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James J.,Hill, Esq.,
c/b @Great Northern Railway Company,
St.Paul, Minn.
Dear Sir:-

We received on the evening of the 17th instant your favor of
the 8th, for which we are much obliged, and asalire you.that not only do
we now accept but that at all times we shall'Welcomg j&a full expression
of your judgment in all matters concerntp North€yn Pacific., Our feeling
in this respect will not vary even though yoGr»views and our own may
occaslonally differ as to the parficular~p@iicy to be pursued, We trust
this will not often be the case,)but ®hen it is, we will endecavor to
give due recognition to youp/'/6pinieh 'in all ways that shall secm consis-
tent with our special dmby to thé/Northern Pacifiec.

We regret that ther® should be any divergence of understanding
of your conversations ipreégard to turning over the control of the pro-
perty, and we do noi _¥mbw that anything more can be said upon that sub-
Ject, excepting to observe that at the conversation between yourself
and our Senlor in presence of Mr.Moore, Mr.Coster also was present, and
his understanding of that conversation was the same as that of our Senior
as glven ir our previous letter, Bearing in mind the statement made in
our circular to the public upon issuance of the plan of reorganization
and also the statement in the plan itself, we think you will recognize

that it could not have been our intention to promise to turn over tc any
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one the control of the property in direct violation of our explicit pub-
lic promise to retain that control in five voting trustees named in the
plan itself. In our understanding, the various conversations related to
a co-operative management, and this purpose we believe you will recognlze
we have sought to carry into effect. Indeed you are good enough to spe-
cify several important instances in which our action has been directly
to that end.

As to any remark of Mr.Morgan to Lord Mount Stephen "after Mr.

Morgen and Mr.OGwinner had signed the Agreement{6f Apr{l,” 1896," we would

point out that a remark by our Senlor such{as yousghote, viz:

"That he would do all he coulkdg t0 bring’ about the early trans-
fer of the control of the property,> as hg\believed Mr.Hill could
do more for it than anyone elsgy%

if mnderstood as applying to anything beyond co-operative management,
would not only have been absglut®ly. atdvariance with our public announce-
ment and the plan of reorganizationy - lssued only a few weeks earlier,
but also at variance wi‘th the svéry Memorandum of Conference which he had
signed only a few minutes pefore. That Memorandum says:

"The so-callafl\london Agreement having been found impracticable
has been abrorafed, and it has been decided that the Northern Paci-
fic shall be rabduganized independently of the Great Northern or any
other company or lnterest.,n

Please bear in mind that at the time of the Northern Pacific

reorganization, and at the time of the conference in London, the impor-
tant question was, whether the Northern Pacific could be operated as
cheaply as the Great Northern. You had furnlished us with various figures
indicating that thls result could be achieved and showing the great bene-

fits to be derived therefrom, but you had always insisted that in order

to bring about such results it would be necessary that the operatlions
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of the property should be entrusted to persons who were capable of appre-
ciating and following your methods of operation. All concerned in the
reorganization had indicated that they would be more than glad to have
your assistance in these matters, and those now in charge of the opera-
tions of the Northern Pacific were selected, not only with your concur-
rence, but have since recelved strong expressions of your approval as to
the results achieved. The question which has now come up (if we under-
stand it correctly) viz: that you should now have control over the
corporate management of the Company, 1s one tha® cergalnly, so far as

we are concerned, was not contemplated as a\PoOsslbllity at the time of
the Conference in London.

Capitalizatlion. We note veryhcarefully your further remarks on
this subject which, as already stated, A8\ receilving our very earnest con-
sideration, but any plan for_reducingthe capltal seems to be surrounded
by almost insuperable diffilcultiesn As to your suggestions made sometime
ago, we are certain théat‘the Arustees of the Mortgages could not consent
to the release of lands ceyered thereby unless the proceeds of these
lands were applied as gnficated in the Mortgages, i1.e. to the redemption
of bonds or to the purﬁhase of new property to come under the Mortgages.
This would preclude the possibllity of using the proceeds of lands for
the purchase of stock.

