fin,

would have us believe that:

"...There is sufficient authority, integrity, and
willingness within the management of the corpora-
tions and their boards of directors to insure con-
tinued compliance with all laws relating to the
Trust. In short, we can conceive of no useful
public interest to be served by enforcement action
with respect to events that have been dead for
10 years."

Counsel would like to have the SEC and ICC believe that

time somehow has cleared the Milwaukee Road of its illegal

acts, yet never is there one piece of documentation offered

to support the contention that these illegal, practices ceased.

Tt is also rather evident that a false records action was

not contemplated when counsel issued their prepared statement.
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Richard Kratochwill, Vice President of Finance and

Accounting since 1[966 gives the best expilaaion of the pay-

roll deduction plan and also aidints that,"eransly

adjustments were made in respect of contributions to the

Officer's Tr-ust Account," viz:

Q And it is from those and the Payroll 800 that the con-

tributions are deducted or withheld, is that the right word?

A Yes.

" Q Are you a tr-ustee of the Milwaukee Road--

A No.

Q Let mce put it this way. In your capacity as an em-

ployee of the Railroad arc you responsible for the supervision

of the payroll deductions?

- A In a general way, yes. The work is done by persons

¢ in my department. To that extent, I am responsible.

' Q At this time I would like to show you what has been

marked as Com~ission's Exhibit 3(a) of that group, and ask

you if you can identify the second page of Conmission' s

Exhibit 3(a).

MR. }{AYES" Mr. Witness, please look at the entire exhibit.

MfR. WITNESS" Do you want to repeat the question now?

BY M[R. BUTLER:

Q Do you recognize Page 2 of the Colmnission' s Exhibit

3(a)?

A I know what it is,. ye.
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Q Could you tell me what it is?

A It is a seumiary of the payro.l deductions to the

Officer's Trust Account for a particuLar period, in this case,

the month of February, 1974.

Q Of the types of payrolls that you described, is this

an 800 series payroll?

A Yes.

Q At this time I would like to show you what has been

marked as 3(m) and ask you if you can identify that part of

Commission's Group Exhibit 3, please?

A These appear to be listings of payroll deductions to

the Officers' Trust Account from Payrolls 1 and 2, which are

the officer portions of the open rolls, as I described earlier,

for various periods in 1973, 1974, and 1975.

Q Do they reflect Comission's Exhibit 3(m) is a series

of conputer printouts, is that correct?

A Yes.

Q And are you familiar with the codes on the top of

Coamission's Exhibit 3(m)?

A I recognize the Vendor Code 114 as being one that iden-

tifies this particular deduction category.

Q 114 denotes the deduction for campaign contributions?

A The deduction for the Miiwaukee Road Officers' Trust

Account.
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Q This particular Fund, is that corrctL?

A Yes.

BY MRl. HEGAN"

Q In other words, does the document contain among other

things appointments, and notifications or promotions of employ-

ees and their changing salaries, and so forth?

A Yes.

Q How does this relate to what has been marked as

, E!xhibit 13?

A This particular book?

" Q Exhibit 14.

A Ex-hibit 14 contains the dlocuments relating to the

period in which the Officers'Tnist Fund had its inception.

Q I haven't had occasion to completely examine Exhibit 14,

but I did note in a quick runthrough, Mr. Kratochwill, there

seems to be increases of salaries of various employees on

various occasions. To your knowledge, were any of these in-

creases in salary again Fsic' to employees for the purpose of

allowing them to make contributions to the Employees' Trust

Fund ?

A It appears that in this one instance at the inception

of the Officer- Tr-ust Account that certain salary adjustments

were made in respect ofi contributions to the Officers' Trust

Account...
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... to your knowledge was any empluyece giLven any kind

of salary increase or direct or indirect reimbursement for

contributing to the Fund?

A Well, my knowledge in this area derives from this

work sheet that we have been discussing here.

Q Which you saw in the last few days?

A Yes.

Q I am talking about your knowledge that existed prior

to this work sheet coming to your attention.

A Well, at the time I was aware that there was some

adjustment in the rating having a relationship to the contri-

bution pledge.

MR. HEGAN: Could you read that back to me?

(Answer read.)

Y BY R. HEGAN:

Q What do you mean, Mr. Kratochwill, there was some

adjustment to the rating having a relationship to the con-

tribution?

A I don't know how to explain it any more than that.

Q Well -- go ahead.

A I simply know that I signed the deduction authoriza-

tion at that point, and at the same time, as evidenced by this

work sheet, it appears that a $25.00 a month adjustment to

the salary rate occurred.

Q You are talking about in 1965?
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It is Mr. Kratochwill's off~ice that handles the payroll
dedue tions~ ainl even. Kratochwill admits that a, dj ustments to

the salary rates occurred. Kratochwill -- has been employed by

the Milwaukee Road since 1.958 always holding a job as a comp-

troller or something similar by nature.

Falsification of the Carrier's Records -- An Illustrative

c- The Interstate Cotmuerce Act provides, as pertinent, in

Section 20(7)(b) that,

Any person who shall knowingly and wilifully make,
cause to be made, or participate in the making of,
any false entry in any.. .report required...to be
filed, or in the accounts of any book of accounts

" .... or in any records or memoranda kept by a carrier,
-. or.. .who shall knowingly and willfully destroy,

mutilate, alter, or by any other means or device

- falsify the record of any such accounts, records,
or memoranda, or who shall knowingly and willfully

¢" neglect or fail to make full, true, and correct
entries in such accounts, records or memoranda of
all facts and transactions appertaining to the busi-
ness of the carrier, lessor, or person, or shall
knowingly and w~illfull.y keep any accounts, records,
or memoranda contrary to the rules, regulations, or
orders of the Covmission w~ith respect thereto, or
shall be deemed guilty of a misdemeanor and shall
be subject, upon conviction in any court of the
United States of competent jurisdiction to a fine
of not more than five thousand dollars or imprison-
ment for not more than two years, or both such fine
and imprisonment. (49 U.S.C. 20(7)(b)).

Throughout this memorandum, the writer has noted that

carrier records were f.alsi-fied in that corporate payments



0 i- 24-

were made to a political action fund through the device of a

payroll increase. The payroll records of tihe Milwaukee Road

were falsified because the entries made into the records could

cause a reasonable man to believe that the monies contributed

to the political action trust were from salary, whereas in

reality, these contributions were corporate monies funnelled

into the trust through the device of a payroll increase. An

example of this device is set forth:

* On Thursday, December 17, 1964 the Board of Directors

.. and Finance Comittee of the Milwaukee Road voted "increases

to officers and supervisory personnel not covered by wage

agreements." Mr. William Quinn, President of the Milwaukee

Road, recommended an increase of 7% to the officers and

. super-visory personnel effective January 1, 1965. The Board

¢ also granted:

- "Authority to make certain adjustments, in addition
to the horizontal (the 77% increase) :increase to
officers and supervisors, was also approved. This
is for the purpose of maintaining relationships
and eliminating ine qualities."

Minutes of the Board of
Directors and Finance
Co.:mnittee dated Thursday,
December 17, 1964.

Chi December 21, 1964 President Quinn wrote two letters

to C. E. Crippen, then comptroller of the MIilwaukee Road.

The first letter, attached hereto and marked Ex-hibit "B"

authorizes the salary increase. In the second letter to
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Mr. Crippen, Mr. Quinn states:

"In connection wich th. 7% increase to be applied
January 1, 1.965 to the supervisory employees, there
are certain other adjustments that have to be mad e .

as I explained to the 'Board at tiFeiieecting onF
Thursday." (Emphasis suppliecd

It is the "certain other adjustments" to which this memo speaks,

because it is those adjustments that represent carrier monies

funnelled into a political trust. As a specific example one

can follow the payroll records of Richard Kratochwill (in

1965 an assistant comptroller, currently Vice President of

Finance and Accounting).

As of 12-31-64 Kratochwill's monthly salary rate was

.2,083.33. On January 1, 1965 Kratochwill received his in-

crease of 7% which would be $145.83, giving him $2,229.16

per month. Rounded to the nearest dollar this figure becomes

¢ $2,230.00. This amount should be his salary as of 1/1/65,

however, Kratochwill's pay change cards and the payroll

record reflect his salary to be S2, 255.00. The extra $25.00

dollars salary is not really salary but rather, "a certain

other adjustment that was made" to hide the corporate monies

being checked-off into the Iilau-,kee Road Officers Trust

Account. Mr. Kratochwill's extra $25.00 "salary" increase

became effective on January 1, 1965 and effective January 1,

1,96.5 the political action trust began receiving $25.00 al-

legedly from Kratoch iil. The cacrier had created a device

,,herein corporate money could be channelled into a political
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fund under the guise of a payroll check-Uoif system. The

carrier payroll records reflect in 1965 CticIt1 as of January 1,

1965 Kratochwill was salaried at $2,255.(00 per month; but $25

of that money was not salary, but rather money intended for

the "Trust Fund." In fact, the carrier records show that

$25.00 per month was checked-off from his "salary" bi-monthly

beginning in 1965 and continuing at least until May of 1976.

Payroll records reveal that Kratochwill tc'ver received a de-

crease in salary, hence the $25.00 per -Inth of corporate

money is still being funnelled into the .rust through this

device.

Applicable Statutes and Case Law

As pointed out in the case of Kratochwill's personal

payroll records, each month since January 1, 1965 to date,

the Milwaukee Road's payroll records were altered and falsi-

fied. The falsification took place when management cast cor-

porate political contribution payments in the guise of bona

fide carrier operating expenses, i.e., officer's salaries.

As stated infra (49 USC 20(7)(b) makes it a crime (punishable

by fines up to $5,000 and/or imprisonment) to "make, cause
to be made, or participate in the making of any false entry

in any...records or memoranda kept by a carrier...". The

courts have recognized the legislative intent behind 20(7)(b)

and recognize the purpose this section serves viz:
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~"The statute evidently was framed to accomplish
~two distinct purposes: First, that all accounts,

records and memnoranda of the carrier, whI ether pre-
scribed by the Commission or not, should be true
and correct; second, to secure uniformnity and pre-
vent secret dealing. ..' Kennedy v. U.S., 275 F. 1.82,
183 (4 Cir. 1921).

As the Kennedy case points out, the statute was framed to

insure that carrier records be "truJe and correct" and to

.. "prevent secret dealing." Both of thnese intentions were

.. thwarted in the case at bar. The payroll records of the

supervisory employee of the Milwaukee Road did not (emphasis

supplied) reflect operating expenses, but rather cast corpo-

rate political contr'ibutions in the guise of "personal" con-

tributions. And also, the falsified records were a device

. whereby the Milwaukee Road secretly funnelled corporate monies

"" into a political action trust. The intent of the statute

to allay "secret dealing" vis a vis carriers' records has

been subverted by the Milwaukee Road. The courts have also

ruled that a defendant can be convicted and sentenced sepa-

rately as to each .separate entry mnade on the records of the

carrier. Thus cach monthly pay period of the Milwaukee

Road' s officers represents a separate violation of 20(7) (b).

U.S. v. Berg, 79 F. Supp. 1021, cert. denied 70 S. Ct. 137.

In the case at bar, each monthly payroll sheet is a violation

of 49 USC 20(7)(b). The carrier can he pr'osecuted for the

falsification of its records as weli as individuals. As

the Supreme Court has stated:
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"Section 20(7) of the Iiterstate Commerce Act is not
limited to col.mmon carriers and their employees, but
includes and punishes alt p1-ersons and cotcporations
who coanit te -. acts t:herein cc larec Toe unlaWful."
-(Emphasis supplied) U.S. v. The Fruit Growers
Express Company, 279 U.S. 363-(1929) ...

When the Milwaukee Road implemented its payroll deduc-

tion in 1965, 49 USC 20(7)(b) was violated; and said viola-

tion continued until the present. In this respect, the

Milwaukee Road may have also violated the federal election

laws viz:

18 USC 1610 prohibits a corporation from expending corpo-

rate monies in connection with any election to any federal.

political office. The election laws do provide, however,

that corporations may establish and maintain separate segre-

gated funds to be utilized for political purposes. Corporate

resources may be used "without limitation in the administra-

tion of these segregated political funds." Buckley v. Valeo,

44 U.S.L.W. 4127 (U.S. Jan. 30, 1.976) Piefitters Local 562

v. United States, 407 U.S. 385 (1972), 18 USC 610. It must

be stressed that Buckley supra did not strike don 18 USC

6 10--corporations may not contribute corporate monies to

federal political campaigns. If it can be established that

the Milwaukee Road expended corporate monies to a political

fund, through the device of reimbursing its employees for

their contributions, an 18 USC 610 action miight be brought

against the Milwaukee Road.
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Greyhound Corporation was fined $5,000 fol lowing its

entry to a plea of guilty on October 2, 1.974, fror having con-

tributed a total of $1.6,040 to the 1.972 Presidential Cwunpaign.

The payments were made by executives of the company to polit-

cal campaigns, but the executives were reimbursed through a

company bonus plan. Thus an 18 USC 9 610 action was brought

against Greyhound by the Watergate Special Prosecutor's

Office, because it had contributed to political cnpaigns

through the indirect device of reimbursing its employees with

corporate monies.

Attached herewith is an excerpt from Report of Watergate

Special Prosecution Force - October 1975 and a copy of the one

count information (filed to Criminal No. 74-559 in the District

Court for the District of Columbia by Leon Jaworski, Special

U Prosecutor) to which Greyhound entered a plea of guilty.

The statute of limitations, in respect to any realistic

action under the FEC Act, runs only to fact situations arising

since 1973. Congress amended the Federal Election law last

year to shorten the statute of limitations to three years on

campaign law violations 2 USC § 455. Any actions that might

have been brought under 18 USC § 610 for events occuring in

1965 through 1972 are barred. This is not to say that from

1973 onward the election law was not broken by the Mil v'aukee

Road.



- 30 -

Violations of the Interstate ,omrnc! Act

As set forth in this memorandum, the payroll records of

the Milwaukee Road were falsified in violation of (49 USC 20

(7)(b)) from 1965 through and including the present. It is

well settled law that when an employee of a corporation per-

forms an act, within the scope of his duties, which violates

te'- e law, his act becomes the act of the corporation. Grand

Rapids & Indiana Ry. Co. v. U.S. 212 F. 577, cert. denied

234 U.S. 762; U.S. v. Eric R. Co., 222 F. 44 4. It is well

established that a corporation can have a criminal intent as

well as it can have a contractual intent. As Professor Stevens

states, "...the acts and mind of an agent can be imputed to an

incorporated group as readily as to an unincorporated group."

Stevens, Corporations, 2d ed., Section 6. And the courts have

( set forth the test of corporate responsibility viz:

"The test of corporate responsibility for the acts
of its officers and agents, whether such acts be
criminal or tortious, is whether the agent or offi-
cer in doing the thing complained of was engaged in
'employing the corporate powers actually authorized'
for the benefit of the corporation 'while acting
within the scope of his emplo)ment in the business
of the principal.' If the act was so done it will
be imputed to the corporation..." Egqn v. United
States, 137 F.2d 369, 379 (8th Cir. 1.93

Then management of the Milwaukee Road established the "Trust

Fund" it was for the benefit of the corporation and management

used the corporate powers to achieve its end in setting up

the fund. As the Court in Egan stated:
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"In their zeal to protect the company's property,
to promote its business, to cultivate tle friendly
attitude of patrons and public officis1si, and to
render legislators and taxing boards and comissions
susceptible to friendly argument and persuasion,
these and other officers who assisted thLIem formed
and carried out the plan to raise a secret fund be-
longing to the company to be used in part at least
for contributions to candidates for office and to
party committees. The plan so formed was consum-
mated..." Egan v. United States, 137 F.2d 369, 380
(8th Cir. 1943).

