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§t Paul, l'inn.; Pebruecy 15th 16906,

Hiéﬁi ﬁon. ﬁoru Hoﬁnt—Stephen
#25 St James's Pleace,
Londen, &.%W.  Encland.
'y cear Lord Liont-Stephen:

Herewith I boer to senc you the propesed plan for re-orfranization
of the !lorthern Pacifie, worked ont with some detail, whieh I hope
will be reacily unceretood. All the firurcs of their inaebtecness
ase, I think, cor:ract up to date, anc¢ the statemeny! shows that the
charges can he very greatly recuced {rom .@L .Ké\pr'oposed.

-fuu will remember our vheat oasqz§$§% t(} cecision of the Court
in.n"er-:tlis'd to low capitalization. \thl&an will brineg the honded
\\ a

incebt eéness uncer 40,00C. a @ r%‘c’r.ith the aucdition of Branch

Lines Leased, will recuce iayﬁwj.x§>:han . The sales of 1lanc
\
should within ten oregéigggh yh%>u recuce it to 50. I do not think
i

any railroad investss ncgé?; country is at all safe when over-
capitalized. <

The total net ﬁéghme of the Northern Pacific lines owned by the
Company and covergskky its Vortgeges, now heins foreclosed, was, for
the year encing Jwne 36th 1895, $4,7106,731.04.

Cwine to the enoemous erop of all kince of egrain harvestec last
gutumn, the earninrs have heen larecely ineceased curing the first
six or seven months of the present fiscal year. The men in charpge
of the property have strainec every nerve to make the best showing
possible, and to try at all events to show net earnings above the
sum guacanteed by the Great Nocthern Jompany under the so called

Loncon agceement. In ordéer to inerease the net earnings, the main-

tenance of track, ears, and other property has not received the



usual attention, but later on will require more money Lo restore them
than if thay had heen meintained regula“ly every month. Making due
and liheral allowanee in favor of that Cempany, shonla the net in-
come after payine rentals, taxes, and all pr per expenses ceach
$£6,250,006., it would not be safe to hase any plan of re-organ-
ization of the Company uncer the usual crop conditions of an ordinary
year, at more than $5,5CC,CCC. You will remember that in London,
when Mr, Adams read us his cables from Ameriea stating that the net
income would be over $6,000,06C., I estimatec¢ it $4,750,0GC., or
within £45,00C. of the actual amount for the year then current.

I coneicer the forepoins estimates of §0, 25( GG.*s*br the present
risesl year, ané §5,50C,C0C. for the fv@{ow.‘mc& as hirh as it
would be at all prucent to place tQ@Q %O

The increased earnings an \ er 6&“18 have inereased the
market price of some of the No beqc> ecific seenrities, so that it
will he necessary to make 10 -al provigion for some of Llhese
securities than was pr sed \éem- aro. I would suggest the
following, as being ou%@at T think will bhe required to carry out
successfully any plun<$gbce organization in a way which shoulad he
reasonably well §§§hﬂea by the seeurity holders, allowing three and
one half years interest on the several issues of bonas in default,
whiech woulcu earry the intecest to January lst 18937. It may be
neecessary to carry this interest Lo & lonr-er date.

Make a new general morigare covering the entire property owned
by the Company, 3,342 miles, bhearing interest at the rate of 4% per
annum, to run fifty years with the privilese to the Company of re-
tiring or paying off armually, on one years notice after twenty five
years from the date of the wortgage, in sums of one million collars
or more at ICGX; to proviae for 1naef‘rateu of interest. This Mort-
cape should be mace for $2GG,OCG,OCC;TF§§:13 to allow for taking up

the Branch Lines Leased and to provide for any future extensions.



ACNDS NGT IN DEFAULT.
Miesouri River Pivision Mortsage - Int.of - S.F.15%

Prineipal outstanding $ 1,834,50C.
Interest & Sinking ™und paic from current income.

Pend ¢'Creille Division VMertrare - Int.6% - 8.7, 17

Prineipal cutstanding 509,666,
Intercst & Sinkinc ¥und paid from currcént income.

el

General First lortegace - Int.6% - S.7.1%

Principal outstanding 42,212,000,
Intercst & Sinking ™uné pnia f'rom curcant ineome.

