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" Soo Line Railroad Company

Soo Line Building

Box 530

Minneapolis, Minnesota 55440
(612) 332-1261

THOMAS M. BECKLEY
President February 4, 1983

Mr. Melvin Jessup

N M N Transco, Inc.

P.Q. Box SUT

Cedar Springs, Michigan 49319

Dear Mr. Jessup:

This will acknowledge your letter of January 3,
concerning the possibility of operation of the Kansas City-
Minneapolis lines should the Soo be successful in its nego-
tiations with the Rock Island Trustee.

I have referred your letter to the committee
handling this project and should we have further interest,
we will be in touch with you.

Sincerely,

~€c: J. D. Darling




TRANSCO, INC.

P.0. Box 307
Cedar Springs, Mich. 49319

OPERATORS, EQUIPMENT, CONSULTANTS
January 3, 1983

Mr. Thomas M. Beckley, President
The Soo Line Railroad Company
800 Soo Line Building

P.0. Box 530

Minneapolis, Minnesota 55440

Dear Sir:

I represent a zroup interasted in the operation nf the Chicgsgn &
Northwestern Railroad Norwonod to Madison, Minnesota line. Thig Iine
also has trackage rights, via the Milwaukee Road, to St. Paul. This
line is subject to abandonment by the ¢ & N W (AB-1, Sub. No. 142).
If we are successful, we are interested in interchanging of freight
cars with the Soo Line.

We also are interested in discussing the possibiliiy of operation of
your Kansas City -~ Minneapolis lines, should your company be succesaful
in negotiations with the Rock Island Trustee.

Since we would be a8 new rail carrier, we would not be saddled with the
present labor and operating agreements, which the Soo Line will inherit
from the Rock Island estate. We believe this could benefit both the
Soo Line and ourselves through improved productivity and reduced cost.

If the Soo Line is interested in further discussions, we would gladly
supply resumes, pertinent data, and meet with you in the near future.

Yours,

Melvin Jessup,

Operations Manager
N M N Transco, Inc.




February 28, 1983

FILE: Rock Island Acquisition

Beckley
Cavanaygh
Boyer/%

Darlingjfﬁgib

Island Study

On Thursday, February 24, 1983, I had a call from

Mr. Gene Schwab, President, Iowa Railroad, (515)243-7552.
Mr. Schwab is the principal stockholder of the Iowa
Railroad.

Mr. Schwab had asked first for Mr. Beckley and then

Mr. Cavanaugh. His interest was in our acquisition and
subsequent resale of the East to West Des Moines segment of
the former Rock Island. He is not in a position to assist

us in our cash offer and will be dependent on the Iowa DOT

and IRFA for funding. I told Mr. Schwab that I thought the
Towa DOT was working diligently on his behalf. 3

I tried to get a feel for his level of interest in the movement
of limestone from Earlham, west of Des Moines, to Monarch
Cement, located on the Hollingsworth Spur in Des Moines. This
traffic is a natural for a short line operation such as the
IRRC., Mr. Schwab indicated he had worked out an arrangement
with the CNW. I believe this is a switch charge, but last

I had heard when in Des Moines with Jim Hartnett, was too high
to allow IRRC to recapture the traffic from trucks.

I asked if IRRC was in a position to make an offer on the
entire line they are operating. He said they were not and
would again be dependent on the Iowa DOT and IRFA funding.
Mr. Schwab did state that while the Trustee had retained
overhead rights on the portion leased to Chessie, acquisition
of additional Rock Island trackage in Chicago would be
required to justify acquiring these overhead rights.
Presumably, this would be trackage in the Blue Island,

South Chicago, Calumet area currently operated by LSBC,

NW and CWP under lease.

In any event, Mr. Schwab seemed concerned to make contact
with us.

JDD/ jmz
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GENERAL OFFICERS

G. R. SCHWAB, President, Chairman & Secretary

B. R. R. WHIPPLE, Director & Consultant .

D. B. KROMM, Vice-President Personnel & Finance . :

T.W. LOGEL, Vice-President Operations & Traffic Davvlapmen!

MANAGERS OF OPERATIONS :
R. J. CAIRNEY . . . P.0. Box 647, Council Bluffs, 1A 51502
J. A, TUTTLE Assistant . : : P.0. Box 10355, Des Moines, IA 50306
G. C. SWIFT P.0O. Box 688, Quad Cities, IL 61264

MANAGERS OF MARKETING & SERVICE
M. M. (Peg) GRADL
PAUL J. BUHROW
R. D. (Bob) ALTER

MANAGERS OF STATION SERVICES
G. H. (George) BUSSE

G. D. EVANOFF

M. R. ALLEN

J. W, SINNOTT

R. R. WOLFE

Total track. % '
RR1, Box 154, Brewster, MN 56119 25¢:8.6702 Lo
P.0. Box 10355, Des Moines, IA 50306
P.O. Box 10355, Des Moines, |A 560308
P.0. Box 10355, Des Moines, |A 50306

.44 Qak Valley Drive, Cary, IL 60013
P.0. Box 688, Milan, IL 61264

(515) 243-7552 P.0. Box 10355, Des Moines, 1A 50306
(309) 787-7443 P.0. Box 688, Milan, IL61264

(712) 243-2806 P.0.Box 518, Atlantic, IA 50022
(712) 323-8728 P.0. Box 647, Council Bluffs, IA 51502
(319) 354-8182 P.0.Box 2311, lowa City, IA 52240

Table 2-MILAN BRANCH
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MAIN LINE BUREAU-
COUNCIL BLUFFS

Table 1
MAIN LINE (Continued)

STATIONS
Bureau, IL
Tiskilwa

g

Sheffield
Mineral . ..
Annawan
Atkinson
Geneseo

East Moline
Moline
Rock Island,
Davenport,
lowa City
Tiffin
Oxford
Marengo . ...
Ladora
Victor
Brooklyn
Maicom

NNOUNWWNRNOODIDTNON B WWRORN -
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STATIONS

Des Moines
Booneville
Van Meter .

Atlantic . . .
Audubon Junction
Hancock Junction
McClelland
Council Bluffs, IA

STATIONS
Rock Island, IL
Milan
end of branch, IL . . .

Table 4
AUDUBON BRANCH

Table 3-PELLA BRANCH

STATIONS
Altoona, IA
Prairie City

STATIONS
Audubon Junction, 1A . ..

Table 5
HANCOCK BRANCH

STATIONS
Hancock Junction, |A . ..
Hancock, IA

Table 6
OAKLAND BRANCH

Mis STATIONS
5.5|Oakland, |IA

.0|Hancock Junction, IA . ..

FREIGHT CONNECTIONS AND JUNCTION POINTS:
at Council Bluffs, |1A with BN, CNW, ICG, N&W, UP
at Des Moines, 1A with BN, DMU, CNW, N&W

at Grinnell, IA with CNW

at lowa City, 1A with CR&IC, MILW

at Rock Island, IL with BN, DRI&NW, MILW

at Bureau, IL with B&O.

F.R. ORR, President & Cha:
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James G. Ashley, Jr. General
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February 24, 1983

T B. D. Olsen

FROM: M. M, Mullinsny™

RE : Milwaukee Purchase of Rock Island Tracks -
West Davenport to Washington, Iowa

Last summer the Milwaukee offered to purchase the
West Davenport-Washington, Iowa line from the Rock Island.
The North Western made a counter offer which was then
matched by the Milwaukee. You have asked me to review our
Milwaukee and Rock Island files to see if it could be
determined when the North Western offer was made and in
what forum, and how the Milwaukee made its counter offer and
in what forum.

Other than some of the news releases which you
already had in your file, there was nothing in the Milwaukee
bankruptcy file shedding any light on the matter,

The Rock Island bankruptcy file offers little more
information. We have a copy of the Trustee's petition to
sell part of the line between Culver and Washington, Iowa
dated May 17, 1982, We have no other documents reflecting
the court proceedings involving the offer and counter offer.
We do have two Trustee's progress report for liquidation
which shed some light. The report for the period ending
June 30, 1982, pp. 3-4, states:

"During the current period the Court prelimi-
narily approved a $17 million transaction with the
reorganization trustee of the Milwaukee Railroad
involving the line segment between Clinton and
Washington, Iowa, via Davenport and Muscantine,
and including the Trustee's trackage rights
between Clinton and Davenport. Agreements had
previously been reached with the Milwaukee on sales
of three separate segments within this territory
totaling $14.7 million. The CNW, however, made a
competing offer for the same property for a sum of
$16.5 million., At hearing on June 4 the Court
authorized your Trustee to accept the CNW's offer
unless it was bettered by a new Milwaukee offer
within a specified period. Milwaukee's improved
offer of $17 million in cash was preliminarily
approved by the Court on July 14, 1982 and hearing
for final approval is scheduled for August 23 to
allow the ICC to conduct its proceeding on approval.
This transaction was significant for Rock Island's
estate since it demonstrated that a competitive market
can produce enhanced values for an estate in liquidation."




The report for the period ending August 31, 1982,
PP. 3-4, states:

"High-lighting the July-August period, from a
Rail Assets Disposition standpoint, was the final
Court approval and closing on August 23 of a $17
million transaction with the Trustee of the Milwaukee
Railroad involving the line segment between Clinton
and Washington, Iowa, via Davenport and Muscantine,
and including the Trustee's trackage rights between
Clinton and Davenport. The most significant aspect
of this sale was the demonstration of the value to
the estate of the ability to negotiate or achieve
values -in a competitive open market under court super-
vision as distinguished from the establishment of such
values by administrative agencies as was recently
proposed in certain legislation. Agreements had
initially been reached involving three separate sales
to the Milwaukee within this territory for a total of
$14.7 million, the largest portion of the purchase
price to have been deferred. Entry of a competitive
bidder before those sales were finalized, however,
resulted in the 167 increase in the final return to
the Estate with all funds being received up front."

Sidley & Austin should have any court documents
containing this information. Should they be approached for

b

MMM/ s jp




February 23, 1983

. Beckley
Cavanaugh
Clay

. Smith

. Murlowski

. Boyer
Darling

A status hearing has been set by the bankruptcy court
for March 28, 1983. It seems probable that the North Western
purchase agreement might be presented at that time, although
we have no definite information as yet., At that time, a
proposed settlement of the Trustee's dispute with the Kansas
City Terminal will be presented for approval.

We have also been advised that the ICC has told the
Rock Island bankruptey court that it will not assert any
jurisdiction over the Trustee's plan of liquidation but would
continue to approve sales of railroad operating properties.

Until I have seen a copy of the Commission order, I can't be
sure exactly what that means,

BDO/s jp




February 23, 1983

CONFIDENTTAL

10 : D, J. Boyer

FROM: B D Olsené‘ggf

RE: Rock Island Acquisition

As a result of a meeting here February 22, I have
arranged a meeting with Les Holland in Des Moines Tuesday,
March 1, 1983. The purpose of the meeting will be to review
with DOT counsel the status of the fuel tax litigation and
then to attempt to work out some draft agreements for
acquisition and repurchase of the Des Moines property as
well as a separate arrangement by which additional DOT
funding could be repaid, based in part upon traffic volume
reaching certain threshold levels. Mr. Murlowski is
currently developing some new numbers for us to work with.

I have arranged airline tickets for you. It might
be well for Joe Darling to accompany us., I am going to be
prepared to stay over, should that be desirable.

BDO/sjp

ce: . Beckley
. Cavanaugh
. Murlowski

Darling
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B. D. Olsen
D. J. Boyer

Minneapolis to Des Moines, Tuesday, March 1
Leave Minneapolis 8:00 a.m. Ozark #673

Arrive Des Moines 8:47 a.m.

Des Moines to Minneapolis, Tuesday, March 1
Leave Des Moines 4:05 p.m. Ozark 7668

Arrive Minneapolis 4:51 p.m.

Les Hubbard - DOT 6@0441)




February 23, 1983

FILE: Rock Island Acquisition

T. M. Beckley
D. M. Cavanaugh

BN Bover®
FROM: J. D. Darling oS>

RE: Rock Island Study

Reference the attached letter from C. J. Stoffer.

I have not conveyed any of our operating plans to C. J.
Initially, I had assumed we would acquire the Manly Yard
and, for reasons of operating convenience, use it as the
base for two road switcher crews serving Mason City and
Albert Lea. The Manly Yard is however a CNW carve-out.

If not acquired, it would be possible to base the operation
of the two crews at Albert Lea. There might be some
problem with blocking street crossings when road trains

are setting out and picking up, but the yard itself would

be adequate for the anticipated needs. g

The two-stall metal engine house has been removed and the
concrete block yard office has apparently had its heating
system removed, making it unusable and probably damaged
beyond economical repair.




Attached is a couple of articles you might like to see., Also I talked

to Tom Macy President of the First State Bank in Manly concerning a letter
he recieved from Mr. Beckley thanking the City.of Manly for the offer of
cash to help the Soo Line secure the spine line. The people of Manly are
more than willing to help ghe Soo in any way possible, Manly has always
been a railroad center and the people are proud of it and would like to
see it as a major terminal again, Mr., Macy feels Manly would consider
issuing $500,000. in Industrial bonds or some sort of secured loan for
the construction of a railroad office building in Manly should the

Soo Line purchase the spine line and locate their offices in Manly,

He also informed me that if $500,000. would not build the type of
facility you need they might be able to come up with some more low cost
money., You might want to contact Tom about this idea his phone number

is 1-515-454-2255, o

Also rumor has it the C&NW signal department has been working on a plan

to move the CTC board out of Des Moines to Mason City and relocate the

signals from the spine line to their own line and abandon the spine line
from Albert Lea to Comus. I think from what we can find.out what ever
happens CTC and Dispatchers will be moved out of the 4th & Vine St. office
in Des Moines to the C&NW dispr office in Mason City, if the C&NW purchases
the ROCK track. Also I think a movement is in the making from various
shipper groups, to show their support of the Soo acquiring the ROCK.

Give me a call if anything interesting turns up or if you need any help.
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‘Public vs.:private good

. Railroads in the United States

(unlike those in the rest-of the
| world) are private businesses
.that have often ‘produced
{ conflicts between private rights

and the publie interest (or should -

that be private interest and
public rights?). Several such
conflicts have resulted from dis-
position of the tracks of the
bankrupt Rock Island system.
Last week the Chicago & North
~ Western outbid the Soo Line for

720 miles of Rock Island track,

mostly the Minneapolis-Des
~ Moines-Kansas City mainline and
| feeder branches in the northern

/| lowa grain area. Iowa officials
! and legislators plan to try to

' block the sale, because it would
eliminate substantial rail com-
petition.

_ The North Western says there
is not enough business to support
another railroad company. It
also argues that truck compete-
tion would keep freight rates in
line. To a degree, this is true, but
the inherent higher cost of truck
hauling could keep the rates in
line at a higher level than if two
railroads were available. (The
North Western has-its own Min-
neapolis-Des Moines-Kansas City
line and northern ‘lowa grain

branches. It also is operating,

under lease, the Rock Isiand lines
in question.)

A potentially more serious ‘

conflict between the North
Western's and Iowa's interests is
that the deal includes a segment
of the old Chicago-Omaha

mainline in the Des Moines area.
The North Western, with its own
east-west line through Ames, is
anxious to prevent any major
east-west service through Des
Moines. (The Rock Island line
now is being operated under

. lease by the Iowa Railroad Co.).

. With North Western ownership
of a middle segment, it would be
difficult or impossible to find a
buyer for the rest of the line;
portions of it probably would be
operated locally, but the chances
would be poor of Des Moines!
ever again having real east-west
freight (or passenger) service,

The track sale is subject to .

approval of the Interstate Com-
merce Commission and of the
federal judge supervising the
Rock Island bankruptcy. The
bankruptcy trustee will press the
judge for the best deal possible

. for the creditors, so, unless the

Soo Line weighs in with a second,
better offer, the judge is likely to
OK the North Western's bid.

The ICC is charged with pro-
tecting the public interest. It
might plausibly conclude that,
since the North Western would

. operate the north-south line and
' the grain branches, and since a
- financially strong North Western

would be good for Iowa, the

- public interest would be secured. |
But the ICC should either exclude

the segment of the east-west line
from the deal or require its
resale at a fair price to anyone
later buying the rest of the line:

Rail purchase
‘despicable act’

By RANDY EVANS
Repister Stall Writer
A member of the Iowa House

| blasted the North Western Railway
| on Wednesday, saying the railroad's
pending purchase of hundreds of

miles of track in Iowa is a “des-
picable act,” planned only so the
company can make “a fast buck”
from shippers.

Representative William Harbor
(Rep., Henderson) made the
comments during a meeting of the

| House Transportation Committee.

The meeting was called to discuss the
tentative agreement, announced last
week, for the North Western to buy
720 miles of track from the defunct
Rock Island Lines in Iowa, Minnesota

| and Missouri.

Iowa officials have expressed
concern about the purchase because
the North Western already is the
largest railroad in Iowa. The deal will
give the railroad access to nearly
three-fourths of the giant grain
elevators in northwest and north
central Iowa, where the bulk of the
state’s crops are produced.