The Steenerson case to which you refer is indeed very disturb-
ing, but in that decision, as we understand it, the Court ilgnored nominal
capitalization and undertook to ascertain what would be a fair capitali-
zation and a falr rate of retarn upon such a theoretical capltalization.
The conclusions of the Court on these two points seem to us tc be singu-

larly unfair, but we fear that such conclusions would not be changed by
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mere changes irn the nominal amcunt of capital.

We concur in your conclusion that 1t does not seem to be worth
while now to discuss the legalities of stock 1issues; a question which,
as observed by you, is not understood by us aliks,.

velther will we now enter into a detailed discussion regarding
the capltalization of the Great Northern in comparison with the Northern
Paclific or their comparative earnings, although we confess that some of
your figures differ from our understanding of the situation. Perhaps
some time when you are in New York we shall have an opportunity to take
this matter up with you, as, of course, it is a-very Anteresting ubject.

Belore answering in detail other pédints_in)your letter we
would like to relieve your mind of what )seems t0 us a misappreheunsion
concerning the relation of Mr.Mellen\%o such/Qquestions as have arisen
from time to time. Because we have asked\ for your views on various mat-
ters relating to construction o¥ purchases, you seem to have inferred
that Mr.Mellen was unwilling)himself to communicate with you on these
subjects. Therefore, we wish_.to-assure you that all we have done in
the way of communicating wifh' you on such matters has been with Mr.
Mellen's hearty aprrovadsand often at his suggestion. But ag our Senior
was one of the partless who signed the Memorandum of Conference s¢ often
referred to, we have Telt wa ought lo satisfy ourselves by direct commu-
nication with you that matiers arising under 1t were properly uuderstc  d
between us,

Referring now to a polnt of critieclsm original’y stated in
your letter of September 27th, viz: "a disposition to buy or build lines
which cannot be operatad advantageously as a part ol the system,&c."
Your favor under reply, while dwelling on various detalls concerning our

schedunle of new construction or new acquisition by the Northern Pacific
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Pacific, does not, as it seems to us, indicate any basis for this criti-
cism, unless perhaps the purchase of the Washington and Columbia River
Railroad, for which purchase, as indicated further on, we understood we
had your approval,

We do not find any criticism from you of any other purchase or
construction except (1) the two spurs, Rockvale to Gebo, and Whitehall
to Twin Bridges, both absolutely local lines and aggregating only 40
miles in length, and (2) an investment of 100,000 in the Portland and
Puget Sound Railway right of way. Even assumipgy for phe 'sake of argu-
ment that these acquisitions were mistakes fthOugh-%e believe that you
will yet conclude otherwlse), they cang®t e corfgllered a very serious

collection of errors In the manugemdQNof sp {lrge a corporation.

With these preliminarW remarksswe now will refer to so much of
your letter as relates to podrils upgn™hich we do not seem to be in ab-

solute accord, or regardifig 'which/)you raise questions,

1. Line from Rockvake <o Gebo.

The contracy fa» this line was, we believe, made under Mr.Win-
ter's management. 8S¥dce then a short further spur has been put under
contract. Our recollection is that the coal people do the grading and
the Northern Pacific lays the rails and ties; so, if the line should
fail, the Northern Pacific could easily pull up the rails and incur but
a trifling loss. In point of fact, however, and even assuming that the
coal mines should not be successful (though from our information we do
not believe that such will be the case), there is beyond all question

plenty of business on the spur.



2. Line from Whitehall to Twin Bridges.

We have understood that the Parrot Company was about to open
up its works, but even with these works closed, the line is doing hand-

somely, - far beyond expectations,

3. Seattle & International
Undoubtedly 1f this property had been bought earlier, money
could have been saved, but i1f we remember aright, you and we had one or
two conversations about i¢ and we both felt that it was(mhdesirable to
disclose undue anxiety. Later, the aggressiv@ mnttitud& of the Canadian
Pacific, as you remark, led you to advise/me< to/makeé the purchase at &
relatively high price, which we did, .entirelysdancurring in your own

opinion.

