
STOCK-EXCHANGE PBACTICES

TUESDAY, APBIL 3, 1934

UNTIED STATES SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON,

BANKING AND CURRENCY,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to call, in room 301 of
the Senate Office Building, Senator Duncan U. Fletcher presiding.

Present: Senators Fletcher (chairman), Costigan, Adams, Golds-
borough, Townsend, and Couzens.

Present also: Senators Wagner, Byrnes, McAdoo, Walcott, Kean,
and Representative Francis Henry Shoemaker, of Minnesota.

Present also: Ferdinand Pecora, counsel to the committee; Julius
Silver and David Saperstem, associate counsel to the committee,
and Frank J. Meehan, chief statistician to the committee. '

The CHAIRMAN. This hearing is being held before the subcom-
mittee of our Committee on Banking and Currency under the reso-
lutions S. Res. 84, 56, and 9*7. Senator Schall and others have
requested the committee to hear Mr. Backus. He has some important
matter in reference to practices of banks and corporations, as well
as stock dealings, and so forth, to present to the subcommittee, and
we will let him proceed in his own way.

Mr. Backus, if you will stand, hold up your right hand, and be
sworn:

You solemnly swear that you will tell the truth, the whole truth,
and nothing but the truth, regarding the matters now under investi-
gation by the committee, so help you God.

Mr. BACKUS. I do.

TESTIMONY OF EDWARD W. BACKUS, MINNEAPOLIS, MINN.

The CHAIRMAN. Mr. Backus, what is your name ?
Mr. BACKUS. Edward W. Backus.
The CHAIRMAN. And your address?
Mr. BACKUS. Baker Building, Minneapolis, Minn.
The CHAIRMAN. What is your occupation, Mr. Backus?
Mr. BACKUS. Manufacturer of paper, lumber, and other forest

products.
The CHAIRMAN. HOW long have you been engaged in that business ?
Mr. BACKUS. A little over 50 years.
The CHAIRMAN. NOW, you have, I believe, a prepared statement,

Mr. Backus?
Mr. BACKUS. Yes.
The CHAIRMAN. DO you want to submit that to the subcommittee ?
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Mr. BACKUS. I do.
The CHAIRMAN. YOU may proceed, then, with that, and we will

ask you questions as we see fit.
Mr. BACKUS. I thank you.
The CHAIRMAN. YOU may just sit down at the table there.
Mr. BACKUS. I should first like to submit a signed copy of my

letter addressed to you under date of March 17,1934.
The CHAIRMAN. All right. The committee reporter will make it

a part of our record.
BACKUS-BROOKS CO ,

MINNEAPOLIS, MINN , March 17, 1984.
Senator DUNCAN U. FLETCHER,

Chairman Senate Committee on Barikmg and Currency,
Senate Office Building, Washington, DC.

MY DEAR SENATOR FLETCHER* Your telegram of February 19 in which you
requested me to appear before your committee on Friday, Febiuary 23, was
duly received.

As it was impossible for me to respond immediately, I sent you the following
telegram:

"Telegram received I am wiring Senator Schall to explain to you the
necessity of asking for later date to appear before your committee and will ap-
preciate your favorable consideration."

My telegram to Senator Schall was as follows:
" Senator Fletcher, chairman Senate Committee on Banking and Cuirency,

has telegraphed me to appear before this committee next Friday the 23rd
This date is practically impossible owing to decision pending in Circuit Court
of Appeals which may demand my immediate attendance in Federal court here
on our receivership matters. Kindly see Senator Fletcher and arrange tor
my appearance before this committee 1 week or 10 days later and greatly
oblige Am wiring Senator Fletcher advising that you will see him and explain
situation."