Officials are worried that the
railroad will raise its freight rates to
capitalize on its increased dominance.

Harbor said the state should find a
way to block the transaction. Because
the North Western is also buying a
short segment of the east-west line
within Des Moines, Harbor fears that
the remainder 9f the vital east-west
line will not be attractive to any other
potential buyer.

The east-west line is being operated
by the Iowa Railroad under a lease
with the Rock Island’s bankruptcy
trustee. Harbor said there are “grave
concerns” that the North Western
deal will leave the lowa Railroad
unable to profitably operate the
remainder.

Representative Jean Lloyd-Jones
(Dem., Towa City) warned that the
purchase of the Des Moines track is a
North Western tactic to “strangle out
any other railroad that is trylng to do
business.”

Lawmakers hope another railroad
will out-bid the North Western for the
lines, providing Iowa shippers with
better competition from railroads.

The Legislature created the Iowa
Railway Finance Authority several
years ago and gave it the power to
sell $200 million in state bonds to
finance the purchase of important
Rock Island lines, such as the ones the
North Western is buying. But the au-
thority's powers have been tied up by
a number of lawsuits.




February

T. M. Beckley
D. M. Cavanaugh

g .Darling,;\\‘)\)( |

Harvey Sims called to say no letter of agreement has been
signed as of 10:30 a.m. today and is not anticipated today.




February 22, 1983
TO: T Beckley
D. M. Cavanaugh
D. J. Boyer
i Darling Coae>

Island Study

On Thursday, February 17, 1983, I talked with Mr., J. E. Martin,
Senior Vice President Operations, ICG. Mr. Martin was quite
candid in response to my inquiries.

The ICG was to be the operator, both for maintenance and
train operation. FRA funding, in the form of preference
shares, was to be provided to the shipper group for
acquisition. Initial rehabilitation was also to be FRA
funding, as opposed to funding by or through the Iowa DOT.

I suspect my question may have been misunderstood here.
Redemption of preference share financing was to begin in

the eleventh year with a 2.3 percent effective rate of
interest. , The ICG would contribute welded rail, which they
have paid for and in inventory, as a contribution to the
rehabilitation. The ICG would also pay rental, calculated to
service the preference share debt. The shippers would own
the line with no buy-out provisions to the ICG. The ICG had
a guaranteed volume commitment from the shippers. The ICG
was prepared to offer trackage rights to the CNW to permit
shippers the option of the Kansas City gateway.

The CNW has gone to the FRA (and possibly the shippers) and
stated that public funding and shipper participation is not
required, that they will buy, rehabilitate and operate the
line. At this point in time, the ICG considers this has
frozen them out of the proposed deal with the shippers.

In response to my questions, Mr. Martin said there was nothing
that we could do that would complicate their situation. I
asked should we acquire the line as part of an attempt to

make a more attractive offer to the Trustee, would the

ICG consider granting us access from Iowa Falls. Mr. Martin
said that he could not make a commitment but that they would
certainly work with us., I 'took this as a positive and friendly
response,




Messrs, Beckley, Cavanaugh and Boyer
Page Two
February 22, 1983

Mr, Martin stated that should we wish to do anything, we should
contact Mr. W. J. Taylor, President and Chief Executive Officer.
I did not press on this comment, but the implication that

was conveyed to me was that they might have something further
they want to talk about. Mr. Martin mentioned his first

choice would have been to acquire the Iowa Falls Gateway Lines,
He also mentioned they didn't have any cash. Perhaps they
want to talk about traffic agreements, as they do not

feel they serve the Kansas City-Houston market, but. do serve
Mississippi River points and New Orleans.




February 22, 1983

Thomas M. Beckley
D. J. Boyer

Scenario for Soo Acquisition Rock Island Trackage
as to Source of Finance Funds and Participation
Funds

(A) $60 Million ($20 Million - Omaha Bank for Cooperatives,
( 10 years, 11.25%. Direct loan
( to IFG Shippers Consortium
( supported by leverage lease
( to Soo as operator covering
( loan period with annual lease
( rental payments equivalent to
( loan debt service. Purchase
( option at maturity by Soo
( representing real estate value.
( May embody shipper consortium
( CL volume guarantee.
(
(

$40 Million - Participation Loan by Iowa Banks
in Des Moines, Mason City and
others, or - Participation Loan
by Bank for Cooperatives in Omaha,
St. Paul and St. Louis. 10 years,
11.25%, covering main line (Rock
Island) Northfield, MN to Kansas
City, MO.

(B) $10 Million Iowa-Des Moines National Bank or -
other local bank loan secured by
real estate acquired with Rock
Island trackage east to west
Des Moines. Soo to be direct on
loan for not more than two years
with removal by Iowa or Des Moines
interest group by real estate
purchases. Soo to recover including
carrying and other related costs
attributed to this loan. 2 years,
prime rate.




Thomas M. Beckley
February 22, 1983
Page Two

(C) $11 Million

$§7 Million - Funds held in escrow representing
various Iowa community delinquent
tax from Rock Island Trustee. April
1983 will determine disposition to

(
(
)
(
( IDOT.
(
(
(
(

2 Million - Federal 505 Funds earmarked Iowa.

$

$2 Million - Funds due IDOT from Rock Island
Trustee representing Branch Line
Improvement Program.

(D) $10 Million Potential Iowa legislative action
this session to provide wvia IRFA
Funding. Disposition of funds must
be in accordance IRFA.

Comments: In a period of falling interest rates it may be a very
definite advantage for Soo to finance all of (A) with
the Bank for Cooperatives. The reason being a loan of
$25-50 million will allow the bank to go to the market
place for a special 10 year issue bond the yield of
which will pretty well be the Soo loan rate plus bank
costs. This rate would compare with a blend of old
and new fund costs to conventional banks which would
be higher. Also the Bank for Cooperatives can ''tailer
make' loans with less restriction than conventional
banks. ¢

Reliance on funds from (C) carry the risk of being not
available because of legal restriction. Soo may decide
to rely on (C) funds with their risk inasmuch as IDOT
will find some manner in which it will eventually
"makeup" funds through a proper source and channel to
Soo.

In the event (D) does materialize it will issue funding
via IRFA.

An $81 million offer is available to Trustee by Soo
with Soo liability for $60 million in (A) and a risk
of unknown propertion in funds from (C) and (D). Soo
should attempt to determine that risk by meeting with
IDOT personnel, general counsel, bond counsel and
bankers as soon as possible.
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February 22, 1983

CONFIDENTIAL
Memorandu?/;gﬁF'n

From: Tﬁpma
AN

(2
¥

Re: Rock Island Acquisition

On February 18, 1983, I telephoned Mr. W. M. Gibbons,
Trustee of the Rock Island, to inquire as to the time frame
for the execution of the purchase agreement with the North
Western. Mr. Gibbons stated that it would not be possible to
have the documents executed on that date as had been originally
planned. He stated that there were some minor modifications
which were being exchanged between the parties and that he
expected to have the execution completed by February 24. His
vacation plans call for him to leave on the morning of the
25th, and he will be gone for a period of two weeks.

I indicated to Mr. Gibbons that I assumed that a copy
of the purchase agreement would be filed with the petition
for its approval and was assured that the Soo would receive
a copy directly.

I indicated to Mr. Gibbons that there was considerable
sentiment in Iowa opposed to the North Western acquisition
and the Soo might be in the position of submitting a wevised
offer. Mr. Gibbons stated that the agreement with the North
Western would provide for a sharply increased rental rate to
reflect the purchase price agreed upon after a relatively
short period. He stated that it would be necessary for the
Soo to bid a substantially higher amount than the North Western
had in view of their paying rents over an extended period of
time and investing in other Rock Island property.

The earliest date on which the contract might be sub-
mitted for preliminary approval would be March 14. I sensed
that the trustee might be willing to defer this date if there

were some likelihood that the Soo would come in with a bona
fide offer.

Cavanaugh
Olsen
Darling
Boyer
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3
/£/<* ¢ Michael N. Jones

5716 Burnet Rd.
Austin, Texas 78756
February 16, 1983

Dennis Cavanaugh

President

S00 Line Railroad Company

P. 0. Boex" 530

Minneapolis, Mn. 55440

Dear Sir:

I am a businessman in Austin, TexasS.......engaged in
retailing. I have never worked for a railroad, but
I majored in transportation at the University of
Texas. For nearly twenty years, I have studied the
operations of the Missouri-Kansas-Texas Railroad Co.
I am not an expert on the Katy, but I am quite know-
ledgeable!

It is my belief that Katy Industries, Inc. must sell
M-K-T before the mega-mergers deal it a death blow,
Consequently, I am offerring to you and Mr. John
Burdakin a simple and reasonable proposal. I suggest
that Soo Line and Grand Trunk jointly purchase the
M—K-T .

Under such an arrangement, each company would own
49,5% of the common shares of M-K-T (with a neutral
trustee owning the remaining one percent). Soo and
Grand Trunk would swap top level management every
three years, M-K-T would continue to have its

own President and Vice Presidents.

This arrangement would be comparable to the arrangement
Burlington and Rock Island had for over fifty years be-
tween Dallas and Houston.......one that was quite suc-
cessful! Joint ownership of the Katy makes good eco=-
nomic sense, for Boo and Grand Trunk could feed the
Katy more traffic at Kansas City than it ever has been
able to solicit on its own.

The parent companies of Soo and Grand Trunk are direct
competitors, but Soo and Grand Trunk are not. Con-
sequently, they could function cooperatively between
Kansas City and the Gulf.




Joint purchase of the M-K~T would be more profitable than
a unilateral purchase by either company. Furthermore,
Katy Industries, Inc. could sell M-K-T for slightly

more than would be possible if either Soo or Grand

Trunk were to act on its own (while the cost to each
party would actually be less). Under such a scenario,

the sellers and buyers would benefit equally.

I have suggested this proposal to Mr. Harold Gastler,
President of M-K-T, but have not yet received a
reply. I believe Mr. Gastler and his executives
will see this proposal as a way for M-K-T to survive
(and a way for Katy's management to survive).

This proposal is eminently feasible and would be
accepted by the F.R.A. and I.C.C. as a means of
"escape" for a small carrier.,.....threatened by
the mega-mergers. I hope you'll consider its
merits!

Sincerely yours,

Mdad 9@«%

Michael N, Jones
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D.M.C.

SOO L!ne Ra”road Company . - n Soo Line Building
~ giy' e 8 o PR Box 530
£ ¢ Minneapolis, Minnesota 55440
(612) 332-1261

THOMAS M. BECKLEY
Chairman

and
Chief Executive Office: February 15, 1983

Mr. Tom W. Masey
President

First State Bank
Manley, IA 504506

Dear Mr. Masey:

I appreciate very much your letter of February 8,
expressing the willingness of the Manly Development
Committee to cooperate with the ©Soo in acquiring the
Rock Island 1line between the Twin Cities and Kansas
City.

Yours was the first .offer we have received
so far that coupled financial assistance with an expression
of cooperation.

We are still negotiating with other interested
groups in an effort to come up with an offer which would
beat the North Western.




S

.y First State Bank

Serving North Central lowa

@W Main Bank - Manly, lowa 50456
Offices in Hanlontown, Kensett and Plymouth, lowa

TOM W. MASEY
President and Chief Executive Officer

FiB8 8,/783

Mr. Thomas M. Beckley
President

Soo Line Railroad Co.
Soo Line Building

Box 530

Minneapolis, Minn. 55440

Dear Mr. Beckley:

As Chairman of the Manly Development Committee, I have
been authorized to pledge to your company $2,000.00 to
assist your company if you would buy the Rock Island Line.

The Manly Development Committee and the First State Bank
are very willing to work with your organization in any way
we can to bring the Soo Line Railroad to Iowa and to Manly.

Tom W. Masey
Chairman, Manly Develof
President, First State

MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION
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February 1l4-. 1983

Mr. G.E. Warner

Directaor Labor Relations
Soo Line Railroad
Minneapolisa Minneasota

Dear Sir: DIRECTOR OF LAROR RELATIONS

I have enclosed for your inspection and use if possibles infor-—
mation obtained while BLE Local Chairmana Rock Island Railroad
during their bank ruptcy proceedings.

Please forward to interested people on your railroad and I hope
it may be of use in accquiring the portion of the Rock Island
Railroad that you Company has been bidding om.

I would appreciate your returning these copies when finished
with your inspection and use.

Yours Trulya

LY ~\_ 7 7
Dels Diltzor
Route 1 Box 73

Elkhart- Iowa 50073




IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION

In Proceedings for the Reorganization
Of a Railroad
Docket No. 75B2697

Before The
Interstate Commerce Commission
Docket No.

PLAN OF REORGANIZATION
FOR

CHICAGO, ROCK ISLAND AND PACIFIC RAILROAD COMPANY

Submitted by:

William M. Gibbons,

Trustee of the Property of
Chicago, Rock Island and Pacific
Railroad Company, Debtor

December 28, 1979 PRt 'FITITU/
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IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION

In the Matter of
[n Procecedings for the

CHICAGO, ROCK ISLAND AND Reorganization of a

)
)
)
PACIFIC RAILROAD COMPANY, ) Railroad
)
)

Nebtor. No. 75 B 2697

Plan of Reorganization Submitted by
William M. Gibbons
Trustee of the Property of the Debtor

Introduction

The Chicago, Rock Island and Pacific Railroad Company (the "Debtor")
commenced the present proceedings on March 17, 1975 to effect a reorganization
pursuant to Section 77 of the Bankruptey Act. The reorganization was the third for
the railroad which was originally chartered in 1847. The present reorganization
proceeding commenced in 1975 was necessitated by a combination of eircumstances
which ineluded the longest railroad merger battle in American history during which
the railroad suffered a deterioration of its physical plant, a decline in business, and
inability to raise capital to meet its eash requirements for continued operation.

The Trustee reversed the negative cash flow early in the reorganization
proceedings and continued the operations of the Debtor railroad through rigid cost
control and an improvement of revenues combined with state and shipper car and
track repair programs and limited government borrowings. Simultaneously, the
Trustee negotiated the leasing of rolling stock and locomotives to bolster the power
and car capacity of a deteriorating fleet.

Commeneing in April 1975, the Trustee sought prospective purchasers for
the entire system or for any of its segments in an effort to reduce the railroad's
size, Southern Pacific Railroad was the only railroad that demonstrated serious
interest in any acquisition, and a sale to it of the 965 mile Tucumecari-St. Louis via
Kansas City line for $57 million is pending before the Interstate Commerce
Commission (the "Commission") and the Court for approval.

Despite all of the Trustee's best efforts and the encouragement and support
of the railroad's shippers and many of the thirteen states in the central region of the
United States which the railroad serves on 7025 route miles, the railroad's
operations were seriously impaired in late 1978 and during 1979 due to the worst
winter in 100 years, doubled fuel prices, double digit inflation and a flattening
economy. On August 28th and 29th, 1979, the railroad was struck by the employees
of the Brotherhood of Railway and Airline Clerks (BRAC) and United Transportation
Union (UTU). Operations were conducted on a severely reduced level with
supervisory personnel as all union employees honored the picket lines.




Acting wupon its statutory authority, the Commission ordered directed
service over the railroad's system by another carrier (Kansas City Terminal Railway
Company) eommencing on October 5, 1979, upon the Commission's finding that the
railroad was cashless and unable to render service to the publie.

On October 10, 1979, the Court ordered the Trustee to file a plan of
reorganization for the Debtor whish would encompass a proposal for either total
liquidation, or alternatively, a partial liquidation of assets with the retention of a
potentially viable core as preliminarily identified by the Trustee,

This Plan is filed pursuant to the Court's mandate of October 10th.

Summary of the Trustee's Plan

The Plan provides that the existing corporate entity of the Chicago, Rock
Island and Pacific Railroad Company, with appropriate amendments to its articles of
incorporation and by-laws, will function as the Reorganized Company.

On the Consummation Date, the Reorganized Company will be vested with
title to all of the assets, claims and rights to which the Debtor or its Trustee holds
title, certain contracts and liabilities will be assumed, and ecash and securities of the
Reorganized Company will be distributed in full compensation for, satisfaction and
discharge of all Claims and interests, as classified, and in the order of priority
established in this Plan, or as shall be modified by the Court prior to its approval of
the Plan.

The Plan and its supporting exhibits must be examined for a full understand-
ing of the treatment of the various Claims and interests. In essence, however, the
Plan provides that the cash requirement for the treatment of certain Claims will be
satisfied by the liquidation of a substantial portion of the Non-Core assets of the
Debtor pursuant to the Asset Disposition Program which is presently under way by
the Trustee and which will be continued by the Reorganized Company. The Plan
also contemplates that a reduced railroad core system (the "Core") be retained by
the Reorganized Company as its Rail Operating Subsidiary, owning assets essential
to its operation, and assuming certain Administration Claims as classified and
treated under the Plan. All other Administration Claims (except those assumed by
the Core) and tax Claims will be compensated in full out of the proceeds of the
Asset Disposition Program, either in cash as shall be authorized prior to the
Consummation Date by the Court, or following the Consummation Date by the
redemption of non-interest bearing Certificates of Beneficial Interest which shall be
issued to claimants by the Reorganized Company at the Consummation Date.