4. Washington & Columbia River,

Of course, we sheldd much“regret anything in the notice to the
Navigation people whichfgould give just cause for complaint, but we
think you err in your recol@ection that the date when you advised Mr.
Coster to acquire that, rogd was before the date of the so-called proto-
col. The protocol W&s\made in August, 18%7. If we remember correctly,
your advlice to purchase the road was given about the end of 1897 or early

in 1898, - shortly before the purchase was made.

5. Oregon Railway & Navigation Company,
We concur with your statement that the purchase of shares of
this Company was made for the purpose, among others, of securing harmony
and avolding the building of unnecessary lines. Another purpose was, we

think, to insure the independence of that Company. As matters now stand,
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the Union Pacific and Short Line have control, and this seems to us an
important feature in the situation.

We much regret the complications which have arisen with the
Navigation Company, and, &s you are aware, we have labored hard and ear-
nestly to adjust them. While we read much in the papers about the invad-
ing of Oregon Railway & Navigation territery, we think that you will bear
us out in the statement that the Northern Pacific has not yet invaded
any Navigation Company territory, nor do we see any likeldhood of its so
doing, unless the Navigetion Company should buille’ on-tire Northern Paci-~
fic's slde of tr:z Lewiston gate-way as estaflishedsat request of the 0.R.& N.
at the meeting of October 3rd last, or “wiless swherl the time comes the
Oregon Raillway & Navigpation Companyssheuld refuse to give to the Northern
Pacific, trackage from Lewiston . to Ainswonth, as also was understood at

that meeting.

6. Portland & Puget Sound Railway.

It would indegdd be GumTortunate if any construction were to be
dcne, as we fear it would{be a most disturbing element in the situation.

The valuation™of §100,000 put on this purchase in the Northern
Pacific accounts is arbitrary. It was purchased in one lot with the
Montana Union and Montana Rallway stocks. The lot had to be bought at
a round price and could not be separated. If the Portland & Puget Sound
is not worth $100,000, the Montana Union and Montana Railway must have

cost proportionately more,

7.  Spokane & Northern.
This purchase was made by us under the stress of condiltions

which we understood to be dangerous both th the Great Northern and to the
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Northern Pacific, pefore we made 1it, we told Mr.pwellen justbhow we pro-
posed to handle it, and we had his hearty acquiescence. Mr.Mellen did

not make the purchase.

8. Fosston Extension.

We will not go into further considerable discussion upon this
point, but we must say that we think that, even if an emergency existed,
a matter like this one should have been treated for Jjoint account or at
least that opportunity to treat for jeint account shoubd~have been pre-

sented to the Northern Pacific.

9. Chicago, Milwaukee & St.Paul.

The proposed lease of the<llge south’/ from Pargo has been dropp-
ed out of deference to your wishes, “:= we\recognlize that your views carry
force, though this situation doe® no% “gppear to us to be as grave as you

seem to ccnsider i%,

14, Northern Pacific Existing Line in the Red River Valley,

If Mr.Mellen had“\any desire to get rid of this line, the rea-
son was because, out &f\heighborly regard for the Great Northern, he
felt that he should not develop the exlisting line by buillding other lines
which would feed 1t but might injure the Great Northern; and also because
the construction of your Fosston Extenslion makes the Northern Pacific

line the long line to the Lake, whereas it used to be the short line.

1L, Central of Washington.

You will observe that thisbeingone of the lines leased to the
old company was a proper acquisition by the new company . As to its pos-

sible extension Mr.Coster wrote you fully a while ago and will discuss
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this matter with you on some future occasion. It does not seem to be
one that requires hasty consideration, although as matters stand the

Worthern Pacific is badly handicapped.

12. Profit on Branch Lines.
As we understand it, the branch lines are all run on a simple
Pro rata basls, but we will make further inquiry. Even if an arbitrary
1s allowed any of them, the matter is as broad as it is long, because 1T
this arbltrary were reduced to a pro rate, the branchesdwould make less

but the main line would make correspondingly more.