In reply, Senator Schall telephoned me that tie had conferied with you and
that I should report in Washington as promptly as possible and that your
committee would hear me at its earliest convenience I am now here subject
to your call and will be pleased to appear before the Senate Committee on
Banking and Currency to place in its records a statement of financial recket-
eermg (as you call it in Liberty of March 17) which has attempted to destroy
the property of thousands of bondholders in the Minnesota & Ontario Paper
Co and the Great Lakes Paper Co, Ltd. About 25,000 had invested in a
great property built up m nearly 50 years of constructive business effort and
with a fuU sense of the social responsibility which ought to underlie all busi-
ness promotion and the use of natural resources The livelihood of about
7,500 workers and 30,000 dependents is involved

I therefore ask your committee and your counsel, Mr Ferdinand Pecoia, to
consider the methods through which the receivership of the Minnesota & Onta-
rio Paper Co, which was forced in 1931, principally by the officials of the
Chase National Bank of New York and the First National Bank of Boston,
though the Minnesota & Ontario Paper Co was then solvent, the campaign
of the so-called " Bondholders Protective Committee" to depress the values
of bonds to secure their sacrifice, the waste ot capital and resources through
the unwarranted mismanagement of receivers appointed through the insistence
of the Officials of the Chase National Bank and the First National Bank of
Boston; these leceivers having no knowledge of the technical problems of
paper, pulp, and forest products manufacturing, and the persistent injection
of the International Paper & Power Co in the conspiracy to destroy my life's
work The trail of evil doing runs chiefly through officials of the Chase Na-
tional Bank, First National Bank of Boston, Halsey, Stuart & Co, and Bond
& Goodwin, one of the close affiliates of the First National Bank of Boston,
and the International Paper & Power Co

It might be argued by the public, under ordinary circumstances, that your
committee should not be expected to take up the troubles of any particular
organization, to follow the trail of any wrong that has been done to it by
bankers working in harmony with the rivals4 or competitors of such an organi-
zation, yet what the Minnesota & Ontario Paper Co. has suffered is a perfect
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illustration of the greed, double crossing, and willful penetration and meddling
of banks into all lines of manufactuie, which your committee has under the
cross-questionmg of counsel and more paiticularly m recent months through
Mr Ferdinand Pecora, so fearlessly proved m the hearings from 1932 up to
the present

It will, therefore, give me pleasure to appear before your committee I shall
come prepared with a foimal statement, but I shall welcome cross-questioning,
for I have nothing to conceal in over 50 years of participation in the develop-
ment of the Northwest.

Through your various articles published in the press, an immense service has
and can be done by showing how the bankers have exploited the public and
how helpless the holders of securities have been.

Permit me in closing to quote from an issue of the New Republic (Jan 3,
1934) •

"Reorganization of bankrupt or embarrassed corpoiations have been a scan-
dal for many years The practice has been almost uniform As soon as a laige
corporation falls upon default, the bankers and insiders, who almost mvari-
ablv have been responsible for the disaster, rush upon the prostrate carcass
and assume possession of it This they do, first, by getting their representa-
tives named as receivers, and second, by oiganizmg protective committees of
stockholders and bondholders These protective committees ostensibly keep an
eye on the special interests of their respective groups of security holders
They exercise what in practice is more important, a controlling influence over
the reorganization of the corporation And as it is the reorganization of the
corporation m which the promoters and bankers and insiders are chiefly in-
terested, it is a matter of great importance to them to capture the control
of these committees Anyone who wants to know what grave abuses, what
serious infractions of the simple law of trust, have been practiced by such
committees has only to read Mr Lowenthal's book "<

I can substantiate every point as to the practices that would have destroyed
us, except for your decision to hear us.

Very respectfully your,
E W BACKUS, President

The CHAIRMAN. YOU may proceed, Mr. Backus.
Mr. BACKUS. Supplementing my letter to your chairman, dated

March 17, I ask that the following statement be made part of your
records.

Pioneering Development of Northwest Resources: The Minnesota
& Ontario Paper Co. represents, in a large measure, the consumma-
tion of a constructive and well-laid plan by Backus-Brooks Co. con-
ceived over 25 years ago to coordinate its forest products and hydro-
electric properties into one operating unit and under one manage-
ment. These properties had been acquired and developed, wholly
or m part, during the previous 25 years. To carry out this plan the
Minnesota & Ontario Paper Co. was duly incorporated m 1908 as
the operating organization which took over certain of these prop-
erties.