The claims of the secured bondholders will be satisfied by non-interest
bearing Certificates of Beneficial Interest equal to 509% of their Claims issued at
the Consummation Date, and by the further issuance to them of New Class A
Preferred Stock of the Reorganized Company having first call on the liquidation of
the assets of the company and having a redemption value equal to 50% of their
claim. The New Class A Preferred Stock shall upon the Consutnmation Date be
entitled to elect a majority of the Board of Directors for the Reorganized Company.

Claims of unsecured creditors for the Pre-Bankruptey Period, (except for
tax claims) including the Claims of income debenture bondholders, will be satisfied




in full by the issuance to them at Consummation Date of non-interest bearing
Certificates of Beneficial Interest equal to 50% of their Claims and New Class B
Preferred Stock of the Reorganized Company having a redemption value equal- to
50% of their Claims.

The interests of the Stockholders will be satisfied by the issuance to them of
New Common Stoek of the Reorganized Company.

For the purpose of treatment of all Claims and interests under the Plan, the
assets of the Reorganized Company are valued at a total of $530.5 million. This
total includes a valuation of $220.6 million for the assets of the proposed Core
subsidiary (ICC basis net book values as of September 30, 1979) and $309.9 million
estimated as the net liquidation proceeds of the Non-Core Assets pursuant to the
Asset Disposition Program. The total Claims of creditors to be treated under this
Plan is estimated at $386.6 million but may be revised by any final settlement or
adjudication of Claims either prior to or following the Consummation Date. For the
reasons stated in Section 5 below, the Reorganized Company's equity cannot be
determined at this time. The Reorganized Company may have available to it under
the tax laws of the United States net operating carry forward losses estimated at
over $175 million. .

Any claim for labor protection may be adequately satisfied by the absorp-
tion,of labor into other railroad systems whieh have evidenced interest in an on- -
going operation of the Debtor's non-core rail properties. An estimate of any labor
protection will emerge from the Trustee's on-going negotiations with interested
railroads during January and February, 1980. _ Any claims by labor will be,

_determined and treated in modifications to the. Plan_prior_to Court's approval of the.
Plan. In the opinion of the Trustee, however, if a total liquidation of the Debtor's

assefs shall be approved and confirmed by the Court either under this Plan as
' modified or in any other plan which shall be confirmed, and no rail operations of the
Debtor's properties shall have been initiated by the Reorganized Company, in such

_event there would be no claim for labor protection against the estate of the Debtor
_or the Reorganized Company. .

The Trustee has concluded a study of a potentially viable Core. The results
of the study are described in Appendix "A" to the Plan. Supporting financial data
and work papers are separately bound as Appendix " * The Core is confined to the
Debtor's rail system in lowa with extensions to Chicago, Minneapolis, St. Paul,
Omaha and Kansas City which includes 1934 road miles or approximately 27.6% of
the present system.** The study indicates that the reduced system would operate
over lines having the highest density of traffic when compared to the existing
system and would employ a labor force of approximately 3200 or apprngmatelyjﬁ%‘_
of the present system's labor force. It canbe operated by the Trustee on an interim
basis and on Consummation Date by a rail subsidiary of the Reorganized Company at
a profit in its initial forecasted years of operation. It has favorable long term
prospeets as profitability increases in the forecast period and the reduced system
achieves greater equipment utilization and balanced traffic flow. The Core has the
ability to meet all of its expenses and fixed charges while substantially rebuilding its
physical plant out of its self generated earnings.

¥ Appendix "B accompanies the Plan and is filed with the Court. Copies will be
made available to interested parties only upon request.

** Commuter operations are not to be undertaken by the Core. Negotiations are on-
going for the sale of the commuter ‘properties to the Regional Transportation
Authority.

3




The attainable value of the Core as a rail operating subsidiary.of the
Reorganized Company depends, however, upon the ability of the Trustee to
commence interim operations over the Core on March 3, 1980, the deadline set. by
the Interstate Commerce Commission for the end of directed service. The Core's
earning potential as described in the Trustee's study and consequent on-going value
to the Reorganized Company may only be realized so long as the Core's integrity is
preserved for its operation as an integral unit. Fractionalization of the Core after
March 3rd to other railroads for interim serviee could result in a decision under this
Plan by its amendment to liquidate the separate Core parts for the account of the
Reorganized Company. The alternatives to fractional sales of the Core assets are:
(1) either an immediate sale of the Core as an integral unit to a single railroad
desirous of making such an acquisition, or (2) interim service by the Trustee pending
transfer of the Core to a rail subsidiary of the Reorganized Company. In the latter
event, the Reorganized Company would have the flexibility of either continuing the
rail operations of its subsidiary or liquidating its interest in that entity, An
extension of directed service on the Core for its operation as a unit may be in the
best public interest for a limited period after March 3, 1980 should additional time
be needed to accomplish either a sale of the integral Core and interim service by
the purchaser, or performance of interim service by the Trustee.

If the Trustee is to initiate service on the Core on the March 3rd cut-of f of
directed service, start-up capital of $20 million will be required (see Appendix "A"),
The only source of funding for such purpose would be under existing or emergency
lederal legislation with the Trustee to issue a certificate to the United States for
8ueh borrowing. The United States would acquire a first lien on all physical assets
of the Core. This borrowing would be the exclusive obligation of the Core subsidiary
of the Reorganized Company, repayable only out of the subsidiary's revenues from
operations and with no charge or burden against any other asset of the Debtor, its

Trustee or the Reorganized Company. The United States (Department of Transpor-
tation) may require a finding that the Core's assets and their potential earning
power would be adequate to satisfy the limited proposed borrowing and that the
public interest warrants the Core's operation in the Midwest rail system as a
subsidiary of the Reorganized Company. This borrowing when approved by the
Court would be treated as a Claim under the Plan. :

The Trustee recognizes that the settlement of a retroactive pay issue
aggregating an estimated $11 million must be reached with his employees before any
operation of the Core can be initiated by the Trustee. I[ the Plan as modified or
amended shall include the operation of the Core as a subsidiary of the Reorganized
Company, the Trustee proposes that the subsidiary shall pay the retroactive wages
exclusively out of its revenues to all employees entitled thereto at August 28, 1979,
under the formula established in the Core study. The obligation to pay retroactive

_bay, if any, shall be the exclusive obligation of the Core subsidiary of the

__Reorganized Company and shall not constitute a charge or claim against any other
-assets of the Debtor, its Trustee or the Reorganized Company. This obligation shall
not be incurred, however, if a Plan or any other plan presented shall have been
econfirmed which does not include operation of the Core by a subsidiary of the
Reorganized Company and the Core operations shall have been assumed partially or
totally by ofher railroads. This contingent obligation is not included in the total of
creditor Claims treated under this Plan.

The Trustee's Plan presents a flexible vehicle for reorganization encompass-
ing either total or partial liquidation of the properties of the Chicago, Rock Island
and Pacific Railroad Company. The direction which the proceedings will take shall
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be determined by the Commission and the Court following comments to be made by
public and private interests, at the earliest possible date preceding the Commission's

March 3rd directed service deadline.

SECTION 1
DEFINITIONS

For all purposes hereof, the foHowing terms will have the meanings
respectively set forth, unless a different meaning in a specific instance is clearly
required by the context:

1.1 "Administration Claims": all Claims pertaining to the administration or
operation of the Debtor's estate on and after March 17, 1975, or otherwise
determined by the Court to be properly classifiable as administration claims.

1.2 "Asset Disposition Proceeds": the net cash proceeds received by the
Reorganized Company as a result of the Asset Disposition Program, including,
without limitation, all proceeds received from the operation (including, without
limitation, lease) of the properties which are included within the Asset Disposition
Program prior to such disposition after deducting costs associated therewith,
proéeeds from earnings on or sale of notes, bonds or other consideration received by
the Reorganized Company upon such disposition or as a result of reinvestment of
such proceeds, and net cash or cash equivalents, including accrued interest thereon,
received by the Reorganized Company from the Trustee, whether on or after the
Consummation Date.

1.3 "Asset Disposition Program':  the program of the Trustee and the
Reorganized Company to dispose of real estate, coal, rail and other properties.

1.4 "Bankruptey Aect": the Bankruptey Statute of 1898 as amended to the
date of the filing of the Plan with the Court.

1.5 "Certificates of Beneficial Interest": the Certificates of Beneficial In-
terest of the Reorganized Company described in Section 4.3 of the Plan.

1.6 "Claim(s)": claims against the estate of the Debtor as defined in Section
77(b) of the Bankruptey Act.

1.7 "Claims for Equipment Rehabilitation": claims for repayment of funds
advanced under equipment rehabilitation sponsorship programs.

1.8 "Claims for Track Work": eclaims for funds advanced under track work
programs.

1.9 "Confirmation Date": the date fixed by order of the Court, as provided
in Section 77(e) of the Bankruptey Act, confirming the Plan.

1.10 "Consummation Date": the date on which legal title to the assets,
claims and rights of the Debtor and the Trustee will be vested in or transferred to
the Reorganized Company and the Rail Operating Subsidiary and the Reorganized
Company will commence issuing or reserving for issuance the securities to be issued
to creditors, claimants and the Stockholders of the Debtor as set forth in the Plan.




1.11 "Consummation of the Plan": the carrying out of all acts and proced-
ures contemplated by the Plan, commencing with the Confirmation Dates.

1.12 "Core": the railroad system deseribed in Appendix A hereto.

1.13 "Core Assets": all assets of the Core essential to operations of the
Rail Operating Subsidiary.

1.14 "Court": the United States District Court for the Northern District of
Mllinois having jurisdiction in the reorganization proceedings of the Debtor.

1.15 "Debtor":  Chicago, Rock Island and Pacific Railroad Company, a
corporation organized under the laws of Delaware, -in reorganization under Section
77 of the Bankruptey Act in Docket No. 75 B 2697, pending in the United States
District Court for the Northern District of llinois, Eastern Division.

1.16 "Equipment Obligations":  obligations secured by liens or encumb-
rances, in respect of equipment, including, but not limited to rolling stock under
purchase order agreements, equipments trusts, conditional sale contracts and
equipment leases or other similar agreements.

1.17 "New Common Stock™: the common stoek of the Reorganized Company
deseribed in Section 4.5 of the Plan.

»

1.18 "New Preferred Stock™: the new preferred stock of the Reorganized
Company described in Section 4.4 of the Plan.

1.19 "Non-Core Assets": all assets other than the Core Assets.

1.20 "Other Source Funds": any cash and cash equivalents available to the
Reorganized Company from any sources other than Asset Disposition Proceeds.

1.21 "Other Trustee's Certificates": Any Trustee's Certificate hereafter

issued.

1.22 "Plan" or Trustee's Plan": this Plan, filed with the Court by the
Trustee pursuant to Section 77(d) of the Bankruptey Act as it may from time to time
be amended, modified or supplemented prior to the Confirmation Date.

1.23 "Pre-Bankruptcy Period": the period prior to the filing on March 17,
1975 of the petition for reorganization of the Debtor.

1.24 "Rail Operating Subsidiary": a Subsidiary which is vested with the
Core Assets and shall operate the Core.

1.25 "Reorganized Company™: the corporation (the present Chicago, Rock
Island and Pacific Railroad Company with appropriate amendments to its articles of
incorporation and bylaws) which is vested with all assets of the Debtor and its
Trustee and which is the issuer of and obligor under the securities to be issued as
provided by the Plan,

1.26 "Secured Debt": indebtedness of the Debtor secured by the liens
provided for in the instruments referred to or otherwise deseribed in Exhibit 3.




1.27 "Six-Months' Claims": all Claims, if any, as to which preferential
treatment, as six-months creditors' claims, is claimed and as to which entitlement -
to priority status is established.

1.28 "Stockholder": the owner or owners at any time of the capital stock of
the Debtor.

1.29 "Subsidiaries": companies in which more than 50% of the outstanding
capital stock i1s owned by the Debtor's Trustee.

1.30 "Trustee" or "Debtor's Trustee": William M. Gibbons, as trustee, and
not individually, of the property of the Debtor and any person or persons appointed
or continued by the Court as successor to or in substitution of him or any of them.

1.31 "Trustee's Certificate due 1991": the debt instrument issued by the
Trustee pursuant to Order No. 63 of the Court.

1.32 "Trustee's Certificate due 1993": the debt instrument issued by the
Trustee pursuant to Order No. 162 of the Court.

1.33 "Trustee's Certificate due 1994": the debt instrument issued by the
Trustee pursuant to Order No. 204 of the Court.

>

1.34 "Trustee's Certificates": Any debt instrument issued by the Trustee
with the Court's authority pursuant to Section 77(c)(2) of the Bankruptey Act.

SECTION 2

CLASSIFICATION OF CLAIMS AND OF STOCKHOLDER INTERESTS

For the purposes of the Plan, the classification of Claims and of the
Stockholder interest in the Debtor is as follows, subject to such amendments
respecting such classification as may be directed by the Court.

2.1 Administration Claims

Class A: Claims in respect of costs and expenses incurred in connection
with the reorganization proceedings and the Plan, as may be allowed by the Court in
accordance with the provisions of Sections 77(¢) (2) and 77(c) (12) of the Bankruptey
Act.

~ Class B: Claims arising out of the Trustee's Certificate due 1991, including
the Claim of the United States as guarantor.

Class C: Claims arising out of the Trustee's Certificate due 1993, including
the Claim of the United States as guarantor.

Class D: Claims arising out of the Trustee's Certificate due 1994.
Class E: Claims arising out of Other Trustee's Certificates.

Class F: Claims arising out of the operation of the Debtor's estate on and
after March 17, 1975, as set forth in Exhibit 1.




Class G: Claims of state and local authorities for taxes and related charges .
applicable to the period subsequent to the filing of the petition for reorganization of
the Debtor as shown in Exhibit 2.

Class H: Claims of holders of Equipment Obligations.

Class I: Claims for Equipment Rehabilitation programs.

Class J: Claims for Track Work programs.

Class K: Claims for personal injury to or death of any individual and any
other Claims found by the Court to be entitled to treatment as Administration

Claims.

2.2 Pre-Bankruptey Claims

Class L: Unsecured Claims entitled to priority, if any, other than those of
the United States.

»

Class M: Claims of state and local authorities for taxes and related charges
which became legally due and owing in respect of the Pre-Bankruptey Period as
shown in Exhibit 2.

Class N: Claims of holders of Secured Debt, as described in Exhibit 3.

Class O: Claims, if any, applicable to the Pre-Bankruptcy Period, other
than Class M and N Claims, found by the Court to be secured.

Class P: Unsecured Claims of the United States, if any, entitled to priority.

Class Q: General unsecured Pre-Bankruptcy Period Claims as shown in
Exhibit 4 hereto.

Class R: Claim of the Stockholder, as such.
SECTION 3
DESCRIPTION OF THE REORGANIZED COMPANY

For the purposes of convenience, simplicity and economy in carrying out the
Plan and of continuity in the operations of the Debtor, the determination has been
made to continue the existence of the Debtor as the Reorganized Company and the
continued ownership of its Subsidiaries, one of which shall be the Rail Operating
Subsidiary. It is intended that the present consolidated group will continue in
existence with the Reorganized Company as the parent company. Dividend
restriction provisions will be ineluded in the articles of incorporation and by-laws of
the Reorganized Company and the Rail Operating Subsidiary prior to. Consummation
Date. With respect to the Reorganized Company, the restrictive provisions will
protect the redemption of the Certificates of Beneficial Interest and the New
Preferred Stock provided for in the Plan. The provisions with respect to the Rail
Operating Subsidiary will assure the adequate rehabilitation of the rail properties of
the Rail Operating Subsidiary as outlined in the Core study (Appendices "A" and "B")
and the payment by the subsidiary of obligations which it will assume.




Appropriate steps will be taken on or after Consummation Date to effect
the transition to the Reorganized Company. :

3.1 Capitalization of the Reorganized Company. The estimated equity cap-
italization of the Reorganized Company will consist of New Preferred Stock with o
stated value of $90.6 million and New Common Stock with a stated value of ‘$143.9
million.  The Reorganized Company will also issue Certificates of Beneficinl
Interest as provided in the Plan equivalent in value to $247.0 million. The Core
subsidiary will assume obligations of $49.0 million and its equity will be represented
by common stock owned by the Reorganized Company.

The maximum amount of New Preferred Stock, New Common Stock and
Certificates of Beneficial Interest to be issued in Consummation of the Plan will be
determined at the Consummation Date or thereafter as shall be ordered by the
Court.

3.2 Assets of the Reorganized Company. The Reorganized Company will be
deemed vested with, and the beneficial owner of, all assets and elaims of the Debtor
and the Trustee existing as of the Consummation Date. All cash or other property
held under instruments securing obligations of the Debtor, all collateral securing
obligations of the Debtor and all segregated or special deposits or funds of any type
held by the Debtor, by the Trustee, by The First National Bank of Chicago, as
Indénture Trustee, or by any other person or in the registry of the Court will be
delivered to the Reorganized Company on or as soon as practicable after the
Consummation Date, free and clear of all liens and encumbrances of any kind or
character, except as otherwise provided by order of the Court.