The facts in Egan supra are almost on point with the case at

bar, and as such, bear attention here: Louis H. Egan was

convicted of conspiracy to violate section 12(h) of the Pub-

lic Utility Holding Company Act of 1935, 15 U.S.C.A. 9 79(L)

(h), and the Union Electric Company of Missouri was convicted

of conspiracy to violate section 12(h) of 15 U.S.C.A§. 79

(L)(h), and of substantive offenses in violation of that act.

Management of the corporation created in 1926 a secret fund

for use in making contributions to candidates for office by

the means of rebates and false expense accounts. The fund

continued from 1926 until about 1940. During the period of

its operation, the fund obtained money by means of rebates and

false expense accounts and expended monies through the execu-

tive vice-president's office for political purposes in the

interest of and for the benefit of the corporation and its

subsidaries. Charges that the defendant Union Electric was

engaged in the practice of making political contributions ap-

peared in a St. Louis newspaper in the Vinter of 1933. After

the newspaper article appeared, investigations were carried

on by the Securities and Exchange Conmission. The United States
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brought a criminal action against the corpo~ri:ktion and certain

corporate officers and a grand jury inve-stigated into the

matter. Louis H. Egan, President of the corporation was found

guilty on all counts of conspiracy and violations of the Pub-

lic Utility Holding Company Act of 1935. The case at bar is

quite similar, but for the fact that in the instant case, the

statute violated is 49 U.S.C. 20(7)(b) rather than 15 U.S.C.A.

fl- 79(1)(h).

Violations Selected For Prosecution

Selected for prosecution are the payroll records of four

supervising employees of the Milwaukee Road. These employees

are: R. F. Kratochwill, R. K. Merrill, D. 0. Burke, and

Arthur W. Hallenberg. Kratochwill, Burke and Hallenberg have

given what are, in essence, admissions that their salary in-

C creases were related to their contributions to the "Trust

Fund" infra. The payroll deduction plan for the "Trust Fund"

began in 1965 and continues to the date hereof. These selected

violations include the payroll records (CMC payroll Form 43-A)

of these four selected individuals from January 1972 through

and inicluding April of 1976. Each entry represents a separate

20(7)(b) violation; however, for the sake of clarity, five

years (January 1972 through january 1976) will represent one

count per year or five counts multiplied by the four individ-

uals' records. Thus, the Milwaukee Road should be charged

with at least 20 individual counts of falsifying records.

For the purpose of clarity, the four individuals' pay in-

creases of December 31, 1964 are set out below, illustrating
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that in each instance $25.00 of corporate funds were cast in

the guise of "certain adjustments" to salary:

R. K. MERILL

Monthly salary rate 12/31/64

Plus 7% increase effective 1/1/65

Rounded to nearest $

Plus: certain adjustments
per Quinn to
Board of Directors on 12/17/64

See P/R record of pay-ments
marked Exhibit "C" attached hereto

R. F. KPRTOCIl-FlLL

Monthly salary rate 12/31/64

Plus: 7% increase effective 1/1/65

P-1 Rounded to nearest $

Plus: certain adjustments
per Quinn to
Board of Directors on 12/17/64

See P/R record of payments
marked Exhibit "C" attached hereto

D. 0. BURKE

Monthly salary rate 12/31/64

Plus: 7'l increase efective 1/1/65

Rounded to nearest $

Plus: Certain adjustments
per Quinn to
Board of Directors on 12/17/64

$2,083.33

145.83
-2229.i6

2, 230. 00

25.00
$29255.00-

$2,083.33

145.83
2,22. 1.6

2,230.00

25.00
$2,55 )0

$1,583.33

110.83
1_,694. 16-

1,695.00

25.00
$7[.720.00
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See P/R record of paytnent
marked Exhibit "C" attached hereto

ARTHUR W. I1ALiEN BERG

Nonthly salary rate 12/31/64 $1,387.33

Plus: 7% increase effective 1/1./65 97.11

Rounded to nearest $ 1,485.00

Plus: certain adjustments
per Quinn to
Board of Directors on 12/17/64 25.00

See P/K record of paymnent
marked Exhibit "C" attached hereto

As set forth above, the four individuals received an

extra $25.00 increase over and above the regular 7% increase

of December 31, 1964. Because 49 U.S.C. 20(7)(b) provides

for a fine of '"not more than five thousand dollars," there is

a possible exposure to the carrier of $5,000 (x) 20 counts or

$I00,000.00.

The writer has considered bringing even further counts

contra the carrier, as the case law states that each entry is

a violation of 20(7)(b). Thus, the Milwaukee Road's potential.

exposure is astronomical. In the interest of the National

Transportation Policy it would seem that charging the carrier

with the maximum violations under the statute would fly in

the face of good judgment. 1Hence, at this point, the writer

recoriwends only 20 counts be brought.
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Conc lusion and Rec omenda tions

Thc facts presented herein establish that- the Chicago,

N[ilwattkee, St. Paul and Pacific Railroad Conypany, a Wisconsin

Corporation, with its principal offices at 516 West Jackson

Jou"levard1, Chicago, Illinois,. willfully and intentionally

falsified payroll records of its supervisory employees during

the period 1965 to date. As s uch , prosecution of the above-

,-named carrier for violation of 49 USC 20(7)(b) appears to be

^fully warranted. There are also violations of the Federal

..Election Statutes 18 USC 610 and the facts relating to these

violations should be sent to the Federal Election Commission as

provtided by Congress under Title 2 § 441(b) (1.976 amendment).

This writer has seriously considered the possibility of

.prosecuting top executives of the corpor:ation. Howiever, it was

. decided to forego this action, since the only evidence of in-

. dividual wrong-doing is contained in the testimony¢ before the

Securities and Exchange Commission and of course, the falsified

documents. In light of= the testimony taken before the S.E.C.,

it is further- concluded that at the time of referral of the pro-

posed action against the corporation, that a simultaneous re-

commendation be made to the United States Attorney that a grand

jury investigation be instituted into the matters disclosed in

the SEC testimony of the follow.ing individuals and material discussedl

herein:

1.) William J. QUINN, who resides in Winnetka, Illinois, has

been chairman of the Board and President of CMC since in or
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about June 1971., and Chairmvian of the Board ,ind Chief Eccu-

tive Officer of the RAILROAD since in or about March 1970.

From in or about 1958 to in or about 1966, QUINN served as

President and a Director of the RAILROAD.

2) Worthington L. SMITH, who resides in Winnetka, Illinois,

has been a Director of CMC since in or about July 1972 and

President and a Director of the RAILROAD since on or about

_ July 15, 1972.

3) Curtiss E. CRIPPEN, who resides in Wilmette, Illinois,

has been a Director of the RAILROAD at all times relevant

herein. He was President and a Director of the RAILROAD from

in or about October 1966 until in or about July 1972 when he

became Vice Chairman of the RAILROAD'S Board of Directors, a

position he held until in or about January 1973.

The depositions taken by the S.E.C. would seem to in-

dicate that these above-named individuals conspired to fal-

sify carrier records, but the evidence available is lacking

to identify those individuals who have participated in or

aided, abetted or conspired to falsify carrier records, hence

warranting a grand jury investigation.

Respectfully submitted,

\ayne, R. ".,alters
Attorpey
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othcr lines, to gramt increases to ofCitcer's and suipevisor-y p.rsolticI not

covered by vagc agreements. IC rccomlm:..ended -n incr'case of 77, effcctive

January 1, 1965. The cost ic estiated at $810,000 per annum. O;n mnotion,

duly cL.de a.nd secondcd, the reco.z:endcd increase was unanimously approved.

Mr. Quinn also recemnendad a increase of ',.5,5.00 per nonth to

soma 226 members of the .-',il'aukce Road Eoremn's Associjttorl, retroactivle

,to M1Larch 1, 1964, with a further increase of $21.90, effective Jariusary 1,

'1965, and another of $21.90, effective January 1, 1066. The estimated

cost is $67,500 per annum, and the action is necCsur:y in order to make

adjustments somev.;hat comparable to the increases in the rates of pay

,reccntly made in agreements with other labor unions. On motion. duly w=adc

Mnd seconded, the recoimend-ed increase was unanimously approved.

1Authority to make certain adjustments, in addition to the horizontal

increase to officers a-nd supervisors, was also approved. This is foi" Che purpose

of maintaining rclationships and cli : iati g incqua-i ties.

2.!X. Quinn stated tbt, on M.-ay 12, the Bord approved the sae

of 4 Super Do:,,e Cars to the Can: ,.an !Nil ona, and that '.;e hav bcn requested

to sell it two more of these cars. We originally had ten of the cars; and if

VC .ake this sale it will IcavC four for se-vice on thc !ia,..:thi.s betieen

Chcago and the lvwin Cities, -hich ,i l %11 be ndLt.2 tc.

As there is a very 1iMited n t for the, it is ....d desirable
to sell the two cars to the C a '-n a ona 1 t wl no py r t

SC.... 01 .. ,ti n It W'I1 not- pay ".0re tha n

$150,00 each. The depreciate boo, value is $195,000 each. The cirs arc

subject to an: Equpment,..r. Trust and umder the provisro-st thicreof vita would have
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XN TUii UI~TTI3~D ?.PL~S £XESTi~Cf~ cc:u~r i~or~

* S

U N lIT: L) STATE: S OL~ A.~'Z RICA

Criminal No. %//i ~ 5~
(13 u.s.c. ~'cLion 610)
itN~ OR&~' ION

CREY~iOUND COPQO2ATION,
Dc Len clan t

The Special Prosecutor chces:

COUNT O~

1. At all t es rxiaterial to this Ir!focn'~aLion the

defendaz~t, the GP~YHOt~D CORORATION, was a corporation

e~tabliThed under the la;~;s of the State of Delaware

2. On or about Noveirb~r 7, 1972, a ;c~nera1 election

was held pursuant to the Constitution and Laws oF 4-b~-~

Ur~tcd States at which Preside~t~a~ and Vice Presidential

e~ectors were voted for.

3. Froi~ on or about October 10, 1972, to on or about

February 23, 1973, in the District of Co1~z~a and olse;;nere,

the defendant, the OP2Y?~OUND COP5OP§.?iC~, ~c~c~e va'?~ts

totalling sixn thousand fo tv dollars (SlG,040) to

various political cor~'i ttees o inizecl ~ :;r:::.o~ the

Candidacies of Richard U. Nixon and G"~oZ YC&Dvern in the

aforesaid ~ne~-al election, to w~ ~Y ~ -~~iflc senior

o~ficials of th~ c>~e->lint, Lhe GLUY:V~2; ~~'-CJATTD\~ to

Contribute personal funds to the Pr -- idat~ or

their choice; and by ther~~<ter a;.'.x(CVJ MJ ~ exccu

that r~ade a contribuition su~ p1:~ncnI:A ~n

£-. .- '- ~ ~

I
I
I

j
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All in violatioa of. Section

St ates Code.

LEON JA--SK
Special ProSecut ro
Watergate Soecjial Prosecution

Force

~I '

A
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610, Titlc la, k- C



4X 'l '"I FEDERAL ELECTION COMMISSION

H25K KH I N.W
7 WAY I ING I ON,[AC. 20463

Lawrence J. Hayes, Esquire
Maun, Hazel, Green, Hayes,

Simon and Aretz
332 Harmm Building
Saint Paul, Minnesota 55102

Re: MUR 312 (76)

Dear Mr. Hayes:

-- This is to advise you that on February , 1978,
the Commission voted to terminate its inquiry in the
matter referenced above.

The Commission is of the opinion that payments made
by the Chicago, Milwaukee, Saint Paul and Pacific Rail-
road to twenty-five of its employees were made as reimburse-
ment for the costs of their membership in the Milwaukee
Road Officers Trust Account, and that these payments were
illegal under the then - existing statute, 18 U.S.C. §610.

7,The Counission has determined, however, that the illegal
payments ceased when, on February 1, 1973, the salaries
of the last of the twenty-five Trust members still on

Cll active duty were restructured pursuant to the Salary
Administration Policy of August 1, 1972.

In view of the fact that the Milwaukee Road, by its
own actions, eliminated the illegal reimbursements five
years ago, the Commission will not pursue this matter
further.

A copy of the certification of the Commission's vote
is enclosed.

Sincerely yours,

William C. Oldaker
General Counsel

Enclosure
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221-1812

November 1, 1977

Lawrence J. Haves
Dir Dial 221-1818

Vincent J. Convery, Jr., Esq.
Federal Election Commission
1325 K Street NW
Washington, D.C. 20463

Re: MUR 312 (76)

Dear Mr. Convery:

By way of supplement to recent correspondence you
should know that the Milwaukee Railroad and its holding
company intend to create a new Milwaukee Road Political
Action Committee this month. This will occur in
accordance with articles of association, copy of which is
enclosed. The present Milwaukee Road Officers Trust
Account will be terminated and the funds contained therein
will be turned over to the Milwaukee Road Political Action
Conuiittee.

Thank you.

Very truly yours,

Lawrence J. Hayes

LJH : bh
cc: Raymond K. Merrill, Esq.



ARTICLES O ASSOCIA'I-ION

OF

MILWAUKUF ROAD POLITICAL ACTION COMMITTEE

ARTICLE I

NAME

The name of this voluntary association of per'sons is the t1ilwaukee

Road Political Action Colittee.

ARTICLE i1

PURPOSE

The purpose cf the Association shall be to support qualified individuals

who are candidates for nomination or election to any elective public office

in any primary, general , or special election by making contributions to such

individuals and to coinmittees, associations, or organi Za Lions which further the

candidacy of such individuals and by making transfers to any state political

action Committee estahl ished by directors, officers, professional , or supervisory

employees of Chicago, MHilwaukee, St. Paul and Pacific Railroad Company ("Milwaukee

Road") for the purpose of that Committee making contributions and expenditures

in support of qualified individuals who are candidates for nomination or election

to any state or local elective office in any primary, general, or special election.

ARTICLE III

EI3ERSH I P

Mcibership in the Association shall be open to any directors, officer,

professional or supervisory employee of the Milwaukee Road upon contribution or

a pledge of contrihution of not less than $100.00 a year to this Association
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for the purpose of this Association making contributions to candidates for

nomination or election to public office and othe-r lawful political purposes,

and clefraying any lawful expense of the Association.

Each member shall be encouraged to suggest candidates and organiza-

tions whom he deems worthy of support by the Association, and each such sugges-

tion shall receive full and careful consideration by the Executive Committee

in determining to whom contributions shall be made by the Association.

rIo coercion, threat, reprisal, job discrimination, bonus, promotion

or other illegal or improper methoJ shall be employed, directly or indirectly,

to solicit any person to become a member or make contributions to this Associa-

tion, nor shall the Association use any money so contributed.

ARTICLE IV

OFFICERS

At each annual ineetinq of the members of this Association the

following officers shall be elected from among the members to serve for one

year, or until their successors are elected and qualified:

Chai mian

Vice Chairman

Secretary

Treasurer

The appropriate officers of the Association shall keep all records and file all

reports required hy law. The Executive Committee by majority vote may elect such

other officers, including one or more additional vice Chairmen, assistant
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secretaries, assistant treasurers and other officers, as the Executive Coimittee

shall from time to time elect from among the members.

ARTICLE V

COMMI TTEES

A. Executive Committee.

The Executive Committee shall consist of seven (7) members,

at least

the four

Articles

el ected b

the comi n

affa i

Y/ i th i

make

one of whom shall be a lawyer, to be constituted as follows: each of

(4) elected officers whose office is specified in Article IV of these

of Association and three (3) other members of this Association to be

y the members of this Association at their annual meeting to serve for

ci year or until their successors are elected and qualified.

lhe Executive Coimittee is charged with the administration of

rs of the Association, and subject to the control of the Association,

n t'he limitation of power prescribed by the Articles of Association,

such provisiOns, rules and regulations and take such action as shall b.

them be deemed necessary or proper for the conduct of the affairs and the disposi-

tion of the property of the Association. The Executive Committee shall adopt such

rules and reiu lations for the conduct of its meetings and its business as it

shall from time to time deem proper. The Executive Committee shall make appro-

priate arrangements for the place of holding annual or special meetings of the

members of this Association, determine the depository where all the funds of the

Association shall be deposited, and so advise the Treasurer, and shall have tile

right to inspect, examine and supervise all of the books and records of the

Association.