The plan also provided that from time to time additional forest
products and hydroelectric properties of Backus-Brooks Co. would
be taken over and coordinated with this organization, as and when
developed by Backus-Brooks Co. Prior to the year 1931 this com-
pany had developed several of its latent properties which from time
to time had been taken over by the Minnesota & Ontario Paper Co.
However, at the time of the Minnesota & Ontario Paper Co's re-
ceivership on February 28, 1931, one of the largest properties, and
the most recently developed by Backus-Brooks Co., namely, Great
Lakes Paper Co., Ltd., was in the process of being coordinated with
the Minnesota & Ontario Paper Co., but the receivership prevented
its final, legal consummation.
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At that time these properties had been developed, organized, and
were in profitable operation. In the year 1930, during which period
the business depression was keenly manifest, the net earnings of
Minnesota & Ontario Paper Co. (including Great Lakes Paper
Co., Ltd., which for all practical purposes was then assumed by both
companies to have been coordinated, after all charges, were substan-
tially in excess of $1,000,000, in face of the fact that the combined
operations were at less than 50 percent of capacity. In years of
ordinary business conditions, when operating at capacity, minimum
net profits after all charges should be $6,000,000 and in prosperous
years $10,000,000 to $12,000,000.

Outstanding business structure: At that point the Minnesota &
Ontario Paper Co. and subsidiaries (including Great Lakes Paper
Co., Ltd.) had attained a poition as one of the largest organizations
of its kind in the world. Thus from a very meager beginning these
vast properties were acquired and had been developed through my
initiative and efforts covering nearly half a century, during all of
which time the active executive management was vested in me and
represented my entire life's work. The locations of these operations
are strategic from every essential standpoint; namely, natural re-
sources, logical markets, ample provisions for further expansion, and
perpetual operation. My whole purpose and ambition was to create,
operate, retain practically the entire earnings in the business, and
build a sound, creditable, and permanent structure.

At the time of the receivership, namely, February 28, 1931, the
amount of outstanding bonds were as follows: Minnesota & Ontario
Paper Co., $24,400,000; Great Lakes Paper Co., Ltd., $10,000,000.

Several expert independent appraisers in 1930 valued these prop-
erties at a minimum of $100,000,000.

Approximately 95 percent of the combined common and preferred
stock in these companies was owned directly and indirectly by me
and my close associates, our accumulated earnings having gone into
these properties. The first-mortgage bonds of these companies then
outstanding had been purchased by our fiscal agents when issued
and were widely distributed to some 25,000 holders

The financial crash came in 1929, and I advised with several of
our company's commercial bankers early in 1930 respecting their
views on future economic conditions. The concensus of their opinion
was that the worst was over and that conditions would gradually
improve; that any expansion of plants and properties that had been
planned could be proceeded with in the regular course of business
with entire confidence. On the strength of this encouragement our
companies proceeded to carry out their plans previously made, and
expended approximately $3,000,000 on same during the year 1930.
Not the slightest thought was harbored respecting any possible de-
fault in outstanding obligations. Our companies enjoyed the high-
est credit standing, without the use of collateral, and our commit-
ments had always been promptly met.

Mr. PECORA. Mr. Backus, might I interrupt you right there for
a moment to ask a question?

Mr. BACKUS. Certainly.
Mr. PECORA. Who were the commercial bankers with whom you

met and conferred as you say early in 1930?
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Mr. BACKUS. The Chase National Bank, the Northwestern Na-
tional Bank of Minneapolis, the Continental National Bank of
Chicago, and two or three of the others.

The CHAIRMAN. Who, connected with the Chase National Bank,
did you confer with?

Mr. BACKUS. With Mr. A. H. Wiggin, chairman of the executive
committee.

Mr. PECORA* Chairman of the governing board was his title, Mr.
Backus.

Mr. BACKUS. Yes.
The CHAIRMAN. YOU may proceed, Mr. Backus.
Mr. BACKUS. Anticipating obligations: In the early summer of

1930 I began to anticipate making provisions for our funded obliga-
tions maturing in 1931. I took the matter up with our fiscal agents,
Halsey, Stuart & Co., of Chicago, who then assured me that these
obligations would be provided for at the proper time, but that it
was then too early to give the matter consideration.

In the fall of 1930 several conferences were held with this fiscal
agent in reference to meeting these maturities and alternate plans
were discussed. However, they finally advised me that owing to the
unsatisfactory bond market at that time, I should arrange with our
company's commercial bankers to carry the additional $9,000,000 of
first-mortgage bonds which we had agreed with them to issue, until
they could be sold. I followed this suggestion, and as a result
secured the pledges of our bankers and fiscal agents to do this.
With this assurance I caused the Minnesota & Ontario Paper Co.
to register its mortgage for $9,000,000, which was filed in February
1931, and to issue $9,000,000 of series D, first-mortgage bonds which
were delivered to the trustee, namely, the Minnesota Loan and Trust
Co., of Minneapolis, for certification as per agreement.