3.3 Discharge of Claims.  All obligations incurred by the Trustee and all
obligations of and Claims against the Debtor that are outstanding as of the
Consummation Date and not otherwise provided for in this Plan, will be discharged.

SECTION 4

DESCRIPTION OF SECURITIES TO BE ISSUED
BY THE REORGANIZED COMPANY

A distribution of ecash and securities of the Reorganized Company will be °
made and certain claims assumed by its Rail Operating Subsidiary in full satisfaction
and discharge of all Claims and Stockholder interests, as provided under Section 5 of
the Plan.

The securities to be issued by the Reorganized Company and the debt
instruments which will constitute obligations assumed by the Rail Operating
Subsidiary will have the following general terms and provisions, the speeific form
and terms thereof (including security instruments and other applicable instruments)
and the articles of incorporation (and other applicable corporate instruments) being
such as may be approved by the Court prior to the Consummation Date.

4.1 Trustee's Certificates due 1993 and 1994 and Other Trustee Certi-
ficates. The Trustee's Certificate due 1993, the Trustee's Certificate due 1994,
Other Trustee Certificates and all obligations relating to such certificates outstand-
ing at the Consummation Date will be assumed as obligations of the Rail Operating
Subsidiary only and will mature in accordance with their terms. Current interest




will continue to be paid as due and the principal as well as any acerued interest will
be paid at or before maturity.

4.2 Claims for Equipment Obligations, Equipment Rehabilitation and Track
Work, The Claims for Equipment Obligations, Equipment Rehabilitation and Track
Work will continue as obligations of the Rail Operating Subsidiary only (exeept for
those claims attributable to the non-core operations).

4.3 Certificates of Beneficial Interest. The Reorganized Company will is-
sue in denominations of $10, $100, $500, $1000 and integral multiples of $1,000, non-
interest bearing Certificates of Beneficial Interest in six series: A through F as
follows:

Class of Percent of
Certificates Claim Claim

Series A Classes B, F, G and K 100%
Series B Class L 100%
Series C Class M 100%
Series D Classes N and O 50%
Series E Class P 1009
Series F Class Q 50%

The Certificates of Beneficial Interest will be payable pro rata and in alphabetical
order of priority out of the Asset Disposition Proceeds and the Other Source Funds.

4.4 Preferred Stock. The Reorganized Company's articles of incorporation
will authorize two classes of New Preferred Stock A and B. The two classes of
Preferred Stock will be identical except that Class A will have preferential
redemption, liquidation and voting rights as provided in Subsections (b), (d) and (e)
below. The New Preferred Stock will have the following char‘actenstlcq rights and
privileges, among others:

(a) No dividends will be payable or will accrue on the New Preferred
Stock;

(b) The Class A New Preferred Stock will be redeemed in whole or in part
at such time(s) as the Series D Certificates of Beneficial Interest
become payable. Redemption shall be made out of the Asset Dispo-
sition Proceeds and the Other Source FFunds in an amount equal to that
payable with respect to Series D Certificates of Beneficial Interest.

The Class B New Preferred Stock will be redeemed in whole or in part
at such time(s) as the Series F Certificates of Beneficial Interest
become payable. Redemption shall be made out of the Asset Dispo-
sition Proceeds and the Other Source Funds in an amount equal to that
payable with respect to Series D Certificates of Beneficial Interest.

The New Preferred Stock will not have a par value but will have a
stated value. The Class A New Preferred Stock will have a liquidation
preference and liquidation value equal to the liquidation preference
and liquidation value of the Series D Certificates of Beneficial
Interest. The Class B New. Preferred Stock will have a liquidation




preference and liquidation value equal to the liquidation preference

and liquidation value of the Series F Certificates of Beneficial
Interest;

The Class A New Preferred Stock will have the right to elect a
majority (six members) of the Board of Directors of the Reorganized
Company until the mandatory redemptions required by Subsection (b)
have been completed hereof., Thereafter the Class B New Preferred
Stock will have the right to elect a majority (six members) of the
Board of Dircectors of the Reorganized Company until the mandatory
redemptions required by Subsection (¢) have been completed. The
Board of Directors shall thereafter be elected by the New Common
Stock.

(f) The New Preferred Stock will be convertible on a share-for-share basis
at anytime into the New Common Stock at the option of the holder,

4.5 New Common Stock. The Reorganized Company's articles of incorpor-
ation will authorize one class of New Common Stock,

SECTION 5
TREATMENT OF CLAIMS AND OF STOCKHOLDER INTERESTS

‘ The treatment of Claims and Stockholder interests will be as
set forth in this Section 5, as recapitulated in the Summary of Exhibits (p- 19). For
the purpose of such treatment, the assets of the Debtor (property dealt with by the
Plan) are valued at a total of $530.5 million, This includes a valuation of $220.6
million for the assets of the Core subsidiary (ICC basis net book values at September
30, 1979) and $309.9 million estimated as the net liquidation proceeds of the Non-
Core Assets pursuant to the Asset Disposition Program which is presently under way
by the Trustee. The total Claims of creditors are estimated at $386.6 million but
may be revised by updated information and by their final settlement or adjudication
either prior to or following the Consummation Date. No accurate computation of
the Reorganized Company's equity can be made at this time since it will be affected
by various indeterminate factors such as the final results of the Asset Disposition
Program, the final determination of Claims, the costs to the estate of directed
service, and expenses incidental to the maintenance and preservation of the Non-
Core Assets prior to their disposition.

L}
5.1 Class A: Claims for Costs of Administration.. These Claims will be paid
in cash as provided by order of the Court.

5.2 Class B: Trustee's Certificate due 1991. This Claim will be satisfied
both as to principal and any accrued interest by the issuance of one Series A
Certificate of Beneficial Interest in a principal amount equal to 100% of the Claim.

5.3 Class C: Trustee's Certificate due 1993. The Rail Operating Subsidiary
will assume the obligation of the Trustee's Certificate due 1993 and all obligations
relating thereto as set forth in Section 4.1.

5.4 Class D: Trustee's Certificate due 1994. The Rail Operating Subsidiary
will assume the obligation of the Trustee's Certificate due 1994 and all obligations
relating thereto as set forth in Section 4.1.




5.5 Class E: Other Trustee's Certificates. Thé Rail Operating Subsidiary-
will be obligated on the Other Trustee's Certificates and all obligations relating
thereto as sct forth in Section 4.1,

5.6 Class F: Claims for Costs of Operation. These Claims will be satisfied
in cash as shall be authorized by the Court prior to the Consummation Date, or upon
the Consummation Date by the issuance of Series A Certificates of Beneficinl
Interest in a principal nimount equal to 100% of the Claims. Any remainder of less
than $10 of this amount which eannot be satisfied by issuance of Series A Certi
ficates will be cancelled, except that, if such remainder is $5 or more, it will be
satisfied by issuance of one $10 Series A Certificate.

5.7 Class G: State and Local Property Taxes. These Claims including any
pecrued interest will be satisfied in cash as shall be authorized by the Court prior to
the Consummation Date, or upon the Consummation Date by the issuance of Series
A Certificates of Beneficial Interest in a principal amount equal to 100% of the
Claims. Any remainder of less than $10 of this amount which cannot be satisfied by
issuance of Series A Certificates will be cancelled, except that if such remainder is
$5 or more, it will be satisfied by issuance of one $10 Series A Certificate.

5.8 Class H: Equipment Obligations. The Rail Operating Subsidiary will be
obligated on the Equipment Obligations as set forth in Section 4,2,

5.9 Class I: Claims for Equipment Rehabilitation. The Rail Operating Sub-
sidiary will be obligated in respect to the Claims for Equipment Rehabilitation as
set forth in Section 4.2 (except for those obligations attributable to the Trustee's
non-core operations which are treated as Class F Claims).

5.10 Class J: Claims for Track Work: The Rail Operating Subsidiary will be
obligated in respect to the Claims for Track Work as set forth in Section 4.2 (except
for those obligations attributable to the Trustee's non-core operations which are
treated as Class F Claims).

5.11 Class K: Other Administration Claims. These Claims will be satisfied
in cash as shall be authorized by the Court prior to Consummation Date, or upon the
Consummation Date by the issuance of Series A Certificates of Beneficial Interest
in & principal amount equal to 100% of the Claims. Any remainder of less than $10
of this amount which cannot be satisfied by issuance of Series A Certificates will be
cancelled except that if such remainder is $5 or more, it will be satisfied by
issuance of one $10 Series A Certificate.

5.12 Class L: Unsecured Pre-Bankruptey Claims Entitled to Priority These
Claims will be satisfied by the issuance of Series B Certificates of Beneficial
Interest in a principal amount equal to 100% of the Claims. Any remainder of less
than $10 of this amount which cannot be satisfied by issuance of Series B
Certificates will be ®ancelled except that, if such remainder is $5 or more, it will be
satisfied by issuance of one $10 Series B Certificate.

5.13 Class M: State and Local Property Taxes. These Claims including any
acerued interest will be satisfied by the issuance of Series C Certificates of
Beneficial Interest in a principal amount equal to 100% of the Claims. Any
remainder of less than $10 of this amount which eannot be satisfied by issuance of
Series C Certificates will be cancelled except that, if such remainder is $5 or more,
it will be satisfied by issuance of one $10 Series C Certificate of Beneficial Interest.
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5.14 Class N: Secured Debt. These Claims including principal and any
acerued interest will be satisfied by the issuance of Series D Certificates of
Beneficial Interest in a principal amount equal to 50% of the Claims and by the
issuance of Class A New Preferred Stock having a redemption value equal to 50% of
the Claims. With respect to the issuance of Certificates hereunder, any remainder
of less than $10 of this amount which cannot be satisfied by issuance of Series D
Certificates will be cancelled except that, if such remainder is $5 or more, it will be
satisfied by issuance of one $10 Series D Certificate.

5.15 Class O: Other Secured Claims. These Claims will be treated in the
same manner as Class N Claims.

5.16 Class P: Unsecured Priority Claims of United States. These Claims
will be satisfied by the issuance of Series E Certificates of Beneficial Interest in a
principal amount equal to 100% of the Claims.. Any remainder of less than $10 of
Series E Certificates will be cancelled except that, if such remainder is $5 or more,
it will be satisfied by issuance of one $10 Series E Certificate.

5.17 Class Q: General Unsecured Pre-Bankruptcy Period Claims. These
Claims will be satisfied by the issuance of Series F Certificates of Beneficial
Interest in a principal amount equal to 50% of the Claims and by issuance of Class B
New Preferred Stock having a redemption value equal to 50% of the Claims. With
respect to the issuance of Certificates hereunder, any remainder of less than $10 of
this amount which cannot be satisfied by issuance of Series F Certificates will be
cancelled except that, if such remainder is $5 or more, it will be satisfied by
issuance of one $10 Series F Certificate.

5.18 Class R: Stockholders of Debtor. The Stockholders interest will be
treated by New Common Stock to be issued and delivered on the Consummation
Date.

SECTION 6
EXECUTORY CONTRACTS

6.1 ~Assumption of Certain Executory Contracts. Certain executory con-
tracts, described in an exhibit which will be filed with the Court prior to its
approval of this Plan, will be assumed by the Reorganized Company or by the Rail
Operating Subsidiary subject in each instance to the terms and conditions, if any, of
any affirmance by the Trustee.

6.2 Treatment of other Executory Contracts. In accordance with the
provisions of Section 77(b) of the Bankruptey Act, all executory contracts of the
Debtor, with the exception of those assumed in accordance with Section 6.1 of the
Plan, are rejected as of the date of filing of the petition for reorganization by the
Debtor.

SECTION 7

RESERVATION OF CLAIMS

All claims in favor of the Debtor and the Trustee not settled or determined
prior to the Consummation Date will be assumed and enforced by the Reorganized
Company. Any Claim against the Debtor or the Trustee included in a class provided




for in the Plan, which was not finally settled or adjudicated prior to the
Consummation date and which is thereafter settled, determined, or adjudicated .to
be valid, will participate under the Plan in the same manner as if it had been finally
adjudicated or otherwise liquidated prior to the Consummation Date. The obligation
of the Reorganized Company to such claimants will be limited to their participation
under the Plan. Such Claims against the Debtor or the Trustee will be defended,
settled or compromised by the Reorganized Company as determined by its Board of
Directors, subject to the continuing jurisdiction of the Court. Obligations which
result from any such actions and which are not treated in the Plan will be
obligations of the Reorganized Company.

SECTION 8
MANAGEMENT

8.1 Board of Directors. The Board of Directors will consist of eleven
members as chosen from among the classes of new shareholders as indicated below.

No. of
Directors

*

Class A New Preferred Stock...... MBI PR DO e (e
Class B New Preferred Stock
New Common StoCK..ceeeveenes . R . RY IAd N L N = e

Total 11

The Court will on the Consummation Date select eleven directors in the
above proportions from nominations submitted on behalf of the Class A New
Preferred Stock by The First National Bank of Chicago, as Indenture Trustece
of the Debtor's First Mortgage dated January 1, 1950, joined by the Intervenor
Crown Interests; on behalf of the Class B New Preferred Stock by Continental
Ilinois National Bank and Trust Company of Chicago, as Indenture Trustee of
the Indenture dated March 1, 1955, joined by the Intervenor Crown Interests; and on
behalf of the New Common Stock by the Debtor's Board of Directors.

Until the Series D Certifiecates of Beneficial Interest have been paid, the
directors of the Board shall following the Consummation Date continue to be chosen
from among the new classes of shareholders as set forth in the above table. When
such Certificates have been paid the directors of the Board shall be chosen from
among the classes of new shareholders as follows:

No. of
Directors

Class B New Preferred Stock
New Common Stock
Total




Until the Series F Certificates of Beneficial Interest have been paid the directors of
the Board shall continue to be chosen in this manner. Upon the payment of such
Certificates the directors of the Board shall be chosen by the holders of the New
Common Stock.

8.2 Board Committees. The Reorganized Company's by-laws will provide
for standing committees of the Board of Directors.

8.3 Officers and Staff. The principal officers of the Reorganized Company
will be full-time employees of the company, drawing their compensation from, and
devoting their business energies to the Reorganized Company.

The staff of the Trustee will be available for employment with the
Reorganized Company to assure no interruption of operations on the Consummation
Date.

SECTION 9

PAYMENT OF EXPENSES AND OTHER ALLOWANCES

Prior to the Consummation Date, expenses of the Debtor's estate and
allowances to the Trustee, his attorney and experts, and all other expenses of
Consummation of the Plan, will continue to be paid in cash in the manner heretofore
followed for payment of such expenses and compensation. All final expenses and
allowances as may be allowed by the Court in accordance with the provisions of
Sections 77(e) (2) and 77(c) (12) of the Bankruptey Act will be paid by the
Reorganized Company as provided by order of the Court.

SECTION 10
EXECUTION OF THE PLAN

10.1 Confirmation of the Plan. After approval by the Court of all pro-
visions of the Plan, it will be submitted for acceptance or rejection in accordance
with Section 77(e) of the Bankruptey Aect to the claimants in each class whose
Claims (whether liquidated or unliquidated) have been filed and not disallowed,
except that no such submission shall be made to the claimants in those classes found
not entitled to vote by the Commission and affirmed by the Court.

If the Court finds that the Plan has been accepted in accordance with
Section 77(e) of the Bankruptey Act, or if the Court does not so find, the Trustee
will request the entry by the Court of supplemental orders confirming the Plan and
directing it to be consummated.

With respect to any class of claimants which is affected by and does not
accept the Plan by the two-thirds majority in amount required by Section 77(e) of
the Bankruptey Act, adequate provision for fair and equitable treatment for the
interests or Claims of the members of such class will be provided in the order of the
Court confirming the Plan in accordance with the provisions of Seetion 77(e).




10.2  Reservation and issuance of securities. At the Consummation Date,
the Reorganized Company will reserve for issuance, in accordance wth the terms of -
the Plan, the maximum amounts of securities required to be issued by the
Reorganized Company in accordance with such terms. Issuance and delivery of such
securities will take place, from time to time, as soon as practicable after the
Consummation Date upon the determination of the aggregate amount of Claims in
the affected classes which are to receive such securities of the Reorganized
Company. With respect to those securities which will be issued to elaimants based
upon the amount of the Claim, those securities will be issued on the Consummation
Date to those claimants whose Claims have been finally adjudicated or otherwise
determined and, from time to time thereafter to those claimants whose Claims are
thereafter finally adjudicated or otherwise determined.