The Executive Coimi ittee shall appoint all committees specified

in the Articles of Association and such other com, ittees as it deems necessary

the

and

can
Cr'



from time to time to carry fonqard the purposes of the Association. In the

event a vacancy should occur in the office of Chairman, Vice Chairman,

Secretary or Treasurer or in the membership of the Executive Committee, the

Executive Convittee shall by majority vote appoint a member of the Association

to fill such vacancy until the next annual election.

B. Nominating Convnittee.

The Executive Conmittee shall, at least six weeks prior to each
-- annual election, appoint a cor, mittee of five (5) members, three (3) of whom

shall not he officers or members of the Executive Committee, to be known as

the Nominating Committee. The Nominating Coamittee shall nominate qualified

members for each office and for the Executive Committee and give to the

Secretary at least tw,,o weeks prior to the annual meeting, the names of such

nom, inees. The Secretary shall thereupon, within five (5) days thereafter, notify

all of th he meb e rs o f the ssociation of such nominations. In addition, any

ten (10) or more members of the Association may nominate any qualified member,

or members, for office or offices, or for the Executive Cotmittee. The list of

such noinations shall be given to the Secretary in writing and signed by such

members prior to the beginning of the annual meeting.

C. Other Cormmittees.

There shall be such other convittees as may be from time to time

appoinLed by thlie Fxecu ti \'e Conmittee.

P. Chairman.

'The Chairman shall be an ex-officio committee member of all

conmni t tees.



ARTICLE VI

ELECTIONS

Voting for the election of officers and the Executive Comittee

of the Association shall be at the annual, meeting of the members and shall

be by a standing or voice vote unless, upon request of ten percent (10%) of

the members present at the meeting, secret ballot shall be requested. The

officers and members of the Executive Commi ttee elected at the meeting of the

m embers shall assume their offices and the terms shall continue until their

successors are dulv eleCLed and qualified.

ARTICLE VII

IERMINATION OF MEMBERSHIP

Membership in this Association is a personal privilege and all

rigjhts therein shall termi nate when the membership ceases. The Executive

Coimittee shall have the right to suspend any member of the Association for

conduct adverse to the interest of the Association or for violation of any of

the provisions of these Articles of Association. At the next annual or special

meeting of members after said suspension the mnembers shall vote on whether the

person involved should be expelled from membership and majority vote shall rule.

A member iiay terminate his membership at any time by written notice

to the Serretary.

If a member has not contributed at least $100 durinq any twelve-month

period after becoming a member of the Association, he shall be contacted by the

Treasurer to determine his intent to remain active as a member. If the contacted

member fails to respond or responds negatively, his membership shall be terminated.

_
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ARTICLE VIII

CONTRIBUTIONS AND EXPENDITURES BY ASSOCIATION

Contributions or expenditures by the Association up to the maximum

limits established by law shall be made upon a favorable majority vote of the

Executive Coimiittee, such vote being either at a formal meeting of said

Committee at which a majority of the members of said Committee present at the

meetinri favor such contribution or expenditure, or by informal vote without

reeting provided at least four (4) members favor such contribution or expendi-

ture. The Chairman, or in his absence or disability, the Vice Chairman, of

the Executive Comittee shall direct the Treasurer to disburse the funds as

said Committee's vote dictates

All contributions and expenditures by the Association shall be by

-- check signed by the Treasurer and countersigned by the Chairman or Vice Chai man

"7 payable to the individual, committee, association, or organization receiving

the contribution or payment.

- ARTICLE IX

REPORTS

A report of funds received and disbursed shall be made not less than

semi-annually to each member of the Association.

ARTICLE X

AUDIT

The accounts of the Association shall be audited at least annually

by the accounting firm which audits the Milwaukee Road's corporate accounts

and said firm is authorized, in the event it is not satisfied with the operations

or accounting procedures of the Association, to report its findings and recoinmen-
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dations to the Audit roilmi ttee of the Board of Directors of the Milwaukee

Road.

ARTICLE XI

MEETINGS

Recul ar quarterly meetings of the Executive Coamli ttee shal I be

held on the second Mondays of the months of January, April, July, and October.

If the second Monday fal I s on a holiday of such month , the meeting or meetings

wi I he ho"1d on the nex t fol lowi n} bus i ness day. The annual meeting of the

members of this Association shall be held immeidately prior to the regular

meeting of the Executive Committee held in the month of January.

Special meetinqs of the members of the Association shall be called

by the Secretary when requested by the Chairman, or a majority of the Executive

Corm,,)ittee or when requested in writing signed by fifteen (15) members of the

Association, Special meetings of the Executive Comiittee shall be called when

Cf requested by the Chainman or any three (3) members of the Executive Committee

at such hour and place as may be designated by the Chairman.

Notice of each special meeting of the members shall be given to the

members of the Association by the Secretary at least five (5) days prior to the

holding of any such special meeting. Notice of each special meeting of the

Executive Committee shall be given by the Secretary at least one (1) day prior

to the holding of any such special meeting.

ARTICLE XII

OFFICERS AND COM IITTEES

Until their successors are qualified and elected, the officers of

this Association shall be as follows:

Cha i rman
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Vice Chairman

Secretary

Tre a s u rer

Until their successors are qualified and elected, the three (3)

other members of the Executive Committee shall be as follows:

ARTICLE XIII

* AME NDMENTS

The Association may, by a two-thirds vote of the members present at

any annual or special meeting called for that purpose, alter or amend its

Articles of Association; provided, however, that any proposed amendment to tile

Articles of Association shall be circulated to the members in writing at least

two (2) weeks prior to the date of such meeting.

ARTICLE XIV

EFFECTIVE DATE

These Articles of Association shall he declared effective as of this

day of , 9 7. The officers and members of the Executive

Committee named herein shall hold office until the next annual meeting of the

Association to be held as specified in the Articles of this Association.
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Lawrence J. Hayes
Dir Dial 221-1818

Vincent J. Convery, Jr., Esq.
Federal Election Commission
1325 K Street NW
Washington, D.C. 20463

Re: MUR 312 (76)

Dear Mr. Convery:

Enclosed is the Affidavit of Mr. James T. Taussig,
Secretary of Chicago Milwaukee Corporation and Chicago,
Milwaukee, Saint Paul and Pacific Railroad Company
concerning happenings at a meeting of the Boards of
Directors of those Companies on September 19, 1977.

We are hopeful that this matter can be completed
and closed shortly.

Thank you very much.

Sincerely,

Lawrence J. Haye"

LJH :bh
Enclosure

Adlhk



STATE OF ILLINOIS)
) Ss.

COUNTY OF C 0 0 K)

AFF IDAV IT

JAMES T. TAUSSIG, being first duly sworn on oath deposes

and says:

That he is the Secretary of Chicago Milwaukee Corporation
(CMC) and Chicago, Milwaukee, St. Paul and Pacific Railroad Company (Railroad)
and that as Secretary of CMC and the Railroad he attended the regular monthly
meetings of the Boards of Directors of CC and the Railroad held in Chicago,
Illinois on September 19, 1977;

That at each of said meetings a written report was made by
Mr. William J. Quinn, Chairman of the Board, President and Chief Executive
Officer of CMC and Chairman of the Board and Chief Executive Officer of the
Railroad, a true and correct copy of which report is attached hereto;

That at said meetings said William J. Quinn orally informed
the Boards he intended to submit documents necessary to reconstitute the
Railroad's Officers Trust Account referred to on pages 10 and 11 of said
written report in accordance with the principles outlined therein at the
next monthly meetings of said Boards on October 17, 1977, for their consi-4-
eration and review and before any implementation thereof;

That said Boards accepted the written and oral reports with-
out objection and that a copy of said written report will be attached to, and
said oral report will be suiniarized in, the official minutes of the meetings
of said Boards.

Z-ames T. Taussig

Subscribed and Sworn to

before me this 21st day of

September, 1977.

( /
/ Notary Public
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1 o !-embers of the Board of Directors of:

Chicago Milwaukee Corporation
and

Chicago, Milw-aukee, St. Paul and Pacific Railroad Company

rient l emen

By *ud(zrents and Orders of Permanent Injunctions entered by

the United States District Court for the District of Columbia on June 29,

1976, CMC and the Railroad and their agents, servants, employees, attorneys,

successors and assigns, and those persons in active concert or particirati'-

with theia, were Der;m anently enjoined and restrained from:

1. A. Obtaining money or property by i'eans of, or
L

m akinq, any' untrue statement of a material fact

or omitting to .tate a material fact necessary

i-. order to make the state,-ments r ade, in the

I ight of the circumstances under wlhich they

were made, not misleading;

B . Employing any device, scheme, or artifice to

rdefraud; and

EnC. Engacing' in any transaction, act, practice or

course of business v,,hich operates as a fraud r

deceit upon any person.

in connection with the offer, purchase or sle of the securities of '"IC,

Railroad, or any other issuer, by the use of the mails or any ri'eans of

instru Lental i ties of transportation or comm"unication in interstate L ':)m0-rc2

or of the facilities of any national securities exchangie; and

2. F in i t-h the .{IC annual reports of CMC, Railroad, or a!,
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other issuer, pursuant to the Securities Exchange Act of 1934 and the

rules and regulations promulgated thereunder, which are materially false

and misleading or otherwise omit to state maLeria] facts required to be

stated therein.

CIC and the Railroad were also ordered to comply fully ,ith the

undertakings set forth in their respective Consents and Undertakings attached

to the said Judoments and Orders of Peianent Inijunction.

By its Consent and Undertaki n, CC undertakes

1. That its Board of Directors has created and will aintain

a Special Committee of its Boa.rd comprised only of independent, outside

directors to investigate, usin -u- experts as are deemed necessary rind

proper, and to report to the full Board of Directors on the factual matter

contained in the SrEC's comi;plainL pu(rsuant to which the aforesaid Judgrmets and

Orders of Permanent injunctions were entered and on any other matters it dee's

appropriate.

..,. 2. That the Special Comi',ittee shall prepare and submit a uritten

report ("Report) to the full Boards of Directors of CMC and Railroad, to the

SEC as an Exhibit to a Current Report on Form 8-K for the i,,onth in which the

Report is subm itted to the Board of C-IC and Pai lroad, and shall sub: -,it ei ther

the ful1 Report or a su;nmary thereof to the shareholders of CMiC and Rai 1 ircd.

3. That the Report hall state the findings of the inves ti .a tionI

conducted ty the Special Committee and its opinions and recommendations

regarding: (i ) new controls and new procedures deemened advisable in 1 il .

of the investigation of the Special Cor"ittee reasonably calculated tc,

prevent the recurrence of the ,atter; set Fort> in te S-C's co'l aint ;nd



- 3 -

(ii) such appropri ate action to be taken i ncl udi ng but not 1 imi ted to

the institution and prosecution of suits on behal f of CMC and Rail road.

Both Ct1C and Railroad, -v their respective Consents and

Undertakings, undertale:

1. That their respective Boards Jill each establish a flew

Comri ttee of such melhers of each -oard as found b, the Special Com-ittees

not to be involved in the various transactions and activitics set forth
in te SEC s Complaint, which ,,... Co i ttees shall independently review

the iReport and Findings, opinions .rnd recoim' endations contained therein.

The Boards will authorize their t", ctive New Committees to take such action

as the, deem necessary and proner in vI ioht of thei r revie., of the fi ndi, cjs

and recomr.,endations con to.ained in the Roeport.

). Tha their respective Boards or- the Nle, Comittees shal1

review for a period of three years on a continuinq basis the Judgments and

Orders of Permanent Injunctions and the Consents and Undertakings to assu"e

that C"IC and Railroad, respectively, have adopted appropriate procedures to

comply with said Judrients and 'irders of Permanent Injunctions and Consents

and Undertakinos.

On Decem-ber 15, 1975, the Boards of Directors of CMC and Railroad

appointed a Special Commi ttee corv:prised of Robert C. Gunness, Charles B.

Stauffacher, and Robert S. Stevenson, all independent, outside directors of

CMC, to inquire into the circumstances surron ndinnW the subjects of inquiry LIy

SEC, to report its observations and conclusions to each Board, and to recommx'; end

any changes in policy and procedur'es deem:ed arnoron-riate. The Soecial Corm;i ttee

retained special counsel t!o assist it in carryin; out the boards' directicns.



The Special Committee determined that its obligations under

the Consents and Undertakings of CMC and Railroad would be satisfied if

it investigated only the five natters set forth in the SEC's complaint

unless info'rmation regarding other matters of significance came to its

attention. No such matters involving C!,C, Railroad, or their officers

and directors becamne apparent to the Special Committee.

The Special Coiiyittee prepared and submitted a written Report

dated Iarch 23, 1977, to the full [,oards of Directors of CMC and the Railroacd.
A copy of the Renort v;as subitted to the SFC as an exhibit to a Current

Report on Form 8-K on M.!arch 29, 1977. On the same date a sLummary of the

Report was ,ailed to sharehel devs of CM',C and Railroad.

The ,orstated t ,e Special Committee's findinqs with resect"

to each of the five areas of the SEC's cor'Plai nt and its opinions and

r eco .men ndations reqard ina new controls and new1 procedures deemed advisable

in light of its investigation reasonably calculated to prevent the recurrence

of the matters set forth in the SEC's complaint. (Report 49-52)
The Special Cormittee concluded that no personal conduct disclosed

in its investination warrants, nor that the coroorate interests would best be

served by, disr:missal of or ot-her punitive or disciplinary action against
anyone present> emploved in the viana!cenent of CMlC or Railroad. it also coclud.

that there ,,,as no basis for the is; titution of itiration aqainst any persun

or tirm. (Report 48)

The Special Coimfittee recomrended that its three members and three

additional directors who had no involvement in the matters referred to in

the SEC's complaint, Jerrv FinI elstein, I i ai G. Karnes , and Eory ia

serve on the N.ew Comwittees of the I'oard of Directors of CMC and Railroad.

(Report 52)
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On April 18, 1977, the Boards of Directors of CMC and Railroad

each by resolution directed the undersigned to develop and adopt procedures

to implement the Report and to report to the BoardS the procedures h% plans

to impilement. The Boards also created New Comnmittees comprised of the Di rectors

named in the preceding paragraph and directed the New Committees to review

independently the findings, opinions, and recomendations contained in the

Report and to take such action as the New Comittees deem necessary and proper

in light of their review of the findinqs and 'recommendations contained in

the Report.

The New Coimiittees on June 20, 1977, each adopted and submitted

to the Boards of Directors of Cl, C and Railroad, respectively, the following

r- resolutiors:
RESOLVED, that it is the recommendation of the New

Committee that the Board of Directors of the Company continue
to review on a continuing basis until June 29, 1979, the
Jud lent and Order of Permanent Injunction entered June 29,
1976, in the civil action brought against the Company and
other defendants by the SEC in the United States District
Court for the District of Columbia to assure that the Company
has adopted appropriate procedures to comply with said Judgment
and Order of Permanent Injunction and with the Consent and
Undertaking of the Company in said action; and

RESOLVED, FURTHER, that no further action by the New
Co:,mittee is deemed necessary and proper in light of i's
review and the findings and recommendations contained in
the report of the Special Committee' and

RESOLVE7D, FURTtIER, that the Board of Directors of the
Company he requested to accept these resolutions by the New
Committee as its report to the oard of Directors; to
find that the Committee has discharged its functions
and responsibilities; and to order that the Committee be
officially dissolved.
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The Boards of CMC and Railroad on June 20, 1977, accepted the

resolutions as the Report of the New Committees to the Boards and found that

the Committees had discharged their functions and responsibilities, and

resolved that they be officially dissolved.