Bankers5 pledges broken: Shortly before the middle of February
1931, I discussed these matters in detail with Mr. A. H. Wiggin
of the Chase National Bank, and was definitely assured by him that
the above plan would be carried through; and further, that if there
should be any failure on the part of any of the several banks to
keep their promises, the Chase National Bank would make good
any such deficit by increasing its quota to insure that the plan would
be consummated as agreed, and he firmly reiterated this assurance.

By appointment I met our fiscal agents and our several commer-
cial bankers in New York on February 26, 1931. At that meeting,
in addition to our fiscal agents, there were present among the others,
representatives of the Chase National Bank; the First National
Bank of Boston, and the National Shawmut Bank of Boston. How-
ever, Mr. Wiggin was absent, having gone south on his vacation.
This meeting was held at the offices of the Chase National Bank, in
New York, where a formal agreement, covering the promises al-
ready made, was to be concluded, and the funds for liquidating the
early funded maturities were to be credited to the company's account
in the various banks involved. At this preliminary meeting these
bankers promised to have an agreement prepared and in readiness
the day following, which was to embody the promises and agree-
ments previously made. When I arrived at the Chase Bank the
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following day, February 27, 1931, at the appointed time, I found
these bankers and fiscal agents m private conference discussing our
affairs, and was requested to wait outside.

Solvency disregarded: Later in the day they came to me and in-
formed me that they had decided not to carry out the pledges and
agreements previously made and that a receivership was the only
solution. They then inquired how much cash the company had
on hand, and further, whether, in my opinion, in case the receiver-
ship plan was adopted, one third of the $9,000,000 previously agreed
to and promised, would be sufficient to take care of the company's
needs and permit operations to continue without sacrificing any as-
sets. The announcement was a terrific shock to me, but I finally re-
plied that, in case of a receivership, $3,000,000 would take care of
the company's ordinary needs. I also informed them that the com-
pany then had on hand over $1,100,000 in cash, on deposit with its
several commercial banks.

Evidently to lessen the force of the blow, they then stated, among
other things, that if I would turn over to them the cash on deposit
m each of their respective banks, to apply on the company's notes
they then held, and consent to the receivership, they would have me
appointed sole receiver for the company and provide $3,000,000 for
the company's use, and allow me to work out the company's affairs.
Also that they would advance forthwith $500,000 for the Minnesota
& Ontario Paper Co. on receiver's certificates, to enable the company
to carry on; and later provide the balance of the $3,000,000 as and
when required. Also to advance forthwith $125,000 for the Great
Lakes Paper Co, Ltd., with which to carry on (which latter amount
was liquidated within 4 months). All of this was predicated on my
turning over to them the amount of cash then on deposit in each
of their banks, totaling as aforesaid over $1,100,000.

I protested putting the company into receivership and stated that
such action was entirely unwarranted, even under the then existing
economic conditions. However, in view of the fact that over $4,000,-
000 of funded indebtedness, including interest, would mature 3 days
later, I had no alternative, and under duress was forced to accept
their ultimatum.

The receivership followed the next day, February 28,1931. I was
appointed receiver. The court also appointed Mr. E. W. Decker,
president of the Northwestern National Bank, of Minneapolis, and
Mr. C. R. Fowler, a local attorney, as coreceivers. These bankers
had been the bankers of our companies for many years. Our rela-
tions had always been most cordial. I had agreed to their demands
respecting the receivership of the Minnesota & Ontario Paper Co.—
under protest, to be sure—but in the utmost good faith and confi-
dence in them. I relied implicitly upon their promises that I would
be undisturbed as receiver and allowed to reestablish the financial
standing of the company, which I knew I could do. I had every
reason to believe that they had the fullest confidence in me, in my
ability and integrity, which during the long period of our business
dealings they had never had occasion to question.