10.3  Consummation of the Plan. Upon entry by the Court of the order
confirming the Plan, the Debtor will have the full power and authority to and will
put into effect and thus carry out the Plan and the orders of the Court relative
thereto, under and subject to the provision and control of the Court, the laws of any
state or the decision or order of any state authority to the contrary notwithstanding.
In the Consummation of the Plan and putting it into effect, the Trustee will act for
the Debtor and the Reorganized Company until relieved of such funections by the
Court. Following entry by the Court of the order confirming the Plan, the Trustee
will take all steps as promptly as possible to complete the Consummation of the
Plan and generally to wind up the reorganization proceedings. The Trustee will have
full power and authority to take any and all steps deemed necessary or appropriate
to effectuate or consummate the Plan, including, subject to the approval of the
Court, sale of the assets of the Debtor and its Trustee or such other action as may
be considered necessary or appropriate, to insure that all eash required for purposes
of consummation of the Plan will be available when required. Subject to the terms
of the Plan, and any applicable provisions of law, and the approval of the Court, the
Trustee will determine provisions, covenants and terms to be omitted, added,
changed, retained or substituted in the articles of incorporation and the by-laws of
the Reorganized Company and the Rail Operating Subsidiary, all indentures,
instruments and documents relating to securities to be issued in accordance with the
Plan and all other papers, certificates and other instruments of whatever nature
necessary or deemed by the Trustee appropriate to the Consummation of the Plan
and any of the provisions thereof; and the Trustee will determine all forms,
instructions, letters of transmittal and similar instruments to be employed in
carrying out distributions under the Plan.

10.4  Employment of agents, ete. In the Consummation of the Plan, the
Trustee may employ such agents, transfer agents, registrars, trustees, depositaries,
serip agents, accountants, attorneys and others as he may deem necessary or
desirable. The Trustee may from time to time delegate to others any power or
discretion conferred upon him by the Plan.

10.5 Retention of jurisdiction by Court. The Court will retain jurisdiction
over the assets dealt with by the Plan, and over any persons appearing in the
reorganization proceedings, for the purposes of: determining any claims asserted by
or against the Debtor or the Trustee; construing any order or the Plan; and carrying
out and giving effect to any and all provisions of the Plan and the orders confirming
the Plan, fixing terms of Consummation of the Plan and entering the final decree.
The Court may cure any defeet, supply any omission or reconcile any inconsistency




in such manner or to such extent as may be necessary or expedient in order to carry
out the Plan effectively. On the Consummation Date, the reorganization proceed-
ings will be terminated, and a final decrce will be entered by the Court pursuant to
Section 77(f) of the Bankruptcy Act discharging the Trustee and making such
provisions as may be equitable, by way of injunction or otherwise, closing the case
subject to the reservation of jurisdiction by the Court as provided in the Plan.

SECTION 11
MISCELLANEOUS

11.1  Property to be transferred free and clear of Claims. = The property
dealt with by the Plan, when transferred and conveyed to the Reorganized Company
and the Rail Operating Subsidiary, shall be free and clear of all claims of the Debtor, its
creditors and Stockholders and all other persons, unless otherwise specifically
provided in the Plan, and the Debtor will be discharged from its debts and liabilities.
The Court may require the Trustee, the Debtor, the trustees under any instruments
securing an obligation of the Debtor, any mortgagee and all other proper and
necessary parties, to make such transfers, releases or conveyances, and may require
the Debtor to join in any such transfer, release or conveyance made by the Trustee,
as may be necessary or expedient in the Consummation of the Plan.

»

11.2 Giving of notice. Whenever notice is to be given under the Plan, the
Court will designate the time within which, the persons to whom, and the form and
manner in which, such notice will be given. All such notices, unless otherwise
specified, will be given by the Trustee.

11.3 Statement or explanation not warranty or representation. No state-
ment or explanation contained in the Plan is to be considered as a warranty or
representation or as a condition of acceptance of the Plan. Exeept with approval of
the Court, no defeet or error in the Plan will release any person accepting the Plan
or affect or release any aceeptance thereof or any action taken pursuant thereto.

11.4 Classification conditional on confirmation of Plan. The classification
of claimants in the Plan and all statements contained in the Plan as to such
classification are conditioned upon the approval and confirmation of the Plan. If the
Plan is not approved or, if approved, is not confirmed, such classification and the
proposed treatment will not be binding upon the Debtor or the Trustee and will be
without prejudice to the rights of any third party in interest and of the Trustee; and
no statement contained in the Plan will be deemed to be an admission as to the
relative rights or interests of any claimant.

11.5 Books, Files, ete. The property to be transferred to the Reorganized
Company and the Rail Operating Subsidiary under the Plan will include all books,
files, records and other papers of the Debtor and the Trustee.

11.6 Issuance of securities. Upon entry of an order confirming the Plan, the
Court will, without further proceedings, grant authority for the issuance of
securities and the assumption of obligations to the extent contemplated by the Plan.
The provisions of Title I and of Section 5 of the Securities Act of 1933, as amended,
will not apply to the issuance, sale or exchange of the securities issued pursuant to
the Plan.

11.7 Table of contents and section headings not controlling. The table of
contents and the section headings contained in the Plan are for convenience only and
will not control or affect the meaning or interpretation of the Plan or any of its
provisions.
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Trustee of the Property of
Chicago, Rock Island and. Pacific
Railroad Company, Debtor




SUMMARY OF EXHIBITS*
CLASSIFICATION OF CLAIMS AND OF STOCKHOLDER INTERESTS
Estimated to September 30, 1979
Estimated

Supporting Estimated Estimated Total Treatment of Claims
Description Exhibit Liability Interest Claims and Interests

Administration Claims

Claims for Costs of Reorganization . . 200,000 200,000 To be paid as provided by
order of the Court,
Trustee's Certificate due 1991 . . , 17,319,682 332,817 17,652,499 Series A Certificate of
Beneficial Interest.
Trustee's Certificate due 1993 . . . . . 20,250,310 911,351 21,161,661 To be an obligation
of the Core
Trustee's Certificate due 1994 . . . . . 1,780,000 6,138 1,786,138 To be an obligation
of the Core.
- To be an obligation
of the Core.
Claims for Costs of Operation . . it 113,896,054 113,896,054 Series A Certificates of
of Beneficial Interest,
State and Local Taxes - Property . . . 11,447,000 3,245,000 14,692,000 Series A Certificates of
of Beneficial Interest.
Equipment Obligations .. . . . . . . . 6,244,460 - 6,244,460 To be an obligation
. of the Core.
Claims for Equipment Rehabilitation . . 9,029,867 9,029,867 To be an obligation
of thé Core.
Claims for Track Work . . . . . 10,810,548 10,810,546 To be an obligation
of the Core.
Other Administration Claims . . . . . (Unknown) Series A Certificates of
of Beneficial Interest.

Other Trustee's Certificates

Pre-Bankruptcy Claims

Unsecured P)Nannkruplcy Claims
Entitled to Priority . . . . . . . . (None) Series B Certificates of
Beneficial Interest.
State and Local Taxes - Property . . . A 6,650,000 3,274,000 9,924,000 Series C Certificates of
Beneficial Interest.
SecuredDebt . . & . + v + s 5 sla 50,124,028 9,355,617 59,479,645 Series D Certificates of
Beneficial Interest and
New Class A Preferred
Stock.
Other Secured Claims . . . . . . . . (Unknown) Series D Certificates of
Beneficial Interest and
New Class A Prelerred
Stock.
Unsecured Claims of U.S. Govt, —
BRORIty 5 et sae WS Series E Certificates of
: Beneficial Interest.
General Unsecured Pre-Bankruptey
PerfodClaims . . . « « s &« s ¢ & 121,761,746 121,761,746 Series F Certificates of
Beneficial Interest and
New Class B Preferred
Stock.
Stockholders of Debtor . - ST ok @ New Common Stock

$369,513,693 $17,124,923  $386,638 616

* The figures stated in this Summary and in Exhibits | through 4 are based on the best information presently available to the Trustee.
He reserves the right to revise any figures as to which new information becomes available.

**Claims in these Classes attributable to the Trustee's non-core operation will upon adjustment be included in Class F Claims.




CLAIMS FOR COSTS OF OPERATION
Estimated to September 30, 1979

Accounts payable - Interline .
Wages .
Vouchers :
Unvouchered invoices . .
Payroll taxes, withholding and other deductlons :
Miscellaneous and unpaid drafts
Accrued Accounts Payable:

Car repairs : .

Destroyed foreign eqmpment and Wreck related expense .

Material purchased but not invoiced .

Joint facilities . 4. 4k

Association expenses

Agents drafts - utilities, ete.

Destroyed leased equipment

Per diem mileage and other equ1pment hlre costs

Accrued freight revenues payable .

Casualty losses . :

Employees vacation llablhty 1

Miscellaneous 3

Prepaid freight charges

Other current liabilities .

Accounts payable to affiliated compames

Pension and welfare liability . .

Deferred railroad per diem . .

Retained percentage due contractors

Deferred FRA claim payments ‘

Unusued portion of cash advanced from the Cotton Belt

Exhibit 1
Class F

$ 8,100,267
4,475,205
1,584,281

24,545,171
1,887,847
198,720

5,600,000
5,400,000
1,300,000
4,600,000

200,000
300,000
300,000
8,142,593
649,651
25,902,909
14,103,420
285,952
2,733,667
205,000
286,094
899,245
904,418
8,946
250,000

1,032,968

$113,896,054




State
Arkensas
Colorado
Mllinois
lowa
Kansas
Louisiana
Minnesota
Missouri
Nebraska
Oklahoma
New Mexico
Tennessee

Texas

ESTIMATED STATE AND LOCAL PROPERTY TAXES
Estimated to September 30, 1979
(Dollars in Thousands)

Class M

(Pre Bankruptcy)

Interest *

Total

Class G

Interest *

Total

$ 403
198
1,130
1,684
879
109
171
454

36

61
30

770

$ 143

67

30
14

240

$ 546
265
1,660
2,702
1,303
155
248
712

50

91
44

1,010

(Post Bankruptcy)

$ 175
194

546

» 1,500
3,101
113
1,138

1,561

B3 -
45

1,059

$

18
11

223

210
229
714
2,082
3,953
138
1,271
2,081
180
2,413
83

56

1,282

Totals  $6,650

$3,274

$9,924

$11,447

$3,245

$14,692

* The interest calculations are estimates based on the aver
in the various states.

age interest rates used by major taxing entities




Exhibit 3
Class N

SECURED DEBT
Estimated to September 30, 1979

Principal Interest Total

First Mortgage Bonds'"), Series A, 2-7/8% Fixed, Due 1980  $32,739,000 $4,549,4122§§ $37,388,412
First Mortgage Bonds, Series C, 5-1/2% Fixed, Due 1983 14,798,000 3,865,977 18,663,977
Note Payable, Small Business Administration secured by

pledge of First Mortgage Bonds, Series G, Due 1993 305,000 15,250 320,250
Note Payable, Union Pacific Railroad Company secured by "

pledge of First Mortgage Bonds, Series I, Due 2004 2,282,028 924,978 3,207,006

Total . . . . . $50,324.028 $9,355,617 $59,479,645

(1) The First National Bank of Chicago,

Indenture Trustee.
(2) Motion for Declaratory Relief by the Indenture
Trustee seeking the accrual of additional inter-
est is pending before the Court.




Exhibit 4
Class @

SCHEDULE OF TIMELY-FILED (1) GENERAL UNSECURED
PRE-BANKRUPTCY PERIOD CLAIMS PARTICIPATING IN
PROOFS OF CLAIM PROGRAM

Estimated
Net Net Claimed
Claimed Amount
Description Amount (2)X3) in Dispute

Material & Services $ 21,511,905 $
Interline Freight Claims 1,172,135 34,842
Shipper Loss & Damage 3,370,697 332,740

Interline Overcharge 358,534 14,930

Shipper Overcharge Claims 1,693,253 -

Personal Injuries (4) 24,993,220 23,677,563
Property Damage 4,363,652 1,680,127
Taxes-State 238,072 -
Taxes-Local 128,917 38,396 .
Federal Taxes 2,486,390 3,083
Interline Switching 877,865 =
Per Diem & Mileage 2,634,475 1,326,054
Private Car Line Mileage 672,520 =
AAR Car & Trailer Repair 6,543,741

Junction Settlements 80,370

Income Bonds 50,636,000 =

TOTALS $121,761,746 (5) $27,160,247

Late filed claims are not shown on this schedule.

The category Net Claimed Amount is adjusted to eliminate certain foreign
Claims (Canadian) that were satisfied, Claims voluntarily or involuntarily
withdrawn, certain duplicative Claims, and certain guarantee Claims where
disaffirmance of a contingent liability is deemed to result in no liability for
damages.

Excludes any interest claimed,

These claims were not afforded a cost of administration status at the
March 17, 1975 filing date of these reorganization proceedings and were
included as general unsecured claims under the proofs of claim program
approved by the Court. The Bankruptcy Reform Act of 1978 now expressly
affords such claims cost of administration standing. The Trustee will
initiate a petition for the Court's instruction relative to the final classifica-
tion of these claims.

Includes $19,663,906 Class L Claims which the Trustee does not acknowl-
edge as being entitled to priority. Six Months' Claims are included in Class
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APPENDIX "A"

TRUSTEE'S CORE STUDY

1

INTRODUCTION

Line segment studies by the Trustee and Peat, Marwick Mitchell and Com-
pany ("PMM") had been in progress at the date the Interstate Commerce Commission
("ICC") ordered directed service. The objective was to determine the identity, if
possible, of a viable core within the Debtor's ("Rock Island") system. Time and
financial constraints rendered completion of the studies unfeasible and PMM as the
Court's independent witness was ordered to confine its study to the Core which the
Trustee on October 10, 1979 had preliminarily identified as having the greatest
earnings potential.

Among the factors that went into the selectioh' of the Core were:

»

. Traffic density
Unsatisfied demand
Rehabilitation costs
Previous studies of other lines and cores
Industrial development potential
Divisions of revenue
‘Major traffie corridors

One of the major problems involved in the operation of the entire Rock
Island system has been a lack of sufficient overall traffic density. The higher
density lines subsidized the lower density segments. The Core minimizes this
problem by including most of the highest density segments. For example, the
Chicago to Quad Cities (Moline, East Moline, Rock Island and Davenport) segment
handles approximately 20 million gross tons per mile ("GTM") annually. Conversely,

the lines south of Herington handle only 13 million GTM and the Denver line handles
only about 7 million GTM.

Of additional importance is the fact that the tonnage flows on the Core are
more evenly balanced than they are on the non-Core lines. The most unfavorable
imbalance on the Core occurs north of Des Moines where approximately 57 percent
of the tonnage moves south with only 43 percent moving north. The non-Core lines
have a much greater imbalance. For example, south of El Reno 70 percent of the
tonnage moves south versus only 30 percent northbound. This imbalance significant-
ly increases costs by creating crew imbalances and poor utilization of locomotives.

Also of importance is the high volume of unsatisfied demand on the Core.
There exists in the Core territory a large demand for jumbo covered hoppers,
gondolas, fifty foot boxecars and flat cars. Because of equipment shortages in the
Core, the Trustee has never been able to fully satisfy customer demands. The Core
was chosen with the objective of maximizing the earnings of the equipment
presently allocated to the non-Core lines, i.e., this equipment will be used to satisfy
the unfulfilled demand on the Core and thus increase its traffie density. The Core
concentrates its assets to the maximum extent possible thereby increasing density
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and exploiting economies of scale.

The selection of this Core maximizes the return on each rehabilitation
dollar considering the fact that 47 percent of the entire 1978 revenue is generated
in the operation of 27.5 percent of the system's route miles.

Previous studies made of the Rock Island system had a significant influence
on the determination of the Core. These studies indicated that a core railroad
which included the lines to Houston and Denver in addition to the present Core
would barely break even under the most optimistic assumptions. The reasons for
This lack of profitability included insufficient freed up equipment to increase
significantly traffic density, continued imbalance of traffic flows and a high
rehabilitation cost relative to the level of traffic.

While the factors discussed above played the dominant role in the selection
of the Core, other factors were pertinent. The industrial development potential of
the Quad Cities area, Des Moines and along the Illinois River were an important
consideration. While this territory has not generated the publicity and does not have
the climatic advantages of the "Sunbelt" area, nonetheless it has shown impressive
growth over the last few years, Y

Another consideration was the revenue division north of Kansas City on
through movements. Divisions on grain are significantly higher north of Kansas City
thap they are to the south. The northern carrier earns more revenue per mile than
the carrier which handles grain south of Kansas City. This same disparity does not
exist on merchandise traffic, divisional arrangements slightly favoring the southern
carrier. In the aggregate, however, given the dominance of grain moving over
Kansas City, the balance in divisional arrangements favors the Core.

Lastly, the Core includes three major traffic corridors:
= Chicago to Omaha.

= Chicago to Kansas City
- Twin Cities to Kansas City.

Large volumes of traffic flow over each of these corridors annually giving
the Core an important opportunity to compete for this business.

II
THE STUDY ANALYSIS

A. Desecription of the Core

The Core consists of the following lines as shown in Exhibit "A":

= Chicago to Omaha.

—Twin Cities to Kansas City.

- Bureau to Peoria.

-_.Major branch lines in lowa, Minnesota, Kansas, and Illinois.