Thus, all of the obligations assumed by CMC and Railroad in the

Consents and Undertakings have now been fully satisfied except that their

Boards must review on a continuing basis until June 29, 1979, the Judgments

and Orders of Permanent Injunctions and the Consents and Undertakings to

assure that CMC and Railroad have ac'Apted appropriate compliance procedures.

This Report is the first of a series to inform the Boards of

CMC and Railroad of present and proposed implementation of the recinendations

of the Special Cotmmittee and of other appropriate procedures to comply with

the Judgments and Orders of Permanent Injunctions and the Consents and

Undertakings of CHC and Railroad, as follows:

SPECIAL COMMITTEE RECOMMENDATION NO. 1 - TIMBERLANDS

in blue in

Specifically with regard to timberlands, that future
annual reports to stockholders and to the SEC be made more
informative by including (a) the number of acres of timber-
land sold, if material, and the income from such sales
(seqregated from income applicable to sales of timber and
of land other than timberland); and (b) appropriate comments
as to the relationshin of timberland sales to current cash
flow and the foreseeable impact, if material, on earnings.

Your attention is directed to the material underscored or outlined

the following reports attached hereto as appendices:

(i) CMC's 1976 annual report to stockholders (App. 1, Pages
2, 6, 11, 12, 14, 15, 16, 17, and 21).

(ii) CMC's 1976 annual report on Form 10-K to the SEC (App. 2,
Items I , 2 and 3; Exhibit B; Supplementary Information;

C-"

*7
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and Notes to Financial Statements (2), (16), and!i (19)).

(iii) Railroad's 1976 annual report to stockholders
(App. 3, Consolidated Statements of Operations; Notes 'to
Financial Statements (2); Description of the Business;
Jnformation By Lines of Business; Financial Review and
Analysis; and Review of Operations).

(iv) Railroad's annual report on Form 12-K to the SEC
(App. 4, Attachment Form R-l, Page 15).

Reports (i), (ii), and (iii) disclose the amounts of timberland

sold and the income froml such sales segregated from and combined with inco'e

applicable to sales of timber-And land other than timberland, and contain

appropriate comilents as to the --l i onship of timberland sales to, and their

foreseeable impact on, cash flow, revenues, and earnings.

The aforesaid reports also contain information concerning land

ITT and timber pretax earnings and revenues, acres of timberland owned, timber

and real estate operations, their cash generation potential, and the outlook

,for ajor sales of timber, timberland, and industrial sites.

N In addition to the foregoing information contained in the 1976 annuai

reports of CMC and the Railroad to stockholders and SEC, the quarterly reports

of CMC to stockholders and SEC, copies attached, (Apps. 5 and 6) disclose the

current timberland sales, industrial land sales, tiber-cutting sales, and

land and timber earninqs.

The Managements of CIC and Railroad propose to continue to report

infoymation s/iilar to that described above in future annual and quarterly

reports to stockholders and the SEC.



SPECIAL COMMITTEE RECOMMENDATION NO. 2 - MAINTENANCE

Specifically with regard to maintenance activities,
while dollar quantification of "deferred maintenance"
may be impractical unless uniform standards for all
railroads are established, that future annual reports
to stockholders and the SEC be made more informative
by including: (a) appropriate coninents as to mainten-
ance expenditures, the relationship thereof to current
cash flow, and the foreseeable impact, if material,
on the Railroad's operations and earnings; and (b) perti-
nent statistical data (for current years as compared
with prior years) bearing on maintenance activities,
such as numbers of ties replaced, miles of track rebuilt,
trackage subject to slow orders, derailment and accident
experience, etc.

Attention is directed to the material underscored or outlined in

red in the attached 1976 annual reports of CMC and the Railroad to stockholders

and SEC as follows:

(i) Ci'1C's 1976 annual report Lo stockholders 'App. 1, Panes
6, 9, 10, 16, 21, 22, 26 and 27).

(ii) CMC's 1976 annual 10-K report to SEC (App. 2, Items 1 and 2;
and Notes to Financial Statements (1), (2), (13)

cll ,and (15), and (19)).

(iii) Railroad's 1976 annual report to stockholders (App. 3,
Notes to Consolidated Financial Statements (1

- .(2), (13), and (18); Financial Review and Analysis;
V 

' and Review of Operations),

(iv) Railroad's 1976 annual 12-, report to SEC (App. 4, Attachent

Fonrn R-l, Pages 14,k 15, 15P, 74-77, and 116-119).

Included in one or more of the forenoing reports are conents

concerning maintenance expenditures, sources of cash for rehabilitation of

lines, and the impact of such rehabilitation on reducing maintenance deferrals

and improving transportation service.

Also included are pertinent statistical data for current and prior

years bearing on maintenance activities, shovNinr (1) suns spent on roaday
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maintenance by the Railroad with a breakdown for labor, ties, ballast,

and rail, (2) number of crossties installed, and (3) miles of rail laid.

(Additional details are contained in Form R-I attached to the Railroad's

annual 12-K report to SEC.) A comparison also is made of trackage operated

under slow orders at year-end 1976 with a year earlier.

Particular stress is made in all four annual reports on the

efforts of the Railroad to obtain federal financial assistance under the

4-R Act for rehabilitation of main line between Milwaukee and Minneapolis-

St. Paul, purchase of track maintenance equipment, ovwrhauling and upgrading

of locomotives, and the repair-Iof freight cars.

In the second quarter 1 ..77 report to CMC stockholders (App. 5),

they were advised that the Railroad had entered into a financing agreement

whereby the federal government is providing financial assistance of 59.3 million

for an initial rehabilitation program for the Milwaukee-Minneapolis-St. Paul

line. The possible impact of such program and future programs on CMC's financial

statements and on Railroad's Available Net Income is pointed out to the stock-

holders. Also disclosed by the report is the current study by CMC of a change

in its accounting practice for railroad track structures from retirement/better-

ment to conventional depreciation accounting, and the effect it would have on

the treatment of rehabilitation expenses in reports to stockholders. Further

discussion of the differences between these methods of accounting are found

in the 1976 annual reports of CMC and Railroad to stockholders (Apps. 1 and 3),

in CMC's 1976 annual report to the SEC (App. 2), and in CMC's quarterly reports

to SEC (App. 6).

SPECIAL COMMITTEE RECOMMENDATION NO. 3 - KENT

Specifically with regard to the Kent transaction,
that, until the status of the cash proceeds of the sale



is further clarified,
and to the SEC contai
thereto as outside co
appropriate.

auditors:

N

The following disclosure was approved by outside counsel and

The complaint referred to in the two preceding
paragraphs includes an allegation that Railroad's
accounting for a 1969 sale to another railroad of a
one-half interest in an automobile marshaling yard
was improper, and that Railroad has a contingent
obligation to deposit the S1.5 million proceeds of
the sale with the Trustee of its First Mortgage.
House counsel has advised that in his opinion
Railroad does not have such an obliqation. If the
deposit was made, the funds could be drawn down and
restored to Railroad's general cash as subsequent
property additions.'or betterments are made.

and appears outlined in yellow in CU,'s 1976 annual report to stockholders

(App. 1, Page 27); CMC's 1976 annual 10-K report to SEC (App. 3, Note 13 to

Financial Statements); Railroad's 1976 annual 12-K report to stockholders (App.

3, Note 13 to Consolidated Financial Statements); and Railroad's 1976 12-K

report to SEC (App. 4, Form R-l, Page 13).

SPECIAL COMiMITTEE RECOMMENDATION MO. 4 - OFFICER'S TRUST ACCOUNT

Specifically with regard to the Officer's Trust
Account (the "Fund"), that the purpose, structure
and operations of the Fund be promptly reviewed and
reconstituted to ensure full compliance with appli-
cable federal and state lav's, and that such recon-
stituted Fund be implemented only after approval by
the Board of Directors; further, that the reconstituted
Fund be audited by the accounting fiinri regularly audit-
ing the corporate accounts and, to the extent that such
firm is not satisfied with the operations of the Fund,
that its recomendations be reported to the Audit
Cormittee of the Board of Directors.

The purpose, structure and operations of the Fund have been reviewed.

It is proposed that the Fund be reconstituted by the drafting of a new Trust

Agreement and By-Laws which ensure full compliance with applicable federal

0-

future reports to stockholders
n such disclosures with regard
unsel and auditors may deeim

- l
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and state laws. The new Trust Agreement as proposed would differ from the

present one by requiring that:

1. Three trustees, one of whom shall be an attorney,

administer the Fund strictly in compliance with federal and state laws.

2. Any expenditures from the Fund must be approved in advance

by at least two of the Trustees.

3. All disbursements shall be by checks drawn on the Fund,

signed only by the treasurer or assistant treasurer of the Fund, and counter-

signed by a Trustee. Contributions shall be by checks so drawn and made pay-

able to the candidate or organization receiving the contribution.

4. Trustees shall be elected by the contributors to the Fund

annually. A vacancy may be filled by appointment by the other two Trustees

until a new election is held.

5. Reports shall be made to all contributors of amounts received

by and disbursed from the Fund not less than semi-annually.

6. The Fund shall be audited by the accounting firm which regula

audits the Railroad's corporate accounts, and said firm shall be authorized b

the Trust Agreement, in the event the firm is not satisfied with the operatio

of the Fund, to report its recommendations to the Audit Committee of the Rail

road's Board of Directors.

Copies of a proposed Trust Agreement and By-Laws for the recon-

stituted Fund iill be submitted for the approval of the Boards of CMC and

Railroad at an early monthly meeting.

SPECIAL COMMITTEE RECOMMENDATION NO. 5 - ACTIVITIES CONTRARY
TO CORPORATE POLICY, LAW AND GENERALLY ACCEPTED BUSINESS
AND PROFESSIONAL PRACTICE: ACCESS OF OFFICERS TO AUDIT
COMMITTEE

That management be directed to develop methods
to insure that personnel will report, through appro-

C

N rly

Y

n
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priate channels, any activities which they feel are
contrary to corporate policy, law or generally-
accepted business or professional practice, and
the Board of Directors be advised by management
of the methods proposed; further, that officers
be given free access to the Audit Committee of
the Board of Directors to discuss with such
Committee any problems arising in their respec-
tive areas which have not been resolved within
normal administrative channels.

lanagement proposes that a statement be prepared stating that

the corporate policy of CMC and the Railroad is to conduct their business

strictly in accordance with federal and state laws and generally accepted

business and professional practices; that all non-union supervisory personnel

of CMC and the Railroad be given a copy of such declaration, together with

written instructions to report to their supervising officer any activity which

they feel is contrary to such policy. All such personnel shall be further

instructed that if their supervising officer is involved in the activity or

if their report does not receive proper attention, they shall make their

report in writing to the appropriate Vice President of CMC or Railroad desig-

nated in the instructions or to the President of CHiC or Railroad.

Management also proposes to issue a statement to all non-union

supervisory personnel on Ethics and Responsibilities for their future guidance.

This statement is being prepared with the assistance of outside counsel and

will be submitted at an early Board meeting of CMC and Railroad.

For purposes of appropriate liaison between the Railroad's Corporate

Audit Section and the Audit Committees of the Boards of CMC and the Railroad

on matters of business procedure, legality, and ethics, the Chief Executive

Officer wrote a letter on September 7, 1977 to members of the Audit Committees

of CMC and the Railroad, advising that he was asking the Director - Corporate

Audit Section of the Railroad to arrange for regular meetings with the members

of the Committees. A copy of that letter, together with attachments, is
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attached hereto as Appendix 7.

It should be noted here that the non-rail acquired companies of

CMC do not have internal audit sections of their own because of personnel

limitations due to the relatively snall size of each. Each is audited, however,

by CMC's outside auditors, Peat, Marwick, Mitchell & Co., and the results of

such audits are covered by Peat Marwick in sessions with the Audit Coniittees

of the CMC and the Railroad Boards. In addition, each of the respective

Boards of Directors of the non-rail acquired companies meet several times through-

out the year. Officers of CrC and the Railroad represent the majority on such

Boards and actively participate in such meetings.

Further, on April 5, 1976, Robert E. Dunlap was hired as Group

Controller of the acquired companies and works closely on monitoring and

counseling with them on financial, accounting, and internal control matters.

He reports directly to Mr. R. V. Nugent, Jr., Vice President-Finance and

Administration of CMC and Vice President - Finance of the Railroad. The

services of the Railroad's Corporate Audit Section can be used for special

inquiry into matters at any of the acquired companies if CMC's management deems

it advisable or necessary. Mr. Michael D. Sullivan, General Attorney for CMC,

is actively involved in legal matters pertaining to the non-rail acquired

companies.

All elected officers of C14C and the Railroad have been informied

by the Chief Executive Officer that they have free access to the Audit Committee

of the Board of Directors of each company to discuss with such Coitmiittee any

problems arising in their respective areas which have not been resolved witIlin

normal administrative channels.
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'COMMENDATION NO. 6 - PROCEDURES TO
CE WITH FEDERAL SECURITIES LAWS,

C.7

Cr

That management be directed to strengthen procedures
to insure compliance w.iith the federal securities laws,
and the Board of Directors be advised of the action taken.
For example, such procedures should recognize that basic
disclosure documents, including annual reports to stock-holders and annual reports to the SEC, ought to be pre-
pared or reviewed by persons who are sufficiently familiar
with the facts to insure accuracy and should also be
reviewed and approved in advance by the Board of Directors;
and review of such documents by outside counsel for compli-
ance with the requirements of securities laws might be
appropriate.

Disclosure documents, including annual reports to stockholders and

SEC, quarterly reports to stockholders and SEC, and Current 8-K reports 'to

SEC are prepared by or in colleDor'on with the Vice President-Accounting,

Vice President-Finance, Vice PresidenL-Law, and General Attorney and Corporate

Counsel of the Railroad, and are reviewed by the, i and the Chairman, President,

Director of Corporate Conmunications and outside counsel for accuracy and

compliance with the requirements of securities laws. Financial statements

and notes thereto in the annual reports of CMC and Railroad to stockholders

and SEC are reviewed by outside auditors before presentation to stockholders

or SEC,

Deadlines for mailing or filing annual reports and the time

required for gathering information, obtaining approval by outside counsel

and auditors, and printing, do not in all ins-tances permit submission in final

form for approval by the Board.

For example, in 1977, Board meetings were held on March 21 and

April 18. Preparation and revie, by officers of CMC and clearance by outside

counsel and auditors of CMC's 1976 annual 10-K report to SEC could not be



completed until March 29. A copy was mailed to each director on that date

and the report was filed on its due date, March 30.

A preliminary draft of the Railroad's 1976 annual report to

stockholders was circulated to the Boards at the March meeting.

Due to various circumstances, includinq the delay by the auditors

in deciding on the final wording of the Accountant's Report and pending nego-

tiations with the Federal Railroad Administration over the terms of preference

share financing and the requisite charter amendments to authorize issuance of

the preference shares, CMC's 1976 annual report to stockholders remained in

process of revision and completion until iminediately prior to mailing on

April 14 to stockholder and Directors. The Chairman's letter, which is

a part of the report, was mailed, however, to the Directors of CC on IHarch 31

for their review.

Future reports, to the extent they can be completed in draft

form, will be sent to Board members for their review and comment prior

to mailing or filing.

SPECIAL COMMITTEE RECOMMENDATION NO. 7 - CANDOR IN
COMMUNICATION BY MANAGEMENT WITH BOARD OF TRUSTEES,

OUTSIDE AUDITORS AND COUNSEL

advised the

That the need for complete candor in communi-
cations between management and the Board of Directors,
and between management and outside auditors and
counsel in respect of matters within the scope of
their respective responsibilities, be emphasized and
insisted upon.