Total prineipal outstanaing { 44,415,500.

Provide for exehansing these securitics at a
peemium of S0 10,524,656,

\ 57,7406,150.
&

BONDS IN DRPAULT. @ 0\

Seconé loctmace - GF . Q(b 60
Prineipal ocutstanding Q}»(G GCC.

Intercst to Jen.lst 1697 \2\\ 521, 350.
i'éu 537, 55C.

Previue foc excharre at preﬁ}nm
\@

of 15% Cb 0,029,105, 27,050,405,
Third o tegare ana Div1oen*§be %<§}pates
Fxtendea - G%
Prinecipal outatanaing Qb 11,971,5CC.
Interest to Jan.lst 1 2,571,275,
_ $14,542,775.
Proviue for exeha \\at cisconunt
of 2C% 2,908,505, 11,5654,22C,
Consolicatec Mortmare - 5%
Prineipel cutstanding 48,807,000,
Interest to Jan.lst 1897 1C,506,4C5.
+09,575,40h.
Provide for exchanse at ciscount
of GCx 0h,0624,043. 23,749,562,

Total requirementis to retire outstanding
securities ¢ 126,180, 185,

Adé for improvementis, new rails, equip-
ment, &c. 5,6060G,0C0C.

Total amount of bonds of the new fours re-
guired for exchanre, &c. ¢$125,180,185.

Leaving bala.ce to be sold for cash 1,819,815,



Cash reguired to pay the following:

Cutstancing Receivers' Certificates, at par, ¢ 4,966,000,
(Interest prid from eurrent inecome.)
(utstanc¢ing Collateral Truct Motes, at par, 9,494,00C.
(Interest paic from eurcent inecme.)
Bxpenses of re-corganization S46CC,0C0.
Total cash requiremcnts $17,594,0606C.

Aftasr payment of Receivers' Certificates anc
Collaterzl Trust Yeotes, the followinrs assets will
remain, which are net & part of the railway, and
are not requirec in its operation:

Chie.& Nor.Pac.lRonde 5,485,606, @ 56 1,742,50C.
Chie.& Calumet Bonus 5,600,600, @ 56 2,506,066,
Hinn. Transfer Ry.Ronas 105,G60C. < 1CC 1€3,6C0C.
StPaul % E.Gr.Trunk Bondas 16,0C0G. @ 75

Chic.Un.Transfer Stk.,Pfd. 4C,000. @

5,gg .
7&) Sl .
- - " . Com. 4C,060., @ %% 0&@%“.
Toial proceeds, if sold Q égu,bcc.

Q’b o)

Izgve 315C,C0CC,0CC. 6% Preferred S (&
of which holcers of Third Loctcare ¥
Boncs &n¢ Pividencd Certificates Lx- c§\
tenced receive %)‘2‘9 065,

Voluers «f Ccnsolicated Forous (%) N\

receive (%) 3&2324,643.
Sell balance at 40 (Q \@,407,“2. 4,586,961,
Sell tl,Sl?,SlS.Treaauryﬁé@kd 865 1,546,843,
$5C,0CC,CCC.Common Stock a 5 7,566, 0GG.

Company privilere of ~ this Common

(Cive preferred sharehogsies of present 18,.03C. 304.
Stoek at 15.)

Surplus over requiremsnts $ 656,304,

Inasmuch as the bonds nct in default would not exechange for the
present at the rate of l25£, the ?}nkinq Fund for these Renas ceoula
be providec hy Lard Sales and the sale of whatever amount of the
new four per cent hcends as might be required, until such time as the
rapid retirement of these bonas would induce the holders te exchange
their bonds for the new fours. This meets the rbjection raised by
Mr., Morgan after I left London last May. You will ohsz2rve I have
limiteé the hond issue for re-ocrganization purposes to 5125,6606,06C.,
and the arnual interest to $5,0006,G0C. My objeet in doinc~ this is

to increase at cnce the value of the Prefe-'rec Stock, and by bringing



to an early divicenc, more firmly estahlish the eredit of thavcom;j
pany ané advance the maket value of the new Boncs.