Certain lines in the territory served by the Core have been omitted primarily
because the traffic level is not high enough to justify the rehabilitation cost. Lines
that have been excluded from the Core for this reason are:
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- Cedar Falls to Manly.
Columbus Junction to Centerville.
Pella to Keokuk.
Certain small branch lines.

The Core consists of 1,934 miles of road or 28 pereent of the present 7025
route mile Rock Island system. The mileage is broken down as follows:

Solely-owned miles of road

Trackage rights miles of road 180

Jointly-owned miles of road v, 20
Total 1,934

1,695

Revenue Forecast

The revenues and expenses of the Core were analyzed and profit and loss
statements prepared as shown in Exhibit "E",

The methodology used a base period, 1978, adjusted to Core operations in
1980 and to forecasted levels for 1985. The base year 1978 is the most recent year
for which a full year's traffic data are available. All revenues and expenses in
Exhibit "E" are expressed in 1978 dollars. :

This method used to develop the base year carload, revenue, and.density
data is one that the Trustee has used extensively in prior line analysis studies and in
the preparation of testimony for ICC hearings on the sale of the Tucumecari and St.
Louis lines to the Southern Pacifie. The first step involves the segmentation of the
1978 traffic data into a number of homogeneous traffic flows. In this study the
Rock Island system was divided into 26 segments, 18 of which are on the Core. The
flows between each of these segments were sorted into over 100 reports which
showed for each movement: origin and destination city and state, commodity, on
and off junctions, origin and destination railroads, total revenue, Rock Island
revehue, tonnage, carloads, transit and TOFC plan indicators. (see p. 45)

The second step was a review of each movement by the Regional Sales
Managers ("RSM") to determine whether it would be kept by the Core and, if so, how
much would be retained and over which gateway. A copy of the instructions given
to the RSM's is included as Exhibit "B" (consisting of 12 pages). Each RSM evaluated
the traffic which originated in his territory. In cases where the consignee controlled
the routing the destination RSM was consulted.

All the decisions made by the RSM's were reviewed by the Trustee's General
Sales Manager ("GSM"). He checked for consistency, completeness and coding
errors, and initialed his review.

The third step was to compute the divisions over the Core gateways. This
was necessary since the Core is substantially smaller than the present Rock Island
system and will make greater use of the Kansas City and Omaha gateways as
opposed to Tucumecari and Denver. The revised divisions were calculated by the
Trustee's Pricing Department personnel and this information was then processed to
produce the revenues of the Core.

The fourth step was the demand traffic analysis process. It was necessary
for two reasons. First, there has been a substantial unfulfilled demand on the Core
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due to car shortages. Second, the non-Core portions of the Rock Island system load
a significant number of freight cars which the Core will no longer be obligated to
furnish. The equipment freed from the non-Core lines would be used to satisfy the
demand on the Core and for off-line pools in which the Core would participate.

The demand and potential uses for this equipment were developed through
an equipment pool questionnaire. Each RSM was asked to estimate:

- the number of cars bad order in each pool assignment.

= the continued need for such an assignment.

- the potential added traffic that could be developed if more cars were
assigned.
the desirability of establishing new pools not presently existing.

For each new or added car assignment the RSM showed the potential origins
and destinations, commodity, route information and an estimated annual volume of
carloads. The Pricing Department took this information and when necessary
developed the Core revenue. The demand traffic analysis produced an additional
45399 carloads a year which were added to the previous retained traffic data base to
determine the total number of carloads for 1980, :

§ The 1985 traffic level is based on a forecast prepared by PMM as part of the
study of the Core it is conducting for the Court. The PMM forecast is based on U.S.
Government OBERS Projections which are produced by the Bureau of Economic
Analysis (BEA) of the U.S. Department of Commerce and the Economic Research
Service (ERS) of the U.S. Department of Agriculture, PMM has estimated that the
base level retained traffic will increase 21 per cent by 1985 and the demand analysis
traffic will increase 8 per-cent. The Trustee used these projections without
modification.

Both PMM and the Trustee made one addition to the 1985 traffic level.
Beginning in 1982, a new coal-burning electric utility will begin operation -on the
Core near Muscatine, lowa. The traffic level in 1985 was increased by 14,286 cars
as a result of this new plant. Both PMM and Trustee agree that the traffiec volume
of this plant should be added to the normal coal growth contained in the base
projection.

The table below compares the carloads and freight revenue of the 1978 Rock
Island system with the Core in 1980 and 1985. The revenue shown is that used in the
ICC Quarterly Commodity Statistics (QCS) which are reported on a quarterly and
annual basis. The freight revenue shown on the income statements (Exhibit PEN -is
lower because certain expenses such as absorbed switching and piggyback pickup and
delivery charges are deducted from the QCS revenue to conform with ICC income
statement reporting requirements. All revenue and expense figures used in this
study are expressed in 1978 dollars. No attempt was made to use current dollars
since this would require forecasts not only of changes in operating costs but also in
freight rates.




Comparison of Carloads and Freight Revenue

Rock Island
System Core
1978 1980 1985

Carloads 715,301 415,115 : 509,282

QCS Revenue $381,844,989 $177,883,340 $217,048,866

Revenue Per Car $ 534 $ 429 $ 426

In 1980 the Core will retain 58 per cent of the carloads handled in 1978 and
47 per cent of the revenue. The revenue retention is lower because the average haul
decreases from 410 miles in 1978 to 282 miles in 1980. By 1985 the carloads will
increase by 94,167 to 509,282. This is an annual growth rate of 4.17 per cent. By
1985 Core freight revenue will be $217,048,866, an increase over 1980 of
$39,165,526 or 22 per cent. This produces an annual growth rate of 4.06 per cent.

The table below shows the traffic density for the Core in 1978, 1980, and
1985. For all segments except Des Moines to Council Bluffs there is a decrease in
density. for T980 reflecting the diversion of traffic away from the Core but all cases

the density in 1985 exceeds 1978 levels, in some cnses by a very significant margin.
Lthe Des Moines-Council Bluffs sepment does not show a decrease in 1980 because
the RSM's expecled to divert tonnage aver this ganteway in lieu of other gnteways,

Gross Ton Miles for Major Segments

(000)

1978

Chicago-Silvis 22,580
Des Moines-Council Bluffs 8746

es Momes-towa ralls S
Trenton-Kansas Cit 13,632

C. Equipment Requirements

The table below compares the present freight car and locomotive fleets with
the Core requirements in 1980 and 1985. Exhibit "C" provides a summary of the
freight car requirements by car type.

Present ;
Fleet Core Fleet
1978 1980 1985

Freight Cars 205139 23,609 17,146
Road Locomotives 463 166 157
Switeh Locomotives 143 69 69




The freight car fleet of the Core will decline from 23,609 cars in 1980 to
17,146 cars at the end of 1985. The Core will assume all of the freight car leases of
the Trustee. In the early years of operation, this results in a sizeable surplus of
equipment that is not needed for loading on the Core or for assignment to off-line
pools. This surplus equipment will either be used by those carriers who take over
the non-Core lines and who are expected to have a significant demand for equipment
or it will be used in the general freight car fleet. In the pro forma income
statements it has been assumed that these cars will generate their normal per diem
revenue, This is a conservative assumption because the rapid escalation of new
freight car prices has made it possible to sublease used freight cars at rates that are
above their per diem earnings.

The decline in the freight car fleet from 1980 to 1985 reflects both the
expiration of leases during this period and the attrition rate of cars due to age and
unrepairable damage. By the end of 1985, over 50 percent of current freight car
leases will have expired which causes a significant reduction in the fleet sizo. The
annual attrition rate is expected to be 2.5 percent. :

The large number of lease expirations results in shortages of certain types
of cars during the period. By the end of 1985 the Core will have to acquire 3,356
cars, primarily small and jumbo covered hoppers to satisfy the demand for on-line
loadings. The study assumed that these cars will be leased rather than purchased,
Exhibit "D" shows the type and quantity of cars that will be needed in 1985.

D. Operating Plan

The operating plan of the Core was based on the traffic projections
discussed previously. When the traffic projections are summarized, the outputs
include estimates of the number of loaded and empty cars, gross tons, and gross ton
miles over each subdivision. Using these data, each segment of the Core was
analyzed to determine the number of through trains and the level of local and yard
services required to handle that volume. Through train requirements were based
upon an optimum train size of 75 cars in most instances, with the maximum train
length over each segment varying according to siding capacities, frequency of meets
required and other operating conditions.

Train running times were based upon track conditions that will exist at the
commencement of Core operations with improvements to be made over a S-year
period consistent with the track upgrading program. For all main-line segments
except between Peoria and Bureau there are at least two trains a day in each
direction.

Locomotive requirements were based upon a horsepower per ton ratio of 1.0
over all segments except Silvis to Council Bluffs where a ratio of 1.5 was used.
These are conservative H.P./T ratios based upon our plan to operate basically a 40
MPH railroad with the most efficient practicable fuel usage. In each case where
application of the desired HP/T ratio produced a fractional number of units over .3,
the next higher whole number of units was utilized in determining power require-
ments. Excess units required to cover units in shop were estimated based in part on
the layover time available in cach eyele. ;




Yard service requirements were based upon significant changes inblocking *
permitted by the restructuring of the Rock Island system. It is apparent that the
compact Core permits a substantial reduction in yards at which blocking must be
performed while simultaneously allowing more efficient blocking with a consequent
reduction in delays to traffic at intermediate terminals.

The number of locomotives required for yard and local services was based
on the requirements to handle the anticipated volume of traffic plus an adequate
surplus to cover units in shop. The Core includes a number of locations which
require one-trick switch engine service detracting from efficient locomotive
utilization but necessary for adequate service. 1

Transportation expense estimates were developed using cost factors and
ratios developed from the Trustee's responsibility accounting system applied to the
predicted units of production, such as train miles and switch engine hours.
Detailed yard studies were made at Des Moines, Silvis, and Blue Island. Core
station clerical expense was assumed constant at the 1978 level.

»

E. Rehabilitation Requirements

Rehabilitation expenses fall into three major categories:

Track - $ 91.5 million
Freight Cars - 8.5 million
Locomotives - 25.3 million

$125.3 million

1 Engineering

The rehabilitation requirements for the track structure and the normal-
ized maintenance expenditures shown in the income statements are based on
certain key assumptions:

Mainlines will be operated at 40 MPH. (50 MPH Chicago - Omaha)

Branch lines will be operated at 25 MPH.

Tie life is at estimated - 35 years.

Rail life is at estimated - 60 years.

925% of the yard tracks will not be necessary because of reduced blocking
' requirements,

Double track will be eliminated wherever possible.

Given these assumptions, the normal track maintenance program must
first be treated. The reason for this is that a defective tie or rail that is replaced
as part of normal maintenance will last its standard lifetime and reduce the
amount of work that must be done under a rehabilitation program. One cannot be
treated without the other.




The annual track maintenance program is designed to accomplish the
following:

Install 175,000 cross ties.

Install 160,000 cubic yards of ballast.

Install 60 new turnouts per year.

Install 36 miles of new welded rail per year,

Cascade at least an additional 70 miles of relay and second-hand rail per
year.

Maintain signals, control weeds, etc,

The normalized maintenance budget of $24.4 million provides for all of
the above-mentioned work on an annual basis and thus will take care of a
substantial portion of the deferred maintenance. The Trustee estimates that $4
million per year of the normal maintenance program will be applied to rehabilita-
tion work.

The total rehabilitation estimate for the Core is $91.5 million. Of this,
approximately $19.6 million will be included in the normal track maintenance
program. The balance of $71.9 million will be expended in special programs. The
major components of this program are:

Tie, surfacing, and rehabilitation-mainline: $42.0 million
Yard Rehabilitation: 1i;. o TR
Rail laying: 8.6 "
Second-hand rail recovery: 22l
Total $71.9 million

During the five-year rehabilitation period, segments which now include
two main tracks will be reduced to single track with adequate siding and auxiliary
trackage. No plans have been made for modififying the existing segments of CTC
(Centralized Train Control) other than is necessary for the conversion from double
to single track. Several segments of non-Core track are equipped with CTC and
depending upon the final disposition of such segments it may be possible to use that
material for additional CTC installations on the Core.

2. Mechanical

As in the case of engineering, the normal mechanical budget relative to
the rehabilitation of freight cars and locomotives must first be treated. This
annual budget includes: repair of an estimated 675 heavy bad order cars (generated
in the first year); 14 locomotive heavy overhauls per year; and the day-to-day
running and light bad order repairs. The annual budget reduces from $35.0 million
in 1980 to $27.5 million in 1985, reflecting the effect of the track rehabilitation
program on derailments and accident damages as well as the reduetion in the size
of the car fleet. The budget is geared to a level that should preclude the freight
car heavy bad order ratio from exceeding 5 percent.

Normal locomotive repairs and the heavy overhauls will be handled at
the Silvis shop. The out-of-service rate should not exceed 12 percent.
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As part of the rehabilitation program, an estimated 1375 currently bad
order freight cars will be repaired. The estimated cost of these repairs is $8.5
million based upon the repairs being done at the Little Rock and El Reno facilities.
Should this work be done elsewhere, adjustments to cost may be made.

The locomotive rehabilitation program involves the rebuilding of 42
switch engines and 41 road units at a cost of $25.3 million. This work will be
performed at the Silvis locomotive shops.

F. Labor

The Core will employ 3209 employes of which 437 will be management
personnel and 2772 contract. This does not include labor for rehabilitation
programs which may require several hundred additional people.

If the Core is operated as the Rail Operating Subsidiary of the
Reorganized Company as provided under the Trustee's Plan, the Core will pay the
retroactive wage increases estimated to be $11 millidbn as hereinafter deseribed.
The Core, however, cannot bear the burden of these payments at the onset of

operations since it will be utilizing its internally generated funds to eliminate
critical slow orders and to begin the rehabilitation programs so as to enable the
Core to reach its earning potential.

The Trustee therefore proposes that the Core pay the retroactive wages

based on the following formula. No payments will be made for the first twenty-

four months of operation. Commencing with the twenty-filth month, in any month
where the net income before taxes exceeds $500,000 (ICC accounting basis), the

Core will apply earnings in excess of $500,000 and up to a maximum monthly
payment of $500,000 in reduction of the estimated $11 million retroactivity, No
interest shall be payable with respect to retroactivity. Based on the earnings
projections for the Core, this formula could result in the complete payment of the

retroactive wages, by the end of the fifth year.

11

RESULTS OF THE STUDY

The study reaches the conclusion that the Core js viable, projecting a
net income of $6.7 million and a cash flow of $18.7 million in 1980. In 1985, the
net income will be $27.3 million and the cash flow is $38.5 million. Exhibit "E" is
the pro forma income statement for the years 1980 and 1985. The notes and work
papers supporting the income statements are included in Volumes I and II of
separately bound Appendix "B". Time constraints have prevented the preparation
of income statements for the intervening years 1981-1984 but it is expected that
they will reflect profitability. These will be developed at a later date but will not
affect the results.

In 1980, the net income is derived principally from per diem earnings.
The net revenue from operations is only $3.1 million and the Net Railway
Operating Income is $21 million. This latter figure reflects the excess of per diem
earnings over the lease expense of the freight car fleet. ‘
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By 1985, the character of the Core changes substantially. Operating
revenues inerease by $38 million, or 20 percent. Operating expenses increase only
$2.8 million, or 1.6 percent. The Net Revenue from Operations, however, increases
from $2.8 million to $39.3 million. The decline in the freight car fleet caused by
lease expirations and attrition coupled with the need to lease new equipment at
current market prices reduces significantly the influence of off line per diem

earnings as net income. The Core in 1985 generates substantially all of its income
from operations.

The following major assumptions were used in the development of the
income statement,

- All revenue and expense figures are expressed in constant 1978 dollars.

- Passenger revenues, expenses, grants and subsidies have been ineluded
because of the difficulty of separating certain joint costs. This does
not affect the income statement because the passenger service oper-
ates at a break-even level.

All present Rock Island system freight car leases will be assumed by the
Core.

The Core will pay property taxes on all Core properties,

The Southern Pacific will own and operate Armourdale Yard at Kansas
City. The Core will be a tenant of the SP.

The earnings from the affiliated companies as shown in the 1978 R-1
Statement have been included in "Earnings of Affiliated Companies".

Trustee's Certificates due 1993 and 1994 have been assumed as obliga-

tions of the Core and their debt service is included in fixed charges.
Debt service on the $17.3 million in the Trustee's Certificate due 1991
for track work is not included since that obligation is not assumed by
the Core as is discussed in more detail in the Trustee's Plan.

No provision is made for debt serviee on any start-up capital reduire-
ment,

No provision is made for labor protection since no significant claim is
anticipated relative to the Core's operations. (The Trustee's Plan
addresses labor protection in its Introduction at Page 3).

No provision is made for the payment of retroactive wages that may be
due certain employees, Retroactivity, if any, will be paid according to
the formula discussed earlier. '

The total rehabilitation expense is estimated at $125.3 million. Of this
total, $19.6 million will be spent over the first five years as part of the normal
engineering expenses. The balance must be either generated internally or provided
from an outside source. In 1980, the study indicates a cash flow of $18.7 and in
1985, $38.5 million, It is reasonable to expect that the rehabilitation program can
be funded from the internally generated cash flow within the forecast period.