The Chief Executive Officer has personally conferred with and

members of management of CMC and the Railroad that in their comviuni-

-15-
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nications with Board members, and outside auditors and counsel, nothing

less 'than coiimpietc candor ti 11 be tolecrated.

SPECIAL COH1N1TTEE RECOMMAENDATION NO. 8 - PROCEDURES
TO iM-1PLEMENT SHORT-COMN GS OF MANAGEMENT

That the Chief Executive Officer be directed to
develop and implement procedures designed to over-
come the management short-comings identified in this

repot, nd-o report to the respective Boards of: ~~~~report, and 1o reott h epetv orso

Directors the procedures which he plans to implement.
In particular, he should consider w-hether the Corpora-
tions' legal and accountina staffs are in need of
strenntheninq, either throu h reorganization, personnel
changes or otherwise.

The management shol.t-cominqs identified in the Special Comiittee's

Report with respect to the fivc sutl 'cts investigated by the Committee, and

the procedures which have been developed and implemented or which are proposed

to be implemented to overcome them are as follows:

I. Sales of Timberland

C-
Management Short-Comings Identified in Report:

The Coimiittee believes that the annual reports to
stockholders starting with the report for 1971 were less
than fully informative in not disclosing sales of timber-
land and, perhaps more significantly, the underlying
reasons therefor. By not making clear that a substantial
amount of income w'as attributable to sales of an income-
producing asset (i.e., the underlying timberland), and
that such sales were initiated because of the precarious
cash flow situatinn of the Railroad, the reports did not
oive as clear a picture as seems appropriate, at least
from hindsight, as to the financial condition and results
of operations of the corporations, and may have tended to
inflate expectations av. to future timber-cutting income.
The textual treatment in the !974 annual report is
particularly subject to criticism for its failure to
make any mention of tirberland sales. (Report 18-19)
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Procedures Adopted or Proposed to Overcome Short-Comings:

As indicated in connection with Special Committee Recommendation

No. 1, above, annual reports to the stockholders and SEC (Apps. 1, 2, 3, and

4) now disclose the dollar and acreage amounts of timberland sales for the

current and prior four years. Such sales in 1975 and 1976 were of 10 and 6

acres, respectively, and had no significant impact on present or future income,

and were not initiated because of the cash flow situation of the Railroad.

Stockholders are kept currently infoned of timberland sales in CMC's quarterly

report to stockholders and SEC (Apps. 5 and 6). Disclosure of the anticipated

effect of past sales on timber-cutting income is made in the 1976 annual stock-

holders reports of CMC and Rai-lkoad (Apps. I and 3). Similar disclosures

will be made in future annual and quarterly reports to stockholders as may be

required to make them fully informative.

2. Rescission of 1971 Milwaukee Land Company Dividend

11anagement Short-Comings Identified in Report:

cc

The Special Committee found that the following accounting and

corporate procedures followed in the rescission of the 1971 Land Company dividend,

i.e.:

(a) Agreement of rescission between Railroad and Land Company
was entered into in February, 1972, but was dated December 31,
1971. (Report 24)

(b) Consent resolutions of the directors of the Land Company
relating to the rescission were likewise dated December 31,
1971. (Report 24)

(c) On February 17, 1972, at a meeting of the Railroad's Board
of Directors, resolutions were adopted ratifying the action
of the officers in rescinding the dividend; the resolutions
recited that the rescission agreement had been entered into
on December 31, 1971. (Report 24)



(d) On February 29, 1972, in connection with the 1971 year-end
audit, a certificate from the Railroad's corporate secretary
klwas delivered to the Railroad's outside auditors listing all
of the directors' minutes and consent actions taken for
the Railroad, the Land Company and other affiliates from
January 1 , 1971 to the date of thei certificate. With
respect to the December 14, 1971 Land Company directors'
consent action declaring the $4 mil 1lion dividend, the
entry had been typed on the Certificate but was crossed out
prior to its being delivered to the outside auditors. 1o
reference to the December 31, 1971 Land Company directors'
consent action rescinding the dividend or to the February 17,
Railroad directors' meetini was contained in the certificate.
The outside auditors did not see any of those minutes and
consents in connection with their 1971 audit and were not
then aware of the declaration or rescission of the dividend.
(Report 24, 25)

(e) Payment of the dividend was literally eliminated from the
accounting records of the Railroad and Land Company by

.0erasing entri..s in their general ledgers, adding new entries
to reflect a loan (rather than a dividend) from the Land
Company to the Rai ,oad, and replacing journal entry sheets
evidencing the dividend with new. ones that made no mention
of the dividend. (Report 23)

involved departures from good business and professional practice; not only

were they irregular and unsound procedures, but they suggest a lack of adequate

managerial attention to administrative procedures and details.

Procedures Adop)ted or Proposed to Overcome Short-Comincis;

Directors of the Land Company, the executive, financial , accounting

and legal officers of the Railroad and Land Company, and the Railroad's

corporate secretary have been fully apprised of the views of the Special

Coi,,mittee. They have also been directed, in the event a comparable situation

should ever arise in the future, that reversinq entries shall be used in the

accounting records, that corporate documents shall be contemporaneously dated

and recite that the action therein is to be effective as of the appropriate

earlier date, and that attenti'on of the Boardr,, outside counsel and auditors
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shall be specifically directed to all such transactions and the accounting

and corporate procedures followed.

3. Deferred iaintenance of RoadwayL

Manaoement Short-Cominjs Identified in Report:

In February of 1975, the Railroad petitioned the
ICC for relief from the provision in Ex Parte No. 305
requiring utilization of a part of the rate increase
to reduce deferred maintenance. The petition indicated

that the Railroad's financial condition was such that it
needed the funds being generated by the rate increases
for general operating purposes 'in order to avoid cur-
tailment of transportation service.' The petition
indicated that since the end of 1973 there had been an
,acute erosion' of.'the Railroad's cash position to a
point where the Railroad had less than $5 million of
cash at the end of 197' The petition noted that the
Railroad required approximately $32 million each month
for its operating expenses, of which about $15 million
represented the Railroad's monthly payroll obligations.
The 1974 report to stockholders made no mention of the

Cforegoing facts. (Report 29)

1%r The Committee did not find that the Railroad's
or CMC's treatment of the subject of maintenance in its
reports and financial statements was abnormal as compared
with other railroads. Dollar amounts of expenditures
for maintenance were regularly shown. There might have
been, and perhaps ideally there should have been, more
revealing statistical data and textual discussion, as
distinguished from dollar quantification, as to maintenance
practices and their sinnificance. (Report 31)

Procedures Adopted or Proposed to Overcome Short-Comlins:

In the 1975 and 1976 annual reports of CMC and Railroad to stock-

holders and the SEC, disclosure was made that the Railroad obtained permission

from the ICC to use funds generated by the Ex Parte 305 rate increase for

general operating purposes due to its financial condition, the amount of

funds so released, the date the permission expires, and the conditions imposed

by the ICC. (See attached CMC 1976 annual report to stockholders App. 1, page 26'
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CMC's annual 10-K report to SEC (App. 2, Note 13 to Financial Statements);

Railroad's 1976 annual report to stockholders (App. 3, Note 13 to Consolidated

Financial Statements); and Railroad's 1976 annual 12-K report to SEC (App. 4,

Form R-l attachment, Pane 158).

As stated in connection with Special Committee Reconviendation

No. 2 (Pages 8-9 above), the annual reports of CMC and Railroad to stockholders

and SEC contain extensive statistical data and coinmients concerning the

Railroad's maintenance practices and their significance.

The Special Comnittee notes that the Report cannot appropriately

establish maintenance disclosure practices for the Railroad which are incon-

sistent with those of other railroads, or establish disclosure practices for

the entire industry. The Comittec -oncludes they should instead be set forth

in regulations of universal application and based upon common standards for

calculating deferred maintenance. (Report 32-33).

Rulemaking proceedings have been recently instituted by both

the SEC and ICC looking toward such regulations and standards. (SEC Releases

No. 33-5824 and 34-13479, and ICC Docket No. 36557).

4. Sale of Kent Propertv

Manaoement Short-Comings Identified in Report:

As is customarily done when the Railroad is conveying
property free of encumbrances, the Railroad's directors, at
a meeting held on November 20, 1969, adopted resolutions
reciting that the property was to be conveyed to the Union
Pacific free from the liens of the mortgages, and directing
the officers of the Railroad to obtain releases from such
lines. P 7

The necessary docui.nentation to ohtain such releases
was prepared by the Railroad's legal department and forwarded
to Mr. Kratochwill for execution, but no application was ever
made to the mortgage trustees for release of the property
and no part of the proceeds of the sale was ever deposited
with the mortgage trustees. "
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of the sale with the mortgage trustee. The stockholders., therefore, are

being presently informed of the contingency. It is intended that similar

disclosure will be m, ade in subsequent annual reports until the matter is

resolved.

5. Milwaukee Road Officers Trust Account

Management Short-Comings Identified in Report:

Twenty-five Railroad officers received $25.00 a
117 month and at the same time agreed to contribute to the

fund, generally atthe rate of S15.00 per month...The
reimbursement program was not brought to the attention

WwO of the Railroad's Biard of Directors. (Report 43-44)

*. the Conmittee seriously questions the 1965
reimbursement program from the viewpoint of sound

rcorporate practice and particularly does not condone
management's adoption of such a program withouL seeking
Board authorization. (Report 44-45)

Apart from the SEC's allegations, the Committee
c found that the Fund has been administered loosely and

without full compliance with the Declaration of Trust.
... He (Trustee) has received suggestions from lobbyists
and, on occasion, from officers of the Railroad. Some

N contributions have been made in cash to lobbyists for
payment to candidates, or directly to the candidates
themselves. On at least two occasions, the trustee
apparently pernnitted a then executive officer of the
Railroad to use the Fund's cash to make political con-
tributions in the name of the officer. (Report 45)

Procedures Adopted or Proposed to Overcome Short-Coiings:

It is proposed that the Officers Trust Account ("Fund"), be

reconstituted in accordance with the Special Comittee Reconnendation No. 4,

(Pages 10-11 above), and in the absence of objection from the Boards of CMC

or Railroad, the reconstituted Fund be implemented.

As the Fund is proposed to be reconstituted and implemented,
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If the funds were legally required to be deposited
with the mortgage trustees in order to carry out the
transaction with the Union Pacific, they should not have
been used for ordinary operating purposes. If the con-
clusion was reached that no deposit was then required,
at least the Board of Directors should have been advised
of manageent's position and asked to reconsider its prior
action. (Report 40-41)

W~hat was missing, perhaps, was anote to the financial
statements explaining that approximately $1.5 million of
restricted cash was being used as if it were free cash,
a disclosure which would have emphasized the precarious
cash position of the Railroad. (Renort 41)

Procedures Adopted or Proposed to Overcomne Short-Cominqs:

A resolution amending the resolution enacted on November 20, 1969,

was presented to and approved Lj t_ Railroad Board on March 21, 1977, elimina-

ting the recital that the property is to be sold free of liens and directing

the officers of the Railroad to obtain a release of mortgage liens if so required

by law and if so requested by Union Pacific. The Union Pacific is now requestin'

only that the Railroad obtain from its mortqage trustees a consent to the

cc., grant of an easement in the property for use as a teriiinal and line of railroad.

N The Railroad has requested such consent from its mortgage trustees, and the

matter is under their consideration.

The Executive, Accounting, Financial and Legal Officers of Railroad

have been fully apprised of the Special Committee's views and are instructed

that they shall act in strict accordance therewi th.

As stated with respect to Special Committee Recommendation No. 3

(Pages 9-10 above), a note to the financial statements is contained in each

of the CMC and Railroad's 1976 annual reports to stockholders and the SEC (App. I.

2, 3, and 4) approved by outside counsel and auditors, advising that the SEC's co:

plaint alleges that the Railroad has a contingent obligation to deposit the proce(.
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three Trustees would have sole discretion with respect to whom contributions

are made and all contributions must be made by check payable to the

person or organization receiving the contribution.
If the loards object to the implementation of the reconstituted

Fund 3 it is proposed that the Fund he terminated in accordance with its terns.

STRENGTHENING OF LEGAL AND ACCOUNTING STAFFS

The workload of the Executive, Law, Finance and Accounting Departments

has taken on new dimensions in the last few years, due to special problems

encountered by CflC and the Railroad. Outside counsel has been engaged allhost

without exception to handle new or novel or particularly sensitive matters

lying outside of traditional railrc:-1 leqal affairs, and to review and counsel

with management of CC and the Railroad in the preparation of reports to stock-

holders and the SEC, bondholder litigation, the SEC investigation, securities
CC7 transactions, and non-rail acquisition matters.

With respect to the suggestion in Special Committee Recomnendation

CC No. 8 that the Chief Executive Officer consider whether the corporations'

legal and accounting staffs are in need of strenqthenina, additions and changes

in personnel and assignments for such purpose have been effected since the

beginning of the period embraced in the Conmittee and SEC's investigations.

On February 1, 1974, Michael D. Sullivan, a lawyer with corporate

law experience, was appointed as General Attorney of 0MC and tile Railroad. On

May 1, 1975, he was appointed General Attorney and Corporate Counsel for the

Railroad, succeeding Mr. R. W. Spangenberq, General Solicitor, who retired.

Mr. Sullivan drafts resolutions for the Boards of CMC and Railroad;

advises, together with the Vice President-Law and outside counsel, the Hanage-

ment concerning corporate and securities matters; and participates actively in
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the preparation and review of reports by CMC and Railroad to stockholders

and the SEC. Since his appointment by CMC and the Railroad, he has completed

an evening law school course on securities regulations and he attends meetings

and continuing legal education courses on corporate and securities problems

as opportunities arise.

As is customary with railroads of the size of the Milwaukee Road,

Chicago Mlilwaukee Corporation's railroad subsidiary has a Law Department set

up to handle the very large volume of matters usually and customarily presented

to railroads. There are ten lawyers presently employed in the Chicago head-

quarters office with several others located throughout the rest of the system.

The Law Department is organizee alc,- lines best calculated to give prompt

and experienced attention to the wide variety of legal matters custoiaarily

involving railroads. The personnel of the department is well thought of in

the industry and has a reputation for professional ability and high ethical

standards. Several lawyers in the Department keep abreast of developments in

Scorporate and securities law and provide assistance, as required, in such areas.

t I".Mr. Richard V. Nugent, Jr. was appointed Assistant to the Chairman

of the Board of both CMC and the Railroad on '1arch 27, 1973. Mr. Nugent has

had extensive experience in the areas of accounting, auditing, acquisitions,

taxes and finance. His work with numerous industries has included substantial

exposure to the financial, real estate and railroad industries.

On July 19, 1976, Mr. Niuqent was elected Vice President-Finance

and Administration of CMC and Vice President-Finance of the Railroad on May 10,

1977.

Mr. Nugent is actively involved in corporate finance and securities

matters of both CMC and the Railroad and participates actively in the preparation
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and review of their reports to stockholders and the SEC.

Also as previously noted, Mr. Robert E. Dunlap joined CMC as

Group Controller on April 5, 1976. His qualifications include CPA certification

and experience with a firm of Certified Public Accountants and as controller

or accountant with several major companies.

Effective February 1, 1976, the Internal Auditing Section of

the Railroad was reassigned as the Corporate Audit Section of the Executive

Department. A copy of the announcement thereof by the President of the Railroad,

dated January 26, 1976, outlining its responsibilities and functions is included

in Appendix 7. They include: "

(1) Reviewing and .ip)" "sing the soundness, adequacy
and application of accounting, financial and
administrative controls;

(2) Ascertaining the extent of compliance with established
policies, plans, procedures and regulations;

(3) Ascertaining the extent to which assets are accounted
for and safeguarded;

(4) Ascertaining the reliability of data provided for
management infom ation; and

(5) Recommending improvements.