Rearine in min¢ the opposition te eonsolication of the interests
of the twe Companies which had grown cut of the public ¢iscussions,
law snits, &e¢., Gwing the past suwmer, I think it well to aveoic any
¢discussion tor the present of the propcsed open unifieation of in-
terests. My plan wculd be fer a party of the friends ancd larpe
gsharehcolcers of the Oreat !orthern to buy all the ernsolidated bonas
of the Yortharn Pacifie to be had in the market. We shoulc secure
ene half the issue if possible. If cur 2erlin friencs woula like
to join ve irn this to the extent of one f'%'te‘ » XN if they prefu:rred
it, a lerger propoction, all well. é f@! millions at 407
woule cost $1C€,0CC,0CC., bui a8 th hd%y of a larce amcunt ais-
tributec cve several months, WwWo pe ly advance the bhcnas so
that they might averapre 45¢ ngﬁtk GGG. T think I eoula make
up a party to take the wh tr ction in Amerieca, but as it would
he very pr fitable I qd@gb Q\ ér to ¢isteribute it amons soime of our
good friends abroad. (b

This plan would acgéen the start 1,250,000, fixed charges
annmally, equal tggk, on £31,250,0CC.,, which would in reality cost
the shoreholcers of the new Company whatever they paid for the bonds
purchaseé by them, less the value of the 40% of new bcnds received
in exehange for Conscls purchased.

The issue of new Cormmon Stoeck woula probably be taken b the
preferrec¢ sharsholcers of thas old Company, Hut if they did not all
subseribe the syncieate should buy the balance, and in any event
ghould buy encurh for e ntrol.

You will see by the statements sent to Mr, Farrer how far we
have raecuced the working expenses curing last year. The figures
for the six months ending December Slst last - 64/106 of a cenl per
ton per mile - show the lowesl cosl ever maae by any large Company

in this ecountry.



The Northern Pacific, for year endins June o60th 18395, show an
averacre ccst per train mile of {1.1C, anc an averare lond hauled of
163 tens per treain per mile run. This woulu meke their average
cost for the yeer 67/1C0 of a cent per ton per mile against our
£1/16C for the same time anc 44/1CC for the first half of the present
ficsecal year. The Pennsylvanis hetween Pittshurg anc Philadelphia,
with a édensity of traffic per mile cof recac of about thirteen times
that of the Great Nerthern, ghows a cost of forty cne anu oneé half
one hundredths cf a cent pe~ ton per mile.

Trom the above I estimate that with such changeg as we coula
make in from twelve to eirhteen menths on gBe ~05<S§rn Pacific, we
could rely with reascnable safely on eafé n"'= nG diviaenc on
the preferrcc shares at the enc of rSE)yea”

I have allowed for lmhf0v<2\ -ua‘cgkhv”n racific $5,00C,0C0.,
which I think is guite enoup I§<;§u will cefer to our larme
operatines sheets sgenl to !Q, %eggb you will see that we carried
ovar the Kaliepell a-u{éasca£§>r1v1s1nna, which incluces our entire
line across all the‘}hrqe(é;} the Rocky Mountains, inelucing the
switchbhack tempnrar{ '® over the Cascace Range, an averase load
per train of over @s\tuns for the gix months ending December JSist
last, or 13C tone more than the yearly average cof the Northern Pacif-
ic on all lines. This shows clearly that it is not all cue to
low prades.

Cn receipt of this letter, I hope you will, afier discussing
the matter with ¥arrer, cive me Hriefly your own and his views. If
you think well of the plan and will briefly cable me to Lhat sffect
I will at once set the work goins and commence pieking up the honcs.
My trip to the Pacifie Coast has been delayed on account of some
lac~e lumber operators who mo with me. Cn my return 1 expect to
remain here threce or four days, then te New York ana Washington,

and hope to sail for Lendon about the 7th or 1lGth of Mareh.



While in London I weula like to take up with you the Duluth

ané Winnipes matter, and think the best 1ﬁt.e{~§sts of all eoncernsd

@
ean he takan care of permanently. QQ’ O
Cu~ business eontinues to QQQ clggr rme increases over the same
)

time last year. 3 \O

with kind refaras anc aﬁst‘&ahel, helieve me, as ever,

NI
B(bY@QaQs faithfully,

&