Due to revenue lag, the Core will require funds for start-up costs. This
is estimated to be $20 million which will cover five weeks of operation.

# & #
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EXHIBIT "B"

Page 1 of 12 Pages

TRUSTEE'S CORE STUDY
TRAFFIC DIVERSION ANALYSIS

REGIONAL SALES MANAGERS' INSTRUCTIONS
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Page 2 of 12 pages

PREFACE

The instructions contained in this booklet must be studied and followed
meticulously so that the information and evaluations will be accurate, complete,

consistent and suitable for submission to the Federal District Court.
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TABLE OF CONTENTS

I - Introduction

1T - Diversion Coding Instruction
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Page 5 of 12 pages
operating requirements, provide the fundamental data for the budgetary process .
and create and operating plan. Mechanical and Engineering will also use the results
of the analysis to develop their projected activities. The information will also be

used in developing the financial statements and equipment requirements.

II - DIVERSION CODING INSTRUCTIONS

All instructions must be strietly followed to insure complete and proper data

compilation. Since your diversion decision will be keypunched directly from the

evaluation report, legibility is paramount. Sample of the evaluation report format

is attached as Exhibit III.
For all diverted movements, the following items must be completed:
l. Reason Code - Determine the reason for the diversion from the list
i provided in Exhibit TI. For records which are subject to a diversion, enter

the appropriate two-digit reason code, i.e., 01-99, to the right of the word
CODE on the sequence number line. The Standardized Merger Informatio
n System allows flexibility in the assignment of reason codes, The system
has the capability of assigning unique reason codes for any diversion
analysis. If the person performing the evaluation deems; that a condition
merits a new reason, the associated code must be approved and assigned.
Diversion Code - Determine the degree of diversion based on the codes
listed in Exhibit II. Immediately to the right of the reason code and to the
left of the sequence number, enter the appropriate one-letter diversion
code.
Rte. Information - Enter on the sequence number line directly under the
appropriate route heading any changes in the route. The route changes
must be coded in accordance with the Rule 260 Junction and Railroad
abbreviations which will be furnished separately.

4. R.S.M. Initials - Any diversion or route change must be initialed by the
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On October 10, the Federal District Court ordered the Trustee to prepare a plan of

reorganization. This study will form the cornerstone in the evaluation being made
to determine the viability of the core system proposed by the Trustee on October
10. Exhibit I is a map which defines the lines and facilities encompassed by the
proposed core system.
For the purposes of your evaluation, assume the following dispositions with
regard to noncore lines:
Tucumeari to St. Louis - Sale to the Southern Pacific

Denver - Colorado Springs to Council Bluffs and McFarland - Sale to the

Id

DRGW
Lines llerington and South - to be sold to undefined third parties or
abandoned.
Portions of the core may be operated by the states or local short-line operators.
The lines which are included in this category are:
Stations between Columbus Junction and Centerville
Pella to Keokuk
Vinton to Manly
Assume the following operating conditions:
. Main through routes to be maintained at at least a 40-MPH standard
(Class 3).
Branches and feeder routes to be maintained at at least a 25-MPH
standard (Class 2).
. Yard to be maintained at at least a 10-MPH standard (Class‘l).
This evaluation is based on the total 1978 Freight Revenue Settlement File,
The results of your analysis will be used to determine the traffic composition of

the residual ROCK. The information will then be used by Operations to project
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party making the evaluation to comply with ICC Ex Prte 282 Railroad
Consolidation Procedure. Enter your initials to the right of the the
number of miles (MLS).

Upon completion of each individual's review of the particular report, the

checkoff procedure form should be filled out (Exhibit IV), All participants must

sign each checkoff form. The checkoff form is located at the beginning of the

report. When all individuals have signed the form, the report will then be approved

by a designated traffic officer.
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EXHIBIT II
DIVERSION REASON CRITERIA AND PERCENTAGE LOSS
Regional Sales Managers' Evaluation of Traffic
Affected by SP Proposal 1/3/77
If routing is changed but ROCK is retained in portion of route:

Reason Code, Reason

Origin Routing Control

Destination Routing Control

Potential Single Line Haul

Improved Car Supply

Creation of New Interchange Junctions
Loss of Transit Control

Increased Solicitation

Corporate Routing Control

Improved Service

If routing is changed but ROCK is complete out of: route:

22 Origin Routing Control

23 Destination Routing Control

24 Potential Single Line Haul

25 Improved Car Supply

26 Creation of New Interchange Junctions
27 Loss of Transit Control

28 Increased Solicitation

29 Corporate Routing Control

30 Improved Service

Diversion
__Code Percentage Lost

A 100% Loss

B 15% Loss
50% Loss
25% Loss

0% Loss




Reason Code

02

03

EXHIBIT "B"
Page 9 of 12 pages
EXHIBIT II (Continued)

DIVERSION REASONING

__Reason

Origin Routing Control
Destination Routing Control

There is more opportunity to influence traffic if the shipper or
receiver routing the traffic is located on the study lines or at
Tocal station on study lines.

Traffic originating on one of the study lines can be influenced
more easily than terminating traffic.

Both originating and terminating traffic can be influenced more
easily than overhead traffic.

Traffic originating or terminating on other roads at points served
by one of the study lines would be subject to such solicitation if
the industry is also served by one of the study lines and to a
lesser degree if the industry is only reached through reciprocal

switching.

Potential Single Line Haul

When geographic location of origin and destination station or
interchange points would create a single line haul for one of the
study lines. ;s

Improved Car Supply

Availability of equipment, particularly of specialized equipment
would aid solicitation in some instances.

Creation of New Interchange Junctions

The loss of traffic can be greater when a new interchange junction
becomes available to the study line, making other carriers
accessible to study line.

Loss of Transit Control

Can be effected by study line no longer serving station or station
can be a rate break point and also served by both study lines.

Increased Solicitation

111 have greater budget for large sales force than
ine.

Study 1in§ Wi ]
Y

other stu




Reason Code

EXHIBIT "B"
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EXHIBIT II (Continued)

5P

Reason

Corporate Routing Control

Some shippers follow the practice of dividing traffic on a
pro-rata basis among lines serving a specific plant, while others
allocate revenue on a regional or national basis. These policies
could result in changes in the amount of traffic handled under
control with the advent of an additional carrier to a station or
region.

Improved Service

Primary consideration should be whether improved service to the
shipper would permit the traffic to be solicited for a longer haul
over the study Tine.
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RESIONAL SALES MAMAGERS EVALUATION OF TRAFFIC AFFECTED 3Y POTeNTIAL TRULTEE®'S CORE :TUCY ‘Nc

RzPORT JJU INTERLINED FORWARDEUL TRAFFIL D1VvERSIIN ZONELI—ZONEDR

T3T AL

O~IGIN TERMNATNG TR COMM ORGN RECD REED DELD  JELD TERM FHELIGAT
CITY CITY ST GROUP COMMODITY ROAD JUNCT <OAD JNCT  <OAD <0AD Cawr3 TRL®S RZVE wue

GOOOLAND

CODE .

SOJOLAND

CobDE "— -

SOO0DLAND

CODE

©O0DLAND

CODE

GCODLAND

CCDE

KANJORADO

CO0E ~

LEVANT

CU0E

 NORTON

CODE™ o

PHILL1PSB

E80E b=

LASALLE Co 0¢

SEQUENCE 4JJ000091)

MONFORT CG 02

SEQUENCE 444003092

BENICIA cA 25

SEQUENCE 4440000493

JOHNSTOWN CO 07

SEQUENCE 4J4J00GO94

LASALLE €0 oOe

SEQUENCE 4JJ405J095

MINNEQUA CO 25

SEQUENCE ﬁ‘JDDﬁGﬁa

HOAG NE 14

SEQUENCE 444000097

MINNEGUA CO 25

SEQUENCE 4JJD00D%2

PUEBLO Co 25

SEQUENCE 4JJBU00WA

50,475

EXHIBIT I IS SAMPLE ONLY OF A COMPUTER RUNOFF SHEET. \‘_ e

A
-

/—-————_‘ —t
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Checkoff Procedure

REVIEWED BY: COMMENTS

APPROVED BY:




SUMMARY OF FREIGHT CAR REQUIREMENTS

Car Type

40' Box
50' Box
Eq. Box
Small Cov. Hop.

Jumbo Cov. Hop.

Insul. Box

Gons (under 61"
Gons (over 61")
Eq. Gonds

Open Hoppers
Spec. Hoppers

Flats-Gen. Serv.
Flats-Multi-Lev.

Flats-TOFC
Flats-Spec.
Other

No. of Cars

EXHIBIT "C"




Car Type

Small Covered Hoppers
Jumbo Covered Hoppers
Insulated Box Cars
Flats - Multi-Level
Flats - Special Service

Freight Car Acquisition Program

EXHIBIT "D"
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CORE INCOME STATEMENT
- 1978 DOLLARS
(000's)

1980 1985
Revenue Cars , 509,282
Revenue Per Car - QCS 429 426

Operating Revenues

Freight $ 168,621 205,958
Passenger 5,0U2 5,042
Switching 4,427 4, 427
Demurrage . 2,799 ' f 3,352
Grants and Subsidies 5,109 5,109
Other 843 1,030

Total $ 186,811 $ 224,918

Operating Expenses

Engineering 12,888 12,575
Mechanical 34,962 27,486

Operations:
Transportation 48,071 50,434
Diesel Fuel 12,496 15,626
Joint Facilities 3,715 4,512
Loss and Damage 3,234 3,615
Operating Staff 4,655 4,692
FGN Car Hire 1/ 21,227 “wedfdl
Subtotal Operations  $ 93,458 $ 102,510
Marketing 6,071 6,071
Finance 54313 5,794
General - Staff 11,108 12,049
Depreciation 10,631 9,776
The Little Rock - -
Passenger Service 8,017 8,017
Other 1,314 11326
Total 182,762 185,604

Net Revenue From Operations 3,079

Railway Tax Accruals 1,035

1/ Incl. Pvt. Mileage & TTX Cars




CORE INCOME STATEMENT
- 1978 DOLLARS
(000's)

1980

Rents

Time/Mileage Receivable (59,034)
Trailer Per Diem (1,919)
Trailer Leases 2,091
Freight Car Leases 33550
Locomotives Leases 5,184
Joint Facility and Other 1,066

Total $ (19,062)

Net Railway Operating Income
Scrap Sales
Other Income and (Expenses) Net
z ¥
Fixed Charges

Income Before Programs

Engineering Programs

Mechanical Programs

Other Programs

Program Advances, Billings, etc.
Income After Programs

Earnings of Affiliated Companies

Income Before Effect of
Capitalized Leases

Effect of Capitalized Leases

Net Income

EXHIBIT "E"

Page 2 of 2 pages

1985

(43,923)

(84)
1,264
35,118
4,829
1,066

(1,730)

40,009
=
S

(504)

39,505
(11,471)

(1,425)

27,290
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February 10, 1983

a8 D. M. Cavanaugh

FROM: J. D. Darling oy

RE: Routes to Kansas City

There are a number of possible routes between the Twin Cities
and Kansas City, but generally the routes operated by a
single carrier are representative, with routes comprised of
segments from several carriers offering no significant
alternatives in terms of route mileage.

The basic possiblities, with mileages from the Rand McNally
Railroad Atlas, are:

RI 483 miles via Albert Lea, Mason City and Des Moines.

538 miles wvia Waseca, Albert Lea, Mason City,
Marshalltown, Des Moines and Leavenworth.

567 miles via Mankato and Omaha.

648 miles via La Crosse, Savanna, Davenport and
Ottumwa.

BN 664 miles via Wilmar and Lincoln,

BN 680 miles via La Crosse, Galesburg and Quincy.

As can be seen, the Rock Island route is significantly shorter
than any other route with the next two shortest routes also
controlled by the CNW. The two CNW routes also involve MP
trackage rights the CNW may not be able to offer without MP
concurrence.

JDD/ jmz

Attachments




APPENDIX F
MAP 10

BN, MILW and CNW/ROCK Mainline Trackage
Between the Twin Cities and Kansas City
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Saqo Line Railroad Company @i )

Date Feb. 10, 1983

o: J. D. Darling

From: G Hs Barker 7‘%//‘

Please note and return.

X For your information.
Please reply directly to attached.
Please give me your recommendations.
Please draft reply for my signature.
Please handle.
Would like to discuss with you.
Proposed draft attached for your review

and suggestions.

Comments?




Minneapolis - February 7, 1983

File:
1109M

G. H. Barker
C. W. Sanborn

Rock Island Study

This report is a result of my inspection trip of the former Rock Island
Railroad mechanical facilities between Northfield, MN and Kansas City, MO,

I left Minneapolis at approximately 1:00 P.M. on Tuesday, January 25th and
traveled to Northfield, MN where I inspected our mechanical facility on the
former MN&S Railroad.

From Northfield, I drove to Albert Lea, MN and inspected the CNW and RI
facilities. It appeared that the CNW had the major facility in this area and
that while there was a small yard and depot, I did not see any mechanical
facilities even though I heard that the CNW fuels locomotives at Albert Lea.

L then headed southwest from Albert Lea on Highway 69 and onto Highway 9 to
Esterville, IA. In route, I went through Thompson and Armstrong, Iowa both of
which had large grain elevators with capacities far greater than those I have
seen in the Dakota's.

I arrived in Esterville after dark but was able to locate and inspect the
mechanical facility. There is a two stall enginehouse in fair condition. Two
Ci'¥ locomotives were running on the ready track. It did not appear that the
enginehouse was being utilized for locomotives.

There was a heated enginemen's locker and ready room and also a 50 ft. box car
which was being used to store freight car parts. I noted several new
couplers, yokes and draft gears on a platform outside the storage car. Tanks
for fuel storage for the locomotives were alsoc in the area. In general, the
area looked well kept and in good condition. All buildings had CNW property
signs attached as well as no trespassing signs. There was no one working so I
could not get out of my car and inspect closer.

It appeared that carmen were working this point because of the well kept
condition of the repair track, but I could be wrong as the Mechanical people
at Iowa Falls, I learned later, had been layed off January 1, 1983. It could
be that the area is serviced by a CNW road truck crew from a point such as
Albert Lea or Fort Dodge, Iowa, which is on the CNW.

lovked over the yard at Esterville as best I could and found it good sigze
with many stored hopper cars of CNW & RI ownership.
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From Esteville, I traveled south on Highway 4 to Emmetburg where I crossed the
Milwaukee Road tracks. From there, I headed east on Highway 18, paralleling
the Milwaukee tracks goting that there were large elevators at every town in
route. I tied up at Mason City, Iowa that evening.

On Wednesday morning,

Falls, I went to the ¥y

duty that I was from t e and wanted to look around and asked if they
They both agreed to do so.

where their main line runs east and west. They do not
move out on the Esterville branch from Iowa City because of the poor condition
of the track. They do drop a road switcher from Des Moines at Iowa Falls once
each week which does weighfreight work north. This locomotive is inspected by
the engine crew each day prior to their going to work and is changed weekly.
They also told me that there had been a mechanic in charge and a helper to do
the work of all crafts at Iowa Falls up until January 1, 1983, when they were
furloughed.

Inspection showed a 50 foot box car which had been used to store car parts and
supplies just east of the yard office. The set up was very similar to the one
at Esterville except I did not see a Yard Office near the mechanical buildings
at Esterville. There is also a turntable at Iowa Falls which they said was
inoperative and required an estimated $50,000 in repairs. A two stall
enginehouse was also in the area. This was not being heated nor used. It
looked in fair condition but I was not able to inspect the interior. An old
roundhouse which was being leased to an outside party was between the yard
office and engine house. The general condition of the Property was fair to
good. I learned later that both the Esterville and Iowa Falls enginehouses had
pits but also had dirt floors.

I traveled south on Highway 65 from Iowa Falls to Des Moines where I inspected
the former RI yard and mechanical facilities. There was a diesel house and
storehouse building as well as a yard office. There was considerable activity
going on. There were approximately 20 CNW locomotives in the immediate area.
From there, I drove to a suburb of Des Moines called Avon Lake to look at a
possible site which the Soo Line might use for switching and yarding trains for
interchange in the Deg Moines area. This was as a result of a request by Dave
Nelson that I looked this area over for a possible mechanical site. There is a
large grain terminal at this area called Agri-Industries, who have their own
fleet of cars and their own car repair shop. They also do contract repairs for
railroads and private owners. They had several heavily damaged RI cars which
had beer dumped on the ground near their shop and when questioned, they stated
they had purchased these cars from the RI and were rebuilding them for their
own fleet.
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I toured the contract shop before heading south again on Highway 65 to Trenton,
MO. At Trenton, I inspected the yard and plant facilities. There is an
enginehouse similar to those at Esterville and Iowa Falls, but it seemed more
run down and looked as though it hadn't been used in quite some time. There
was a fleet of 6 to 8 engineering trucks parked across the yard from the
enginehouse. There seems to be a lot of engineering activity everywhere on the
Rock Island.