The foregoing additions to personnel, changes in assignments, and

reorganizations have significantly strengthened the executive, legal and

accounting staffs and have had a strongly positive effect on the overall opera-

tions of CMC and the Railroad.

Yours very truly,

I I

C,

C-:

r'.
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Vincent J. Convery, Jr., Esq.
Federal Election Commission
1325 K Street NW
Washington, D.C. 20463

Re: Our letter of August 18

Dear Mr. Convery:

This is to memorialize the conclusions reached in our
telephone conversation this morning concerning the Commis-
sion's letter of August 16, 1977.

As to point No. 1, I indicated that our present
information was that there had been no bylaws adopted by
Milwaukee Road Officers' Trust Fund since its founding in
1965. We are researching the matter further and will advise
you if there are any changes in this.

As to point No. 2, there were significant revisions to
the executive salary system since 1965. These are now being
assembled and will be forwarded shortly.

As to point No. 3, you indicated a willingness, at
lease tentatively, to commence the time frame in 1965.
You further indicated that the only kind of fund which is
of interest to you was a political action fund. I indicated
that we are not aware that any fund existed other than the
fund in question in this proceeding. You further indicated
that you are not interested in funds such as sinking fund or
real estate transfer funds.

As to point No. 4, you indicated that for the present
you would be satisfied with the abbreviated report which
went to the stockholders. A copy of that report is enclosed.

As to point No. 5, some time ago and prior to Mr.
Oldaker's letter of August 16, Mr. Quinn had been scheduled
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to report to the September 19 Board meeting on a variety
of topics including the Officers' Trust Fund. Under these
conditions, I requested an extension of time within which
to reply to and including September 27. You agreed to this
time extension.

Thank you.

Very truly yours,

Lawrence J. Hayes

LJH :msd
Enclosures



REPORT TO STOCKHtOLDERS

This report is being sent to stockholders of the Chicago Milwaukee Corporation (herein-after referred to as "('MC") and of the ('hicago, Milw:ukee, St. iaul and Pacific Railroad

('onpany (hereinafter referred to as the "Railroad") pursuant to a (Consent and Undertak-
ing entered into on June 29. 1976. by the two corporations in connection with the settlement
of a lawsuit filed that day lby the Securities and Exchange ('omnission (hereinafter referred
to as the "SE('") against the two cororat ion, and four individuals.

The SV("s ('oniplaint allegevd that ('!CM. the Railroad. and Messrs. Villiam .J. Quinn (Presi-
dent of the Railroad from 195 to October, 1966. Chairman and Chief lExecutive Officer of
('MC and the Railroad since March, 1970. and a director of both corporations during such
periods) , Wrthington I.. Smith ( President of the Railroad since .1uly, 1972. and a director of
C'!IC and the Rail ro, ) , R.i('harl IF. Kratot hwill ( \'ic-I'-'re I ilent-l.'i nanec of the Railroad and
Treasurer of ('M('I and Curtiss E. Crippen ( President of the Rtailroad from 1966 to July. 1972
and presently at director of the Railroad) violated disclosure and antifraud provisions of the
federal securities laws-in connection with the following five matt(rs:*

1. Failure to disclose the sale oft approxinately :2' (f the tinilerland (owned by the
M ilwaukee I.and ('ompany, a subsidiary of the Railroad (hereinlafter referred to as the
"l.anId (Com pa ny"' . during the period 19fS-1I74. the pourpo- e of which was to raise cash
to coatifnw, the operations of the Railroa:td and prevent its insolvency.

2. i.' i lure to disclose an alleged falsification of accounting and corporate records of
thet IRailroad and the Land Company, allegedly undertaken to conceal the payment of a $4
milion dividend by the Land ('ompany to the 'ailroad in I ,,cenber of 1971. and its sub-
sequent rescission in early 1972, in order to "avoid the LiiiIroud's obligation to pay any
contingent interest to its bondholders- with respect to 1971.

2. F'ailunr to, discl,,se the existence of ",,iibstart al mtntunts o)f deterred maintenance
of r ad way- theirig experiten,(tI by the Railnrad" a s the restilt of a lack of available funds
for such expendit ires, with the effect that the Railroad's reported earnings have been en-
hanced and its ability to operate has been "detrimentally affected."

4. Failure to disclose a "material contingent liability" of approximately $1.5 million
resulting from the sale ill 1969 by the Rlailroad of a 50' " interes t in an automobile mar-
shalling facility in Kent. Washington. and the utilization of "imirper" accounting in con-

nection therewith.

5. Failure to disclo.,e the existence, purpo e and metho iiot ti fl icing of the Milwaukee
Road ( )licers' Trust Account. contrilutions to which by lailroiol emplyees were allegedly
tinanced by the Railroadl and used to mnake payments to candldatt, ft r political oflice and
for other political pu rltoses.

The settlement of the lawsuit did not involve ad l udication of the ibsys r:n sod by the SEC's
Complaint, although the defendants. without admitting: or deny in th, a w llg iat ins of the Com-
plaint, consented to the entry of a permanent injunction prohibiting future violations by them
of the federal securities laws.

The Conslent and ' n(lcrtaki n g required that a coninmittee of indptrient members of
C( C"s ftoard of Il)irecti, is (ht reina fter referred to as the "Co' mitt ,e,) invest i gate the factual
matters retfrre(l to in the SF[l's o pilaint atid submi ,tI rep I't II Iit1u,1r to the directors of
both corporations setting forth the finidings of the ('ommittee's investigation and its opinions

SAlthough the ('il tia int namesl four individtuals i but no, othir idirectol's, T lticers), not all of
them were involvcd in eaich of the five m Ftters. For exampo'. 'Mr. W-thi ngton I.. Smith was
not involved in those matters which arose prior to his assoc iton with the Railroad in July,
1972. Similarly. Mr. William J. Quinn wvas not involved in any matter occurring during his
approximately four-year absence from the Railroad ( 1966-1970).



and reconmilendationis regarding new control,; and new procedures deemed a(dvisable which are
reasonably caluhtlated to prevent the recurrence of the matters set forth in the Complaint, and
-iy ap ro)riate action to be taken by CMC or the Railroad such as the institution of litigation
on behalf of either corporation. This report is a summary of the Committee's report to the
di rectors.

Set forth ill Sections I through V below are summaries of the Committee's factual findings

and analysis relting to each of the five areas referred to in the Complaint. The (Committee's
general coiclusions anid specific recommendations are set forth in Section VI.

I. Sales of 'iinllerland

'Fhe Land Company is a 100 1-owned subsidiary of the Railroad. For at least two decades
prior to 1968. tile Land ( ompany's primary business was the sale of timber growing on prop-
erties in Washington and Montana.

Beginning inl 1968, Land Company officials were instructed by Railroad officers to sell
timbewrland iai distinrguished from timber) in order to raise kcash for tile Railroad which was
inl serious f'lnalici al difficulty during 11t1uch of the time that such salcs were effected. The follow-
ing table sets forth for the meven years indicated the Land ('ompany's income attributable to
sales of timber and timberland

¢ , Z, n thiousa nds )

1*%)?;'rr Timberland

............. .... ......... 2 .7 12 $ 8 18

1969 .... .......................... ...... ... 2. 1)7 4,471
19701 ........................................... 1.67.1 51

1971 .. ..... . :;.196 2,062

1972 . ....... ........ 2.772 4.137
197:1 .................... . .I27 4,30 1

1974 ... ........ . . .. . .1.2 10 3,6 18

Total .... $22.346* $20.444"*

The Land ',,mpany's holdings of timberland were redticed by approximately 36 f roi
23,5,000 to I.' acres ) durinIg the seven years. The a mount of timberland sold (or attenmpted
to he soId) wa, cl,,sely tied to tile cash needs of the Railroad. Without the sale of timberland,
it is doubt ful whet her the Railroad would have had a su tiicient cash flow to remain solvent dur-
r ing at least a pel,'ti ,n of the erio in question.

The 'onirlittee sees no rIason to questiol de tetrmination to sell timberland

from time to tine. The Committee found nothing to suggest thit the timberland was sold at
dlstress pricesz , in other than arn'ms-letngth transactirins. no0ri alnythilng to suggest that the sale
of t r:.lena tin a I versel v affected tillbei-cutti rig inconime d utri i the seven-year lperiod. However,
it dolt's apjill, thlit Sucl i cotne will he rkducCe duringl i a 1-vta l pewiiodl starting about 1985,

at .,;i.'t a al-y is the resiUlt of tile sales of tirnberlanid nadc d ulri g 1968 through 197.4.

Th, onlIy textuil descriptiol of Land Co any activitie. appeaiing in annual reports to

stqocklifcld r4 tfli" the xlerils in qluestion relited to the p u rch; i}: ii id sale of land for industrial

sitcs te I I',int frmt11 uIc stIle's atvragigi about 11;;. 1 ,i yeir luring the sevell-ycsir

period, exc t that the 197-1 t\I( alnnil report ('oritaitied a paragraph which de.tscribed the

tilb.-r-cut tit.' V it , ,s f the land ( n't;anv (witibotut nol it iolili the sales of tirmberlaind).

ail i1flred to tile acquisition, developieit arid sale of 1,rid for industrial sites as the Land

A cpY f the (' u. ittee's rtport to the dirtec' <rs vii it'd with the SE(' as ill exhibit to

(."s turi'rcl lt EL tolt ol Fol'rm s-K f," thu mnnth ,1"I March. 1977. Copies of the (urrent

]1epolt cnll be oblained fron the SL(" upon piymlent oft a rescribed fee.

** The first c,,lumn iin des, and the second colu im excludes, approximately $5.1 million repre-

senting the value of timber standing on timberland sold during the seven years.



Company's "principal" real estate activity. The financial statements in the annual reports,

combined under a single heading ("Gains on Sales of Property and Timber, Net") income from

the sale of timberland and industrial sites with income from timber-cutting contracts.

The ('ommittee believes that the annual reports to stockholders starting with the report

for 1971 were less than fully informative in not disclosing sales of t imblerland and, perhaps

more significantly. the uinderlying reasons therefor. l80" not making clear that a substantial

amount of income was attributable to sales of an incflie-producing asset (i.e., the underlying

timberland). and that such sales were initiated because of the preCariOus cash flow situation

of the Rlailroad, the l'e)ort s did not give as clear a picture as seems appropriate, at least from

hindsight, as to the lil:ancial condition and results of operatlions of the corporations, and may

have tended to inflate expectations as to future timber-cutting income. The textual treatment

in the 1971 annual report is particularly subject to criticism.

11. lescission of Land Company Dividend

'or several years prior to 1971. the Railroad followed a regiular practice of causing the

Land 'ompa ny, its vholly-owned subsidiary. to pay a year-end dividend to the Railroad. A $4

million dividend was decla red on l)ecomber 1.1 and paid on December 29, 1971. The payment of

this dividend (lid not result in the Railroad's having any more cash available than it had im-

mediately before because the proceeds were promptly used to repay a Land Company advance

of an equal amnount. HI owever, the dividend did constitute .1 million of income to the Railroad.

This was signiicant because the R,.ailroad had certain outstanding bondls, payment of the in-

terest on which was contingent on the Railroad's having "Available Net Income" as defined

in the bond indentures (hereinafter referred to as "ANI") for the prior year.*

\When the dividend was declared and paid, nlagnelnent of the lRailroad believed, mis-

takenly, that there would be no ANI for 1971 even after g iving effect to the dividend. However,

income for the nmonth "of l)ecemher significantly exce'ded managents earlier projections

and, as a result, a calculation made on .January 19, 1972 revealed that, giving effect to the

dividend, there wouhld be ANI of slightly more than $:.38 million for 1971 and contingent
interest of this amount w-ould therefore be payable to bondholders.

At this time the Railroad was sorely pressed for cash and, as noted earlier, the Land

Company was selling timberland and advancing or dividending the proceeds to the Railroad

to ease the cash stringency. The senior olicers of the lRailroad discussed the situation and

concluded that payment of some 3.S million in contingent interest w(ould have an intolerable

impact upon the IRailroad's financial and operating position. They concluded that the dividend

action must he reversed to avoid that impact.

The reversal was accomplished by making changes in the corporations' accounting records,

incltidi ng erasing previ,,usly-made entries in the corporations' respective general ledgers, add-

.V new entries in the neral ledgers to reflect a loan rather than a dividend) from the Land

Company to the Railr,'a I, and replacing previously-made journal entry sheets evidencing the

(ividend with new (,',t- that made no mention of the dividend. The changes were made on or

about Januarv 21: a:t thait time the corporations' books of account for 1971 had not yet been

closed.

* At that time the RailroaLd took the position that ANI did not include the undistributed earn-

ings of the L.and (0'oinIanri*y and. accordingly. such earnings were riot included in ANI unless

paid to the H Ina I in the form of dividends. In 1V976;, as part of a 1 proposed settlenient of

three lawsuits, the R6ailroad agreed that effective as of January 1, 1975. it would follow the

principles of equity atconlllting as prescri)edl by a Septeniher. 197-1 or(rl (f the IWC so long

as such order rerinrs substantially in effect. This will require the R1ailroad to include in the

computation of ANI its plroportionate share of the earnings of any company of which 20 .j

or more of the outstanding voting stock is owned by it. regardless of whether the earnings

are distributed. An appeal has been taken from the court order approving- the proposed settle-

ment and, consequently, the terms of the settlement have not yet been implemented.



The Railroad's outside general counsel was asked to determine whether there wax a legal
basis upon which the dividend could be rescinded. In early IFebruary of 1972, counsel advised
that the dividend action could be rescinded by the mutual consent of the Railroad and the Land
('ompany because it had been based upon the mistaken belief that there would be no ANI for
1971 and because the survival of the Railroad "could be in jeopardy should the dividend in
question not be rescinded. ('ounsel recommended that a rescission agreement be entered into
and that the directors of both companies approve the rescission.

A rescission agreement was signed sometime in February of 1972, but was dated Decem-
ber 31, 1971. Consent resolutions of the directors of the Land ('ompany relating to the rescis-
sion were likewise dated 1)ecember 31. 1971. On February 17. 1972, at a meeting of the
Railroad's Board of Directors. resolutions were adopted ratifying the action of the officers in
rescinding the dividend : the resolutions recited that the rescission agreement had been entered
into on )ecember 31. 1971.

On February 29. 1972. in connection with the 1971 year-end audit, a certificate from the
Itailroad's corporate secretaryv was delivered to the Railroad's outside auditors listing all of
the directors' minutes and consent actions for the Railroad, the Land Company and other
atliliates from .lanuarv 1. 1971 to the date of the certificate. Non, of the directors" minutes
and consent action relating to the payment or resci~sion of the dividend were listed in the
certif 'ate. The outside auditors did not see any of those mi nltes and consents in connection
with their 1971 audit and were not then aware of the declaration or rescission of the dividend.

The Committee does not believe that any of the participmnt- can be faulted with respect
to the end result which mhnagemnent desired. Once it was disl.,,,rd that the inter-company
dividend would produce ANI. require the payment of 83.8 millio of contingent interest, and
thus drain the enterprise of sorely needed cash, it was. in the ('nmnittee's judgment, a respon-
sile act of managemen to rescind the dividend if it co lId be d(I,,i, legally..* In(le.d, manage-
ment Tn i.ght have been subject to criticism if it had not exha usted all legal possibilities to
achieve rescission.

The Committee believes that the objective coutld have been a'complished by entirely ac-
ceptable means: using reversing entries in the accounting relcors ;ad using contemporane-
ously-dated corporate documents which recited that the action ,',lected therein was to be
effective "as of" December 31. 1971. The accounting and corpo0rate procedures actually em-
ployed involved departures from good business and professionul practice: not only were they
irregular and unsound procedures, ut they suggest a lack of adequate managerial attention
to administrative procedures and details.