13, Traffic nepartment Conflicts,

Corresponding to your own experiepce, we ulso have received
many complaints from the Northern Pacifie\as to the attitude of the Great
Northern. Might it not be well ¥or ué~to select some competent party
who should spend some time,.ifi)St.Paul and receive these complaints from

both sides and endeavor(Pairly-te adjust differences?

14. Land at Seattley
We believe that Mr.Kendrick did recommend to Mr.Mellen the pur-
chase of some land, but we know that Mr.Mellen did not view this recom-
mendation with favor. On the contrary, he declined to proceed with it

and instructed that no action be taken.

LB, Spokane Union nepot.

About two months ago we had several conversations on this sub-
Ject with Mr.mellen, pHe stated that he found that he could buy the
bonds from the Union Pacific at a large discount and to this fact he

asked our attention. In a general way such a puréhase would have been
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justifiable, as the Northern Pacific held half the stock of the Depot
Company, which would be wiped out by foreclosure of the bonds. Mr.Mellen
stauted to us, however, that hils conclusion was that it would be best not
to buy the bonds and he did not buy them, In point of fact, whatever he
may have sald to Judge Cornish, he did not compete at a foreclosure sale
or in any way seek to embarrass the proceedings, and consequently these
very proceedings wiped out the Northern Pacific's interests in the pro-

perty.

13, Spokane Falls & Northern Floating Debg.

We believe that this transaction was)concluded between you and
Mr.Stetson on the basis of a written comthiet whieh, as we are informed
by Mr.Stetson, expressly provlidas thad, you sifalM assume and discharge all
obligations incurred in the matte™by the(NoTthern Pacific. One of these
obligations theretofore incurredydnd ginée then actually discharged (or
about to be discharged) by ghe’/Northérn Pacific was the payment of $75,
000 to Mr.Corbin. Mr.Sté&tson heg/advised Mr.Mellen that under your con-
tract you are obligated to réipburse the Northern Pacific in thils amount,
and Mr.Stetson has also approved such correspondence as Mr,Mellen has had

with you. We have not\fbvllowed the detalls, but if so desired will do so

L7, Suggestions from Mr.Mellen about selling out the O,R.& N.

stock and building a line along the Columbla River for

oint use.
We rather surmise that these suggestlons however expressed must
have been in the form of general discussion because Mr.Mellen in the same
indefinite way has suggested to us that contingencies might arise when

such & course
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might become necessary, though never for a moment has ne intimated to

us that he favored such construction or that he expected that such con-
tinrenclies would arise. In the same way on various occasions (the last
one within two weeks) you yourself have pointed out to us how the Great
Northern might be aobliged to abandon the present Navigation line and
build its own line over to the Columbia and into Portland, but such dis-
cuss ions have not led us to suppose that either you, or we, were doing
anything more than considering the map in the same way that we all make

it a subject of constant and general study.

18, In view of your various remarks affe€déting (Mr.mellen to which
already we have briefly replied, we woukd'ésk whether it would be agree-
able to you that we should cend him agopy of/your letter, or of so much
thereof as concerns him in order th&t he may have an opportunity to
answer same explicitly. While, Dke, allvof us, occasicnally he may have
expressed himself hastily, ¥e,beliage* that in all respects he is ready
and anxlous to co-operafe\with %ouw in maintaining and cultivating friend-
ly relations; and we always $fnd him willing fairly to consider all
sides of a question when presented to him and to modify his own views.
When we last saw him hepe on Friday (after receipt of your letter) we
did not fecl at liberty to do more than ask him in most general terms
regarding a few of the matters you refer to.

We trustthat our corresponcdenceée has cleared up a good many
matters theretofore involved in more or less uncertainty, and we beg to
say that we shall always be glad to co-operate with you in disposing of
such further questions as from time to time must necessarily come up
between two large corporations serving substantially the same territory

and in many points having conflicting interests. We are confident that
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if approached, as we believe that you, as well as ourselves, are ready
to approach them, a good understanding can always be maintained.
Thanking you for the trouble you have taken to lay your views

before us, and always at your call, we remain

Yours very truly,