Behind the enginehouse there is a large fuel tank which looks the size of our
200,000 gal. tanks and a main line fueling station across the yard from the
tank.

There does not appear to be any mechanical employees and I learned later, after
talking to two brakemen that are furloughed from the RI, that it has been years
since any carmen have been employeed at Trenton. A road truck had come out of
Kansas City to repair any cars defective, which were set out for repairs.

There is room to estabilsh a rip track near the enginehouse and the track lay
out is good for this. There are no buildings however.

At the south end of the yard, there is a double main line on which the CNW has
stored CNW DF box. I was told the track could hold 230 cars and the track was
fulils

Later that night, I drove from Trenton to Kansas City and tied up. The next
morning I drove to the rail yards at Kansas City and drove around the KCS,
Milwaukee, etc. yard who would have to switch cars and make up trains if we
were to run on the Rock Island. It appeared that most of the Kansas City rail
yard for all railroads were located in one general area, which was quite
impressive as the system looked very efficient. It also appeared that there
was -a lot of activity going on.

I left Kansas City at approximately 9:00 A.M. on Thursday for Minneapolis.
While driving, I decided that I wanted to take another look at Des Moines and
the plant facilities.

I was beginning to feel that mechanical facilities were far inadequate in

comparison to the portion of the railroad on which we would be asked to
maintain locomotives and freight cars.

I was not able to determine which percentage of the business would be retained
on the Rock Island if it were seperated from the CNW and their business, but as
it looked, we would have to maintain about 30 locomotives or more on the Rock
Island if our business returned to what it had been 6 or 7 years ago. In
addition, we would have main line business between Kansas City and

Minneapolis. It appeared to me that the cost of moving as much power as need
to Minneapolis for maintenance would put a burden on both Mechanical and
Transportation. There is also the bottle neck at Humboldt bringing the units
to Shoreham.
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I arrived at Des Moines at lunch time and went to the CNW diesel shop (former
RI) and asked the man in the office if I could look around his shop. Because
the head man was out to lunch, he said I would have to wait.

In the meantime, I questioned him about his shop and its capabilities. He
advised that they were able to do any work on locomotives except change main
generators and engines and that they had Whiting jacks and changed traction
motors when necessary. Each stall of the two stall shop was capable of holding
2 GP locomotives but only one SD locomotive.

It was a runthru building with a turntable at one end which was capable of
turning an SD locomotive. The layout of the building and ready tracks was good.

He advised that they had a fuel storage capacity of 950,000 gal. of fuel at Des
Moines.

He also advised that when the CNW took over this yard, they eliminated the Car
Department repair track and were making all car repairs at the CNW yard, which
was adjacent to the RI yard.

There is a sizeable building next to the Diesel Shop which appeared tc be a
storehouse building. Both the storehouse and diesel shop were brick buildings
in good repair. There were also several buildings (wooden) near the yard which
were in good repair. They also had towers in the yard ‘for yardmasters. The
yard itself had a 2100 car capacity I was told. The Des Moines mechanical
division is scheduled to maintain 180 units at their facility, of which 100
were stored at the time I was there. The only other maintenance points on the
division were Esterville and Towa Falls.

I learned when I returned to Minneapolis that Des Moines was not included in
the package we were bidding on, but I myself feel that the yard and mechanical
facilities would be a real asset as it would make the new branch self
sufficient for the most part. Des Moines it self was a very busy community and
appeared to have several large industries adjacent to the Rock Island tracks.

I noticed several snow plows in the Des Moines yard and recall seeing a plow in
2 or 3 other locations. We do not have plows to man this area.

I left Des Moines in the afternocon and headed up Interstate 35 toward Manly,
Iowa, where I was told there were mechanical facilities. When I arrived at
Manly, I found an old reundhouse and several other buildings that have been
neglected and vandalized to the extent that it would be cheaper to rebuild than
repair if there were ever a need.

I then drove from Manly to Minneapolis and arrived Thursday evening.




Page 5
February 7, 1983
File: 1109M

The following are a 1list of contacts from whom we might obtain additional
information should it be needed.

Russell Johnson, Mech. in Charge - CNW Ry.
Phone 515-648-4483 Home - Iowa Falls, Iowa

A. C. (Chuck) Stienhebel, Division General Foreman, Central Division
Phone 223-7447 0Office Avon Lake, Towa

Larry Robinson, Brakeman
Phone 816-359-34%6 Home - Trenton, MO

Chris Bets, Brakeman
Phone 816-359-3436 Home - Trenton, MO

Attached also are pictures I took.

CWS:rk

Att.
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February 9, 1983

FILE: Rock Island Acquisition

TO: T. M. Beckley
D. M. Cavanaugh

FROM: J. D. Darling SN /

RE: Rock Island Study

During the Board Meeting today, I took a call from Les Holland,
Iowa DOT.

He wanted me to convey that the Iowa Supreme Court will hold
a hearing on Aprill 11, 1983 in the dispute as to whether
IRFA or the counties are to receive $7.5 million in back

ad valorem taxes from the MILW and Rock Island Trustees.

Iowa has until March 17, 1983 to notify the Rock Island
Trustee as to whether they want to accept the 90 cents

on a dollar offer for back taxes, or wait for final settlement
of the estate. The State and counties have reached an
agreement to hold any back taxes received in a special

escrow account pending the outcome of the Supreme Court
hearing.

Les also indicated that the CNW is still including the
Royal-Manson segment in their offer, has notified Cargill

of this intention but were required to increase their offer
to the Trustee by the $4.35 million before the Trustee would
go to the Bankruptcy Court.

Les also stated a desire for he and other members of the
Iowa DOT staff to come to Minneapolis if they could in
anyway assist us or facilitate our deliberations.




W.M. Gibbons, Trustee

CHICAGO, ROCK ISLAND AND PACIFIC RAILROAD COMPANY
332 South Michigan Avenue, Chicago, Illinois 60604
Phone: (312) 435-7306

FOR IMMEDIATE RELEASE:

William M. Gibbons, Trustee for the Chicago, Rock
Island and Pacific Railroad announced that the Rock Island
and the Chicago and North Western Transportation Company
are near agreement Qﬁereby North Western will purchase from
the Rock Island's estate approximately 720 miles of Rock
Island trackage. The trackage being purchased includes
the Rock Island mainline between Minneapolis—St. Paul,
Minnesota and Kansas City, Missouri, plus some grain-
gathering lines in northern Iowa and some yard and industrial
trackage in Des Moines and Cedar Rapids, Iowa.

It is expected that the transaction will be submitted to
U.S. District Court Chief Judge Frank J. McGarr for approval

in the near future.

i
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February 7, 1983

T. M. Beckley
D. M. Cavanaugh

B. D. Olsen

Rock Island Purchase Agreement

I have redrafted some of the price provisions in
accordance with our discussions. The $100 per car bonus
payment is now subject to a $6 million minimum in the event
that sum 1is not earned during the 6 year period following

commencement of Soo operations.

A price has now been inserted for the Des Moines
property which is intended to be $6 million plus 7% interest
compounded at 6 month intervals, However, there is no
mention of interest in the purchase provision: the interest
equivalent is incorporated in an escalating schedule of
purchase prices to be applied depending on when the property
is actually acquired.

The Purchase Agreement is recorded on your word
processing equipment. If these changes are acceptable,

please have a new edition of the Purchase Agreement run for
forwarding to Mr. Gibbons.

BDO/sjp
Attachment

Murlowski
Ness

ec: R.
H. J.

’,JK” . Boyer
J. Darling




Draft 2/4/83

PURCHASE AGREEMENT

This Purchase Agreement, made and entered into as of
tne day of , 1983, by and between
William M. Gibbons, Trustee of the property of the Chicago,
Rock Island and Pacific Railroad Company (said Trustee herein-
after "Trustee" and said debtor and its estate hereinafter
"Rock Island") and the Soo Line Railroad Company, a Minnesota
corporation (hereinafter '"Soo Line''):

WLTNESSETH:

WHEREAS, Trustee is the owner of certain railroad
properties, generally extending between Northfield, Minnesota
and Kansas City, Missouri and between the Iowa cities of Iowa
Falls to Estherville, Emmetsburg to Hartley, Rake to Ocheyedan,
Dows to Forest City and Carlisle to Indianola, which Trustee
is willing to convey and the Soo Line is willing to purchase
for the purpose of continuing railroad operations over said
railroad properties;

NOW, THEREFORE, in consideration of tne mutwyal covenants
contained herein, the parties agree as follows:

1. Purchase Price.

Subject to the terms and conditions of this contract,
Trustee agrees to sell and Soo Line agrees to purchase the

Properties described in Exhibit A attached hereto for a total

consideration of $52 million, to be paid in cash on tne Closing

Date.
As additional consideration, Trustee shall be entitled

to deferred payments as follows: During the 6 years immediately

o




following commencement of operation of the Properties by Soo
Line, Soo shall pay to the Trustee an amount equal to $100 per
revenue carload moved over the Properties in line haul service,

in excess of 75,000 such carloads per year. Soo Line shall

make settlement with the Trustee within two months following

the conclusion of each one year period subject to this provision,
If payments under this provision have not aggregated $6 million
by the end of the 6 year period, Soo Line will pay the difference
between the deferred payments actually made and $6 million,
in cash.
Trustee agrees to sell and Soo Line agrees to purchase
Rock Island property in and about the city of Des Moines, Iowa
described in Exnibit B attached hereto within two years of the
Closing Date for an additional consideration as determined by
the following schedule:
If purchased within 6 months following the Closing
Date the price will be $6,210,000.
I1f purchased within the second 6 months following
the Closing Date, the price will be $6,644,700.
If purchased within the third 6 months following
the Closing Date, the price will be $6,877,264.
If purchased within the fourth 6 months following
the Closing Date, the price will be $§7,117,968.

Properties Included.

Trustee shall sell to Soo Line and Soo Line shall purchase
from Trustee all of his right, title and interest in and to the
properties described in Exhibit A and Exhibit B attached hereto,

hereinbefore and hereinafter '"Property'" or "Properties,"

5l




including all real estate, station grounds, right of way,
personal property, improvements (including rail, track material
and railroad facilities), buildings, signal and communication

equipment, spur, industry, team, interchange or similar tracks

and terminal facilities, and all rignts, agreements, grants,

franchises,
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So0 Line Railroad Company

Soo Line Building
Minneapolis, Minnesota 55440

DENNIS M. CAVANAUGH
Executive Vice President

February 2, 1983

Mr. Robert C. Gilmore

Vice President Marketing & Sales
CP Rail

P, .O. Box 6042, Station A
Montreal, Quebec H3C 3E4
Canada

Dear Bob:

The attached is the input we received from
the Canadian Pacific and how we use the
data in our evaluatiom,

incerely,




September 2, 1982

TO: R. H. Smith

FROM: J. T. Hartnett

RE: Rock Island Study

In his letters of August 24 and 25, Mr. Beckley raised several questions in
connection with the traffic study on the potential Rock Island acquisition,

which I will attempt to answer.

Continuation of traffic patterns which existed in 1978 should be verified

Joe Darling made an analysis of all Soo Line traffic originating or received
fraom connections north of Oshkosh to any of the following states -

Arizona New Mexico
Arkansas Nevada

_California Oklahoma
Colorado Oregon
Kansas Texas
Louisiana Utah
Missouri

for the year 1978 as compared to 1981. He did the same for northbound traffic
and adjusted the northbound to eliminate traffic that was cbviously not sus-
ceptible to Kansas City routing. The results were as follows:

As you can see, there was less than a 2% decline in the carloads to and from
the states with Rock Island potential. By contrast, total cars handled on the
Soo system 1978 and 1981 and projected for 1982 and 1983 were as follows:

1978 1981 1982 1983
435,000 (actual) 363,000 (actual) 326,700 (est.) 328,419 (est.) -

It is my opinion that business to and from the rapidly growing Southwest will
hold up better than the Soco's average experience in a recession economy and
traffic potential for the Rock Island in 1983 as compared to 1978 would be down
more like 10% rather than the 24%% that we are projecting for the Soc system.
On the other hand, none of us feel like the Rock Island secured as cvcat a per-
cent of the potential because of their weakness in 1978 as the Soo wr ild.

New Business from e @anadian Pacific

. In a memo cf July 7, you outlined potential traffic for the line which you

had received from ‘the Canadian Pacific. Tm
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Memo J.T. Hartnett to R.H. Smith
Re: Rock Island Study

September 2, 1982

A\
i and applied the average 1982
revenue per car projected on the Minneapolis-Kansas City line of $691., This

is sumarized as follows:

CP overhead traffic from New England originations 1,000

CP overhead for termination by New England con-
nections 650

"Fram Southwest to CP's Atlantic Region - 1,450
To Southwest fram CP's Atlantic Region - 1,100
Between New England and Atlantic Region on the one

hand and stationslon the Rock Island line on

the other
Newsprint fram 2zbitibi, Thunder Bay
Potash from Saskatchewan

Diversions fram the Soo Sumas gateway

At $691 per car - this equates to $3,945,000.

Loren Westrom has developed frem his contacts with Consolidators and
others the following picgyback units - scuthbound - which he feels he could
secure if we acquire the line. Total is as follows:

)
Maia (T mPpLS ¢
v

o
e

3,068 units with revenue of $957,000.

Updating rate levels on corn traffic

Marketing has checked rate levels on corn from five representative origins
on the Rock Island to seclected destinations for 1978. They then updated and
increased tl'.at rate level by 525 to arproximace the 51.73 increase used in
the study vhich reflected a welchted zrerace of Ex Parte increases. This
rate was then compared with the curreort X-082 rates between the same points.
I am listing below this informatioen, covering the highest volume movermert
fram each origin:
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Memo J.T. Hartnett to R.H. Smith

Re: Rock Island Study
September 2, ‘1982

Ffom (Ia)

Superior
West Bend
Klemme
Lakota

Ocheyedan

To

B. Rouge

Beaumont

"Houston

Houston

Beaumont

Cars

G.Rev.
per car

¢
pex ‘cwk,

1,.52%

25 cars

50 cars

145

228

623

160

50

$1328
$1306
$1290
$1512

$1687

69¢
67.3¢
67.2¢

75.2¢

104,9¢
102.3¢
102.1¢
114.3¢

116.1¢

122
121
121
122

125

113

112

112

113

117

75 CET

76.4¢

A copy of the complete statement is attached for your information. In general,
the 51.73% increase which we used seems to be a pretty good average.

I will cover the analysis of principal classes of traffic in a separate letter.

Attachment




Chicago, Milwaukee, St. Paul
and Pacific Railroad Company

516 West Jackson Boulevard
Chicago, Illinois 60606 i
Phone 312/648-3000 FEB b '7 Rec’d’

Chicago - February 2, 1983
Refer to: 107.10 - DMU

Mr. Thomas M. Beckley, Pres.
Soo Line Railroad Company
800 Soo Line Building

P. 0. Box 530

Minneapolis, MN 55440

Dear Mr. Beckley:

The Milwaukee Road owns an undivided one-half interest in the Des Moines
Union Railway Company in Des Moines, Iowa.

The DMU, consisting of a total of 142 acres of land and approximately 35
miles of trackage, is a terminal and switching railroad operation that
formerly accommodated the Milwaukee Road and the Norfolk & Western in the
interchange of cars between themselves as well as all other carriers serving
the Des Moines area.

As you probably know, the Milwaukee Road terminated all rail operations in
the central portion of Iowa, including the Des Moines area, on March 1, 1980
and the Norfolk & Western has been the sole user-operator of the DMU since
that time. Quite obviously, with only one user remaining, this property is
currently under utilized and our Trustee, Richard B. Ogilvie, has requested
that I contact various rail carriers and other interested parties to
determine which of you would have the greatest interest in acquiring our
one-half ownership in this property.

In addition, we have retained 15.4 miles of solely-owned branch lines intact
that extend from the westerly end of the DMU at S.W. l6th Street in

Des Moines to and through the nearby communities of Clive and Grimes, Iowa.
This property contains 206 acres of operating right of way and a total of
approximately 19.5 miles of main track and sidings. These branches provide
the only rail access to the prime industrial parks situated on the northwest
corner of the Des Moines Metropolitan area and immediately adjacent to
Interstates 35 and 80. At the present time, the Norfolk & Western is serving
the rail needs of these industries under a Service Order arrangement,

Both of these properties were appraised a few months ago and I am now
prepared to share any part or all of the conclusions developed by such
appraisals with you as a basis for negotiations if you are interested in




February 2, 1983
Page 2

exploring the potential of these lines. If interested, please telephone me
at 312/648-3678 so that an appropriate meeting can be scheduled.

Very truly yours,

J. T. McGuire
Vice President -
Non-Operating Properties

BHB/jd/13

cc: Mr. Dennis M. Cavanaugh
Executive Vice President
Soo Line Railroad Company
800 Soo Line Building
P. 0. Box 530
Minneapolis, MN 55440
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