Ill. l)eferred Maintenance of Roadway
In mid-1974. inl a proceeding before the IWC known as Ex P'arte No. :305. .\atio,+wuid?

1rrt,usf,' eof 1)'0 ; 11 Friy' ht ,tc.s aod (/,ar,'rs. 1" '. the ICC(' granted various railroads. in-
Cluding the Rlailroad. a 10; increase in freight rates on co nlition that a portion of the pro-
ceeds would be utilized to reduce each railroad's deferred mhaintenance in order to prevent
further deterioration and improve Service. Ill SeltcnIllh'r of 197.1, the Railroad tiled with
the ('a a rcport which indicated that. on the bInsis of certain stated assumptions, it had
$70,300.000 of deferred roadway maintenance as of June 30. 1974. This was the first time that

* Vhile the IuattCir is not free from d uL1t. it is diftu lt to believ e that any rights of bond-
holders attached irrevocably upon payment of the dividend since there was no legal obligation
on the part of the R~ailroad to cause the dividend to be declared ill the first instance, it was
strictly irter-corn pany. and it was based on a miscalculation discovered prior to the time that
contingent interest would have been Iayable. prior to the closi-z of the books of account, and
prior to the time that ANI was required to be calculated. Further, to the extent that the action
ameliorated the threat of insolvency, it was a move in the interest of the bondholders as well
as the holders of other securities.



the Railroad had ever been required by the ICC to quantify deferred maintenance, or had ever
done so for any purpose.

The amount of deferred maintenance reported to the l((" was not disclosed to either
('NIC's or the Railroad's stockholders, although ('MtCs 1974 report to stockholders did disclose
that the revenues generated by the 10 rate increase were required to be applied to "deferred
maintenance, delayed capital improvements and the offsetting of higher costs of supplies other
than fuel." It is the ( 'ommittee's understanding that aIthough most of the nation's railroads
filed reports with the ICC indicating deferred maintenance in amnounts ranging from zero to
hi udreds of millions of dollars, no railroad informed its stockholders of the dollar amounts so
reported. f)tlicers of the Railroad believe that the amount of deferred maintenance reported
to the ICC would be confusing if disclosed to stockholders because of the rather arbitrary
manner in which the amount was calculated and because of the diiffering standards used by
various railroads in making their calculations, a position apparently shared by the manage-
ments of other railroads.

The Committee found that there is no eniffornly-a ucepted (linition of the term "deferred
maaintenance", nor is there aly I('C regulation settiug forth the nanner in which estimates of
deferred maintenance are to be calculated. Maintenance is a well-established concept that
can be, and regularly is,. expressed in quantitative terms If d(ftrred maintenance measures
anything, it presumably neasures the difference between what was actually expended and

-. someones view as to what should have been, or will have to be, expended under certain as-
isumed circumstances. This is obviously an extremely subje('tie concept. depending on the

application of policy judgnmentg to an infinite varietyv of factual situaitions. No two railroads
are strictly comoparable a1d no two Ilanagements would necessa rily reach the same conclu-
sions as to what "should have been" or "will have to be" spent even as to comparable situations.

The year-to-year level of maintenance expenditures by the lailriad was closely tied to
lminagenlent's decision as to how to best utilize the lZailr(Id's availabl0 cash. There is little

doubt that, as a result of the ailroad's inadequate cash flow. nai nteriMce of roadway was
"deferred" in the sense that less money was spent for roadway maintenance than might have
been the case had additional funds been available. Such cutl)acks were no different in this
regard from the other measures taken by the Railroad in respoiise to declining earnings, such

C," as personnel layoffs and elimination of dividends.

Although the effect of reducing expenditures for maintenance in any year is to produce
larger earnings or smaller deticits for that year thlan if the expenditures had been made, the
Conmittee found no reason to believe that maintenance was deferred in any year for the
specific purpose of enhancing earnings. It is possible, however, that such deferral did result
in increased accident and derailment rates and it may have resulted in the Railroad being in
a less favorable competitive position than would otherwise be the case.

The Conmittee did not find that the Railroad's or ('MC's treatment of the subject of
maintenance in its reports and financial statements was abnormal as compared with other rail-
roads. Dollar anounts of ,xipendittures for maintenance were, regularly shown. There might
have been, and perhaps ideally there should have been, more revealing statistical data and
textual discussion, as distinguished from dollar quantification. as to maintenance practices and
their significance.

The ICC's calculation of the Railroad's deferred m:aintenance, using a different basis than
that used by the Railroad. was about 501"', greater than that reported by the Railroad. In a
report prepared for the Federal Railroad Administration in 1976. the Rai'lroad's deferred
track maintenance at December 31, 1975 was calculated (on yet another basis) to be about
$336 million.
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The following table sets forth for the years indicated the Railroad's total roadway main-
tenance expenditures and certain other data pertaining to the Railroad's maintenance activit ies

19;I I972 1.973 1974 1905

Total roalway
maintenance ($000) ........... $19,517 $57,902 $59,074 $61,012 $59,116

Track labor ($000) .............. 14.911 17.090 18,162 19,989 17,727
Ties ($000) ..................... 3,854 4,389 3,817 4,395 3,393
Ballast ($000) .................... 201 .1.12 892 675 522
Rail ($000) ..................... 1,388 1,565 1.463 (40) 1,193
Number of cross ties

installed (000)
Main track .................. 587 663 535 562 330
Side track ..................... 55 49 54 64 5-

Miles of track laid"
New rail .................... 30 32 25 36 21
Used rail ................... 77 72 67 71 59

* Out of approximately 10.000 miles of trackage within the Railroad's system.

Tlhis matier, unlike others discussed in this re;;ort, is of very wide import because the
disclosure problem is not conlined to the lRi ilroad but. wvith differences of degree, is industry-
wide. The Committee's report is an inappropriate vehicle for the establishment of disclosure
practices by the Railroad which are inconsistent with those of all other railroads, or for the
establishment of disclosure practices for the entire industry. Whatever may be the proper
standards as to future disclosure practices in the so-called deferred maintenance area, the
Committee believes that they should be s-t forth in regulations of universal application and
should be based upon common standards for calculating deferred maintenance.

IV. Sale of Kent Property
In !969. the Union Paci ic Railroad purchased from the Railroad an undivided onii -half

Interest in an automobile marshalling facility at Kent. Washington. paying the Railroad ap-
proximately S 1.5 million for its interest. At the time of sale the marshalling facility was
regarded as being subject to the liens of the mortgages securing certain of the Railroad's
outstanding bonds. The one-half interest was conveyed by 'vwarranty deed, one of the legal
consequences of which is that the seller covenants that the property is free from all encum-
1trances. The documents prepared by the Railroad's holise coutnCsel in 1969 were based on the
theory that the conveyance to the Union Pacific was incomplete until releases from the mort-
gage liens were obtained" resolutions adopted by the Railroad's B oard of Directors authorized
artd directed the ollicers of the .lRailroad to obtain such releases by depositing the proceeds of
the sale with the mortgage trustees.

No part of the proceeds have been (leposited with the mIortgvage trustees and releast-
from the mortgage liens have not been obtained. The reason for the decision in 1969 not to
make the dlt isit was simnply that the funds were needed for Railroad operating purposes.
whereas if they had been deposited with the mortgage trustees the funds could only have I ec,,
used( ftor property addit ions or betterments. R, eard less of motivation, the deterni 1-ti at '
use the procec,1S for ordinary operations rather than to deposit them with the m, rt u:ttc
trustees was, in the ('ommittee's , udl flent, of quest ionahlle propriety in light of the warranty
deed giv'en to the U'ilion P'acific and other dcumentatitn of the transaction.

Althou.gh the proceeds of the sale were not deposited with the mortgage trustees. the lRail-
road accounTted for the transaction for the years 1969. 1970 and 1971 in a manner intended t,
gi recognition to the Railroad's obligation to obtain releases from the mortgage liens upon

the re quest of the Union IPaci tic As a result of a challenge in 1972 by the ICC as to the Rail-
road's method of accountingv for the transaction, the Railroad's house counisel* re-examined

* Such counsel was not directly involved in structuring the original transaction.



the transaction and wrote an opinion in which he expressed the conlluA:ion that the Union
Pacific was not entitled to (ill unencumbered int,,rest in the l)roperty. In this opinion counsel
did not mention that the pl)roperty had been con\vyed by warranty de,,d or that the Board
resolutions directed that the property be conveyed free of the niort ,;ae liens. The opinion
was inconsistent with the position taken by the Railroad's legal depa.rt utict during the preced-
ing three years. (On tht, basis of this opinion, tihe lRailroad chal ,fl( ttI t accounting for the
transaction in 1972, treat i r it as if tihe prope rty had siln ly beel sold Il Union 'acific for
cash %vith nothing niore required. and the It a'(" 'acepted the chan ed trtatnilt.

The IC' "s challenge of the original account ilIg treitment hall been m a technicil ground
(that funds lnot actually on deposit with the mortgage trustees coiul d fint be carried in the
particular accoult in which the IEailroad was carrying it) .and1 nil on the ground that tie
treatment was lni..lea(inv to investors. It seoms clear that such 11,eattni lit did not result ill
-in overstatemen"etrat ;Isets, net current asstets ,eFrC crtli ll!-s ,, t he L ailroad. The proceeds
of the sale belonged to the lailr ,ad in 11.v event I(re)rdlss of whther they were deposited
with the mortg.agec trustees) so that there w s n, actual ,,r c, utin v-ent liability to any third
party. What wa%%-s n,.sing, perhaps. was a note? t( tile Ci;ancial Katcunts explaining that ap-
proximately SI..5 milliol ,f the l"ailroad,:t restricted cash w.; I,-i*,', -e , it' it wt', free cash.
a disclosure which would have em phsoiz(,d the precar ,us cash Piistim of t1he iailroad.

The Ln l'MAciic has r,,'ently inilicat',i a willinyrmss to ,,ceit an vasenent in the
. property (ill lieu of a1 release) if the mortgage trustees will agree to rcog nize such easement.

V. Milwaukee Ilecid (flhicer' " Tru.t Account

The Milwaukee tHoA (Mlicers' Trust Aint her.Oi.ftr ufr,.id ill as the "Fund")
w; established ;orudnt ti a I 1e,'amatiin ot luvt idi .]lluiOW 1. af19i6-. .According to the
I leclaration if Trust, the limrll.s,' was to

S-' anz!'. advance the intorkst and wll- n ct. , tht, ,'b s as otticers of
'hictai,, Milwanuee. St. lNtl aid 'acific IMcirad (pi.iianv by protecting

and iroutin l the legislative ijectivts of that t'opa.ny and of the Rail-
roa! industry of which it is a part.-

Approxinately 1 e.ieh.ployees of the t~ailr(Ml are ,insiiered ti ie "WFlicers" for purposes
" of determining- eligibility to particiiate in the Fund. lIwevoi. t'c thc than 1 p0 persons have

clnt ributed each ye"rl. (;, e rally, contrilbution -s have been e lv vl H dtyr, e ductions and have
riamed from S1 to ;25 "Tr monzth, amgLre..ating ap , oximav . I2.1.m fIr yar. 'here have

et),li no ir.u t iiit liti, ns ti the FIdi t I}y the l,-'r, ( ,11i ir n l lhi vt, there beeni ally
transc;tiolns letwecn th Iund and either of these two corprnti ,s.

All non-uni(,n exenfi10'' eiplI's oif the Kailltd rei,, v , T pay raise vtective on
lanuacv 1, 11.11 wn1 y lailroid (,icl's rttivcd anl .idW, 1j 52- a miinth and at the
Same tt, me e ti ct ,'tlToit tilt, Fund, .enerally at th, -i ,f 17, ,ir m,onth. At least
.5,f1t.. bt tlchapl , a1. tf 'hin liarlantS real'izd that tSey ',rvii t Vflhas reinliburscd for

thOr l" W Ic i'tiiin Thi r, uibursenurt program was it brIuiht t, the attention of the Rail-
road's loiarI if i rector's.

()ther than the iitill gr(ulp if 2.7) larticifiants in I!!i;., ii apfeais that no other par-
ticilvi-nts have recci i sa ry" vai jut umets r.ltied t, their ,>l"titins. Ni enilMyte has
eve! r ieen pt r f : ,.s.uti ,k to t 11W o r ! 4' rL L'M il 1i ca ntritl r, l'h,)sc it S 25 initial pirticipants
who weure stKi in the Ihi ii, I'- ,Imi,,v in .ule,,v. I'Ti; withdre.w Oi the, Fund at that time.
"l',ita c., ril~t ino s ti tN u't',nd byv t hw 27-i l'i.,ins wX, a i r,, rite ly 112, ti hiring tilt

fien'i of th,..r far'i l ,t n ifln lingc i l a s, n', nstanc ., i i , tecv i yars None of these 25
pers s contlibuted lr than $20)u per yar.

* The louilroids coinsel advises that he was aware of the omitted facts and took them into
account in rendering his opinion.
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piit (d, soIlin corpm-ttt. j'Il' d it iii articialart 'v does' li'o ' c'tit 1

a iigliels ad p o
of S111th ai "rog;ram: Withot t ,i , l'ard Nt'i ;t ii, . ., ,'ih,,ls. in Iihw ofW vari I.S
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At I he I' r It I I-,I t SVI tS tit, I '' m ''': ' 1 l1 *. l V 1'ca t~ .tt

t't''I ' YI I %% . it thet 1 1 K : ' t ' " ' ' *' A ' T rit I t 1 i'

t- , It ia < l ,,f th, y I. -': I 1- i ' l a .1. 1: -c I."1 1-(- F 1 d , 111

a'cui.xab; 1ty

V V1. 4'ener I I 'oii , n en-, nd n ct.i fic iR'e4 em mend a it n en

¢' ~tir,n . M ;i,, :l >,' , w- t'l'l:iV., t,,Ilr,,, lt. .  K'. 
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8. That the (hif Executive Odicer Ie (lirectv(d to lt've](n "'d iliflement procedurt'.*
desigcler tothe (tstttfc IC l wL,,rZi tt i, llti~t-d ill this ri)ort, and t') i'

Ilu ;) ri~t'c w li., hc sl+,ildi cwisither wh ithl." 1tht, ,r l 'ind 81141 L('countin g staltl- .;v1,(

ill lived '4" ." ucri t hruuizi., ,ither th rut1g, h i'w'r,' olii , 'i . r>,,,i l or hiI;t, othrwlI.,.

The I',T' 't r l'l~ i't's thait clt?1 .i.'s III 1', (,it ' hil p w :,iirc t1l% luoll imr Ic nie'ited as
a+ r,.oult ,,f the' 14.A -s a+ndt lte ('otim ittv~'s inw,k.. i:. mli,. Tlh,' (',+ +'+, O n tc N ioes thatt the

ii2Vkt A Ot ,h il ,, sti"Itti',!is 1110o telt, 1'rp t i 0i p ', , t']. liit,!i with tlit. , \," I!('C(-

,i 1' r s t,, I k i !!! It-'Inc!tt k I s rtwt u 2n, .'d by tfis ii mt, \v 11 h" p, Iitive ontct oi the

(' H \A > , S V .' 1I77
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MAU'. IZEL. GRLFN. HAYES. SINION AN-1R ETZ
332 H.,1N BtiLDINc,

S.IINr PAUL. MI.NNUSTA 55102

Ile

Vincent J. Conver-, Jr. , Esc.
Federal Election CoII 10 :.
1325 K Street NW
Washinqton, D.C. 204(3
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MAUN, HAZEL. GREEN, HAYES. SIMON 'AN WTZ
ATTORNEYS AT LAW

SAINT PAUL. MINNESO p 9:11

August iS, 1977 Lawrence J. Haves
Dir Dial 221-1818

Vinc.ent J. Convery, Jr., Esq.
Federal Election Commission
1325 K Street N.W.
Washinigton, D.C. 20463

11e: MUR 312 (76)

Dear Mr. Convery:

This morning I received a letter
August 16, 1977.

from Mr. Oldaker

We are qivJrn the Cormission's request immediate attention
and will be in further communication shortly.