I feel it is pertinent to state here that I had the fullest confidence
in the soundness of our company's financial structure and worth.
Also that I placed complete reliance m the promises of our bankers
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and fiscal agents, to provide the funds with which to meet our com-
pany's maturing obligations. As proof of this, Backus-Brooks Co.
and myself made a loan of $500,000 from the Continental National
Bank & Trust Co., of Chicago, only a short time before the bankers'
meeting on February 28, 1381, and turned the proceeds over to the
Minnesota & Ontario Paper Co. to enable it to meet maturing notes
payable pending the said bankers' meeting.

In order to secure this loan I was compelled to pledge as security
the only personal bankable collateral I owned, namely, 12,000 shares
of Northwest Bancorporation stock valued at $900,000, Which was
to be returned to me after the proposed meeting with the bankers
in New York when the promised financing was to be completed and
Minnesota & Ontario Paper Co. bonds substituted for this personal
stock. Through the failure of the financing plan this was not done,
and later my bank stock was sold for $276,000. This was my first
experience in financing the business of my companies when collateral
was required.

Bond values vitiated: However, in a comparatively short time
it became apparent that there was a marked change in the attitude
of these bankers, which indicated that they might not keep their
promises made to me and that their selfish purpose might be to
undermine the company's structure to the detriment of its many
thousands of widely scattered and helpless bondholders. Their first
move which indicated this purpose was the designation of a bank
controlled so-called " Bondholders' Protective Committee" (which
protected none but themselves), composed as follows: Two members
and the secretary are employees of Halsey, Stuart & Co., investment
bankers of Chicago; one member each is respectively an employee
of the First National Bank, of Chicago; Brown Bros., Harriman &
Co., of New York; Bond & Goodwin, investment bankers of Boston
and New York; and one associated with Minnesota Loan & Trust
Co., of Minneapolis. And one, since resigned, and which vacancy
was filled by a successor of unknown affiliation to me, of Toronto,
Canada. They were securities salesmen, having no knowledge what-
ever of the diversified problems involved in the operations of our
immense estate and therefore totally incompetent to serve in such
capacity, as their disastrous administration has proven.

Graustem's attempt at bribery: Their next move, as has been
brought to light by subsequent events, was the planning of a con-
ference by Mr. Archibald R. Graustem, president of International
Paper & Power Co., of New York, between myself and my core-
ceivers and the executives of that company, the principal rival of
our company, for the purpose of negotiating the taking over of the
properties of the Minnesota & Ontario Paper Co. and Great Lakes
Paper Co., Ltd., by that company. That conference was held in the
early summer of 1931 at the Drake Hotel, Chicago, and accomplished
no results. Briefly, it was obvious that they did not intend to take
over our properties excepting at a fraction of their real value, to be
fixed arbitrarily by themselves.

When the conference was about to disband, Mr. Graustein ex-
pressed a wish to have a private conference with me, to which I as-
sented. At that conference Mr. Graustein made me the following
proposition, namely: That I should exchange approximately 95 per-
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cent of the combined issued and outstanding common and preferred
stock of Minnesota & Ontario Paper Co. and Great Lakes Paper Co.,
Ltd., owned directly and indirectly by myself and close associates,
for 750,000 shares of common stock in the International Paper &
Power Co. They, in turn, would then purchase from me 50,000
shares of said International Paper & Power Co. stock at $100 per
share, or for $5,000,000 in cash. The result of that transaction when
made would have been that I would still own 700,000 shares of
International Paper & Power Co. stock and would have received
$5,000,000 in cash.

Further, that in that event I would be made a high official in the
International Paper & Power Co. and would have been required to
cooperate with Mr. Graustem in making the best settlement possible
with the bondholders and creditors of the Minnesota & Ontario
Paper Co. and the Great Lakes Paper Co., Ltd., in the interest of the
International Paper & Power Co.

I declined his offer then and would decline it now if it were re-
newed, for the fundamental reason that during all of my business
career I have enjoyed the highest credit standing and have had the
fullest confidence of all those with whom I have had business rela-
tions. I would not put myself in a position where I could not protect
our many thousands of bondholders, funded noteholders, general
creditors, and minority stockholders. I feared they might suffer
under the proposed change in ownership. Further, the proposed
exchange was unfair from a value standpoint.

Mr. PECQRA. TO whom would the exchange you refer to that was
proposed have been unfair I

Mr. BACKUS. DO you mean unfair from a value standpoint?
Mr. PECORA. Yes. To whom do you mean it would have been

unfair ?
Mr. BACKUS. TO myself and close associates.
Mr. PECORA. And to the other holders of the securities issued by

your companies ?
Mr. BACKUS. Yes; the 95 percent of stock in both companies.
Mr. PECORA. All right.
The CHAIRMAN. YOU may resume your statement.
Mr. BACKUS. Wiggin, Chase, and Graustem in plot: Later on in

the summer of 1931 this conference was followed by another held
at the Chase National Bank in New York City, which conference
was attended by Mr. Graustein and his bankers, Mr. A. H. Wiggin
and Mr. Malcolm Chase. I t was there again apparent to me, as
it had been since 1925, that these interests were determined to
secure our properties regardless of the methods necessary to be
employed to achieve that objective. This meeting disbanded with-
out having accomplished any results other than it was arranged
that certain officials of the International Paper & Power Co. would
visit and inspect our properties, after which the negotiations would
be resumed. This inspection trip was made, but thereafter I was
ignored and all negotiations were deliberately kept from me. Mat-
ters then stood in abeyance until after the New York and Boston
bankers and bank-controlled so-called "Bondholders' Protective
Committee " had succeeded m removing me as a receiver.

I t was at this point that these eastern banks and bank-controlled
so-called " Bondholders' Protective Committee " began demanding
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my resignation. They could give me no reason for this, as I had
managed the affairs well, and they so admitted. They, however,
were determined to eliminate me from any participation in the com-
pany's affairs. Their motive could only have been that they realized
that the widely scattered 25,000 bondholders would then be an easy
prey.

There would then be no one to protect their interests and prevent
these most valuable properties from being practically confiscated
through the purchase of bonds from the widely scattered bond-
holders at their own convenient time and at their own price. Their
selfish purpose here began to manifest itself clearly. The deposit
agreement of the so-called "bondholders' protective committee"
was of the venomous " air-tight, ironclad " type, which conveyed
title to the bonds to the bondholders' protective committee. By
that time more than a majority of the bonds had been deposited.
That placed them in complete control of the bondholders' interest in
the estate. I t put them in position to manipulate and depress the
unlisted market prices of the bonds so they could be purchased from
distressed holders at distressed prices. They planned to completely
wipe out the equity. They were determined to eliminate me, fearing
I would obstruct their plans. Therefore only a comparatively short
time elapsed before I was forced to resign, likewise my coreceivers,

Receivers ignorant and impotent: I had remained as operating re-
ceiver for 9 months and during that period, in the normal course of
business, I accumulated and had on deposit in the Northwestern
National Bank of Minneapolis a cash balance of over $2,000,000
(including $500,000 which the bankers had provided immediately
following the receivership), without sacrificing any of the current
assets or from the sale of any of the capital assets of the estate.

Messrs. E. H. M. Robinson and C. T. Jaffray were appointed
as receivers on November 30, 1931 Mr. Robinson was a former
employee of Mr. Harnman of Brown Brothers, Harnman & Co.,
New York bankers, and his affiliated interests; Mr. C. T. Jaffray
is president of the First National Bank of Minneapolis and of
the Soo Line Railway. Both were totally lacking in any qualifi-
cation which justified them m attempting to manage our huge and
varied estate, and much less in meriting their excessive fees as
fixed by the court at the request of the so-called "bondholders'
protective committee", hereinafter referred to. However, I was
assured that I would be retained in the service of the estate and be
associated with the new receivers in an advisory capacity, and there-
fore, felt in that way I would be able to prevent mismanagement,
waste, and sacrifice of assets. Otherwise, under no circumstances
would I have resigned. I had a right to rely on the court, admin-
istering the estate, for reasonable cooperation in protecting it from
dissipation and waste, but got none. In fact Judge Molyneaux
apparently found satisfaction in vetoing all of my advice and
warnings.

At the time of their appointment, I turned over to them the
company's cash bank balance of over $2,000,000. Receiver Robin-
son assumed dictatorial control from the outset. He ignorantly
attempted to reorganize all departments in our various lines of
business without any knowledge of the personnel. He delegated
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the management of most departments to totally incompetent heads,
most of whom had previously had my constant guidance. He at-
tempted to create a personal organization loyal to himself and hos-
tile to me. His staff was not allowed to confer with me.