Many thanks.

Very truly yours,

L eA

Lawrence J."Hayes'

LJH : Is

Iic~

L. Il4 r , t , ! ,
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IMAUN, HAZEL. GREEN. HAYES. SIMON AND ARETZ

332 HAMM BUILDING

SAINT PAUL. MINNESOTA 55102

f~* '%

Vincent J. Convery, Jr., Esq.
Federal Election Cor:nssio..
1325 K Street, :.;.
Washington, D.C. 2463
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\,'.v t.*.lAugust 16, 1977

C,,
L. t,'rc:un vo tt ts , t.]ou i re

S i. n Arot:
1 1, 1 , T1S: .'::to s' o, [i s t a 551 G2i

Re: MUR 312 (76)

*- " -.C n..... l , tfO CoTr.1ssio2 found reason

,qn : t:-': .I n >icifi.c' Rai1:o~, hnac violaited 2 U'.S.C.

. -aTh Rail oad w informed of ths et-
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.".'--:nthe t.5:p z-< :,Oth -o nonessitatl (,
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r.::v :c ... . - co r2:Ln ,1c-' w ifth: hint Ji w riting: o r. ',:"•u 
o

ta o w r... . i,. -, 3 t057i.- or -

0" 'in. I .. ic-.

-. {'e", ,",m; Ct wat .ter, ha rcj t. t hat von submit
t..... "". ...... . ,Lion a:n dc .. s i thirty" . ..... . - " of this lettocr.

-.) ., nib" al b:'-ilas adopted, ,yth

:,t ., -; .: - 7.:: . ''. , ic"'.rs ?,"n"t., . Fund .si{nc,) [ts
0- 11Li s 0

:1
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(4) A copy ()f thc report ("Report") ot the
Spec i Comm ittee Of t BQoard of- Direct , of
the CMC on the mat. ters inll Ii''r)i t iesand Exchange Co ml,,. i is s *1 t- , ol~ C I L I tI- and T-I C( I I ,,t
decree enteredl on J ,- .. .O6

(5) A swo-n ot. , t sett i.., for t 1 i11  d t-. ail
t h act ionTs ta ken : k r0! 1 erenc! to thlte TiIu;t by
tho new co0'ittee - he Board of Di..retors of
the Ri& i :oad i: i: ' t,, i'> gs and recommen-
dations cont I -a . i: I , .

I reh n':r"a t -  :istt " tho or-ovisions of
3 te I I remain

cL.ASt i .on 1-C, .e contlrary n-

ci //~

C ., ,

I ?I

'11
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BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of
) MUR 312 (76)

Chicago, Milwaukee, St. Paul)
and Pacific Railroad )

CERTIFICATION

I, Marjorie W. Emmons, Secretary to the Federal Election Commission,

, do hereby certify that on August 11, 1977, the Commission determined by a

vote of 4-0 to require the respondent to provide additional information

as recommended by the General Counsel in a report dated August 5, 1977,

in the above-captioned matter.

Commissioners Aikens and Harris were not present at the time of

the vote.

larjorie W. Emmons
Secretary to the Commission



BEFORE THE FEDERAL ELECTION COMM1ISION
August 5, 1977

In the Matter of
MUR 312 (76)

Chicaao, Milwaukee, St. Paul )
and Pacific Railroad )

INTERIM INVESTIGATORY REPORT

This matter was referred to the Commission by

letter dated October 15, 1976, from the Acting Director

of the Enforcement Division of the Interstate Commerce

Commission. That letter, and a supporting memorandum,

related that, in January, 1965, the respondent railroad

(hereinafter the Milwaukee Road) established a political

action committee, the Milwaukee Road Officers Trust

Account, (hereinafter, the Trust). It was alleged that

the Trust, while purporting to be a political action fund

to which top management personnel could make personal

contributions by payroll deduction, was in reality a

vehicle by which the Milwaukee Road made illegal cor=

porate political contributions. Such contributions

allecedlyT were made by qranting to each "contributor"

a salary increase sufficient to offset both his contri-

bution and the areater income tax liability generated

by the increase. The letter and memorandum also alleged

that the scheme has continued to the present.

On November 30, 1976, the Commission found reason to

believe that a violation of 2 U.S.C. §441b had occurred.
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By letter dated December 7, 1976, the respoendent was

advised of this findinc and was invited to demonstrate

why no action should be taken against it. U!nder a cover

letter dated December 23, 1976, the respondent submitted

its reply memorandum.

In this lenathv memorandum, the respondent, throuah

counsel, appears to have addressed most of the issues

raised in the ICC brie . Nevertheless, we do not

believe that at this Doint the Commission has at its

disposal all the information sufficient to istifv a

further determination. Therefore, we recommend that

the attached recuest for additional informait ion be sent

to respondent.

DATE : _ ___-

William C. Oldaker
eneral Counsel



,- [IflRAI LI E(TION COMMISSION

V:_1 K ~I KI II

Lawrence J. Hayes, Esquire
Maun, Hazel, Green, Hayes,

Simon and Aretz
332 Hamm Building
Saint Paul, Minnesota 55102

Re: MUR 312 (76)
Dear Mr. Hayes:

On November 30, 1976, the Commission found reason
to believe that your client, the Chicago, Milwaukee,
Saint Paul and Pacific Railroad had violated 2 U.S.C.
Section 441b. The Railroad was informed of this deter-
mination by letter dated December 7, 1976.

We acknowledge receipt of your December 23, 1976,
response to this notice and apologize for our delay in
pursuing the matter. Several personnel changes in this
off ice in the past few months have necessitated our
assigning the matter to another attorney, Vincent J.
Convery, Jr. lie has assumed pri,,mary responsibility for
the case and should be able to answer any questions you
1..av have. You may comrmunicate with him in writing or by
calling at 202-523-4057.

In order to facilitate the Commission's continuing
investigation of this matter, we request that you submit
the following information and documents within thirty
days of your receipt of this letter.

(1) A copy of all by-laws adopted by the
Milwaukee Road Officers Trust Fund since its
founding in 1965, and all amendments thereto.

(2) A copy of all revisions to the executive
salary system enacted since 1965, including
supporting documents.

(3) The name and period of operation (dates of
organization to termination) of every separate
segregated fund, other than the Trust, which ever
was established, financed, maintained, or con-trolled by the Railroad or the Chicago Milwaukee

Corporation
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(4) A copy of the report ("Report ") of tile
Special Commuittee of the Board of [ii rectors of
the CMC on the matters contained in the Securities
and Exchange Commission complaint an11d coI.;erlt
decree entered on June 29, 1976.

(5) A sworn statement settinq forth in detail
the actions taken with reference to the, Trust by
the new committee for the B oard of Dir ctors of
the Railroad in light of the findin-s and recommen-
dations contained in the Report.

I remind you that , consistent with the provi!:.ions of
2 U.S.C. Section 437g: (a) (3) JB) , this matter will remain
confidential unt i the Comm:ission receives contrait-v in-
structions in writ inc from the res;ondent.

Sincerely,

William C. Oldaker
General Cou: sei



FEERA! El EC I ION COMMISSION

i K " \ Kit

.E'OR0 ANDU'I TO:

FROM:

RE :

DATE :

Vincent onverv

Bill 91dake /

,-417 312 1

June 15, 1977

Please be advised that M1UR 312 has been re-assiqnea to you.

This case was formerlv handled by David Anderson.

cc: D. Anderson
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MAUN, HAZEL. GREEN, HAYES. SIMON AND ARETZ

ATTORNEYS AT LAW

SAINT PAUL, MINNESOTA S5102
74

1 January

Ms. Gloria R. Sulton
Foder31 Elect ion Commission
1325 K Street, N. .
vshincton, D.C. 20463

1 (76)

>ea r %1s. Sulton:

We h3av discovered an error in the subm:. sio
- 4d <.; ,. *'''o. i, - o ca 1i$): .C . m:atter.

•n ahv ec hnt t U"
3 h u d 'O,..l o , e! 4 : o c n t. . r a t r

recently

.re in lone 3 on pace
n "0. f, percent."

Yours very tru]V,

M. ilichael Monahian

F- A ~
m PL. I N

P A A

GARPE!' f,

AR A'

r- E

1977

IV! . . R3

m



MAIN. HAZIL. (RLEN. HAYES, SIMION AND AI TZ
332 HAMm BUILDING

S.INr PAUL, NIINNESOTA 55102

1325 K Street, . "

.asv ! to , I .C. 22 3
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MAUN, HAZEL,GREEN, HAYES, SIMON AND ARETZ

ATTORNEYS AT LAW

SAINT PAUL. MINNESOTA 55102

Deco mhl o0 r 23, 1 7/t,

Ms. loria R.
F'ederal Eiect

Sulton
ion Commission

1325 K Street, .. W.
Washin,,eton, 7. .

Re: MUR

104 6 3

31 2 ( 7, )

Dear Ms. Sulton:

We haznd you :,erewith a submission o, hohalf o "he Chicao,
.Milwaukee, S . Paul and Pa.cific Pail ::d Comma:.'v, which
we are fili- Iointl" with the Federil Flec-tv Commissio:.
and the I:* -s7ate Commerce Comissionl.

I' you have an': Questions or need an'." further i:iformatioll,
,lease call.

Very1rul': yours,

Lawrence C. H <\,es

ktr

0 errSO Sll
E Sc.

A~

(I A r. - A



MAUN, HAz.j, GREEN, fiLrw, SIMON AND ARETZ

332 HAMM BUILDING

SAINT PAUL, MINNESOTA 55102

FIRST CLASS MAIL

From

MAUN, HAZEL, GREEN, HAYES, SIMON and ARETZ
332 Hamm Building Saint Paul, Minnesota 55102

FOR . I

- i v9=w%



lAW OFFIC(S

PRESTON, THORGRIMSON, ELUS. HOLMAN & FLETCHERi

WASHINGTON D 20006

ARE A OE20" 3' '

OT' I' .. TT ,

December 15, 1976

Ms. Gloria R. Sulton
Federal Election Commission
1325 K Street, N.W.
Washington, D. C. 20463

Re: MUR 312(76)

Dear Ms. Sulton:

I have been retained to represent the Chicago, Milwaukee,
St. Paul and Pacific Railroad Company as Co-Counsel in the sub-
* ject compliance action.

The Company dos not believe it has committed a violation of
the Federal Election Campaign Act and intends to respond in mch
more detail to matters discussed in your letter of December 7, 1976.

-T Counsel must review a substantial number of documents before su-
mitting such a response, but we anticipate completing the task
before the end of the year and having a submission on your desk by
January 3.

Very truly yours,

PRESTON, THORGRIMSON,
FMJITIS, HOLMAN & FLETCHER

Bv7

IT :pj

la
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Mr. Robert S. Turkington
Acting Director
Bureau of Enforcement
Interstate Comnerce Comission
Washington, D.C. 20432

Re: MUR .812 (76)

S Dear Mr. Turkington

.91 The Commission voted to conduct a preliminary Investigation
of the Chicago, Milwaukee, St. Paul and Pacific Railroad
Company based upon the information provided by you under cover
letter dated October 15, 1976. Pursuant to 2 U.S.C. 9437g(a) (3),
this matter will-remain confidential unless the respondent

r- notifies us in writing that it may be made public.

In connection with this investigation, the Conssion
requests your oermission to review the transcripts and other

" documents and material which your office has gathered with
respect to this case. Your ooperation and assistance will be
appreciated.

O, Sincerely yours,

John G. Murphy, Jr.
General Counsel

GSulton:caw: 11-12-76
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Aid ',ur addr" n the RETI'RN TO space on

I The following service i% requested, ,check one I
Show to whom and date delivered .
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RES I R] ED I)D IE.I\ FR
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7 RESIRI(. IED )E-IVER')
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35$
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DEC 119 19Y6

Mr. Worthington L. Smith
President
Chicago, milwaukee, St. Paul and
Pacific Railroad Company

516 West Jackson Blvd.
Chicago, Illinois 60606

Re: MUR 312 (76)

Cr Dear Sir:

This letter is to notify you that the Federal
Election Commission has received information from the
Interstate Commerce Comnission which gives the Commission

"* reason to believe that your corporation has violated
the Federal Election Campaign Act of 1971, as amended
("the Act"). We have numbered this matter MUR 312.

The information received indicates that your
'r corporation established the Milwaukee Road Officers Trust

Account, a political action fund, in 1965 and that officers
C of the company participated by making contributions through

a payroll deduction plan. Concurrent with the establish-
ment of the Trust Account, salary increases of $25 per
month were given to those participating officers in addition
to a "Norizontal" increase approved by the Board of Directors.
The informbtion further indicates that your corporation
has continued to pay the $25 per month to the participating
officers in the Trust Account to the present time. This
information gives the Commission reason to believe that a
violation of 2 U.S.C. 5441b has occurred. This statute
prohibits corporations from Wking contributions or
expenditures "in connection with" Federal elections. A
review of the reports of receipts and expenditures on file
for the Trust Account indicate that contributions have been
made to Federal candidates.

Under the Act, you have an opportunity to demonstrato
that no action should be taken against you. Please submit
any factual or legal materials which you believe are relevant
to the Comission's analysis of this matter. Where appropriate,
statements 3hould be submitted under oath.
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The Commission is under a duty to investigpte this
matter expeditiously; therefore, your response should besubmitted within ten days after receipt of this notification.
If you have any questions, please contact Gloria R. Sulton
(telephone no. 202/382-4041). the attorney assigned to this
case.

This matter will remain confidential in accordance
with 2 U.S.C. 5437g(a)(3) unless you notify the Comnission
in writing that you wish the investigation to be made
public.

If you intend to be represented by counsel in this- matter, please have such counsel so notify us in writing.

Si.ncerely yours,

John G. Mutrphy, Jr.
General Counsel

SEnclosure

GSulton:amh:12/6,/76
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MEMORANDUM FOR:

FROM:

RE:

BILL OLDAKER

MARJORIE EMMONS ,  .

MUR 312 (76)

The above mentioned MUR was transmitted to the

Commissioners on November 22, 1976 at 12:00.

As of 10:00 a.m. on Novem er 29, 1976, no objections

have been received on this MY!R.

Please note the attached comments provided by Commissioners

Aikens and Harris.

0

November' 29, 1976



BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of
MUR 312 (76)

Chicago, Milwaukee, St. Paul
and Pacific Railraod Co.

CERTIFICATION

I, Marjorie W. Emrions, Secretary to the Federal Election

Commission, do hereby certify that on November 30, 1976, the

Commission adopted the recommendation of the General Counsel to

find Reason to Believe that a violation of 2 U.S.C. §441b had

been committed in the above-caotioned matter.

Marjorie W. Emmons

Secretary to the Commission
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CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Mr. Robert S. Turkington
Acting Director
Bureau of Enforcement
Interstate Commerce Commission
Washington, D.C. 20423

Re: MUR 312 (76)

Dear Mr. Turkington:

This acknowledges receipt of your letter to John G.

Murphy, Jr. dated October 15, 1976 regarding the Chicago,
Milwaukee, St. Paul and Pacific Railroad Company. This

matter has been assigned to a staff attorney, Ms. Gloria
-Sulton (telephone 202/382-4041), for review.

Please feel free to contact me if you have any

- questions.

Sincerely yours,

William C. Oldaker
Assistant General Counsel

GSulton:pjg:10/30/76
cc: Chron file

MUR file
GS
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WASHINGTON. D. C. 20423

OFFICIAL BUSINESS
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(()
John G. Murphy, Esquire
General Counsel
Fed~eral Election Commission
1325 K Street, N.Y.
Washington, D.C. 20463
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