In short, his appointment as receiver was designed by the New
York and Boston bankers and the bank-controlled so-called " bond-
holders' protective committee " for the real purpose of removing me
from any association with the company as quickly as possible, and
thereby prevent me, with my personal knowledge and experience,
from protecting the interests of the company and its investors.

DELIBERATE RACKETEERING BEGUN

Then began a most deplorable campaign of mismanagement, ex-
travagance, waste, and sacrifice of cash and other assets, which has
continued up to and is continuing at the present time. Already their
losses aggregate over $12,000,000. The receiver's last report, dated
December 31, 1933, admits a net loss in current assets alone of
$5,968,447.29. To this loss should be added the increase in current
assets, during their administration, by the liquidation of capital
assets not heretofore included in that item, but which are now auto-
matically reflected in the current assets through cash received from
capital sales. This would automatically increase the loss to approx-
imately $7,500,000 in current assets. The present receivers have
liquidated the cream of our quick assets, at sacrifice prices, leaving
the remaining current assets of less realizable value than stated in
said report, thereby still further increasing the loss in that item.
Further, the said receiver's report also admits a loss in total assets
of $14,510,889.26, all in the short period of 25 months.

The items of waste, extravagance, mismanagement, and dissipa-
tion of assets which I allege, are as follows:

(1) Amounts paid for receiver's fees, attorneys' fees, and expenses
during the receivership period, $700,000.

This exorbitant item includes the unjustifiable fees paid to Re-
ceiver Robinson, namely, at the rate of $70,000 per annum for the
first 13 months of his incumbency, with a reduction of only 10
percent, or at the rate of $63,000 per annum during the succeeding
period up to the present time; and to Receiver Jaffray at the rate
of $30,000 per annum for the first 13 months with no appreciable
compensating service to the estate, and at the rate of $10,000 per
annum for the succeeding period. In the receivers' report of De-
cember 31, 1933, the statements concerning these fees are erroneous
and intended to becloud the true facts and deceive the bondholders,

This item also includes the exorbitant and unjustifiable fees paid
to attorneys, and all expenses during the full receivership period
including previous receiver's fees. All of which were presented to
the court by Receiver Robinson and Jaffray and allowed by him
during my absence from the city, contrary to their assurance to me
that this would not be done.

Therefore, in this respect also the report of December 31, 1933,
is intended to deceive the bondholders. In fact, in this report of
the receivers they attempt to deny all the losses I allege, making up
the stupendous total of over $12,000,000. In some instances it is
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willful misrepresentation of the facts, in some it may be ignorance.
Nevertheless, the denials are intended as a smoke screen to cover up
the flagrant mismanagement of the receivers, which I can substan-
tiate by the receivers' records.

(2) Unnecessary compromising of accounts receivable which could
have been collected in full (in this item an account of International
Paper Co. for $175,000 was settled for $50,000, or a loss of $125,000),
$570,000.

(3) Unjustifiable cash expenditure in National Pole & Treating
Co. refinancing, $525,000.

The above cash items total $1,795,000, which were unnecessarily
and unwisely expended or compromised. In addition are the follow-
ing stupendous losses:

(1) Operating loss due to mismanagement and ill-conceived op-
erating policies and excessive overhead expenditures, $1,095,000.

(2) Investment loss on sale of Memphis Commercial Appeal (a
morning, evening, and Sunday newspaper of high standing published
at Memphis, Teiin., wholly owned and constituting part of the assets
of the said Minnesota & Ontario Paper Co.) as appears by receiver's
report dated September 30, 1933, $1,718,570.96.

Our equity in this property was conservatively appraised at over
$3,000,000. Our cash investment was approximately $2,700,000.
Sold by receivers for $962,000 of which $300,000 has been paid in
cash and balance in deferred payments covering several years with
no guaranty of future payments. The receivers have delivered the
entire capital stock to purchaser. During my period of receivership
this publication was operated profitably, but under the mismanage-
ment of Receivers Robinson and Jaffray it promptly dropped into
the losing class along with all other departments under their man-
agement. (An appeal has been taken to the circuit court of appeals.)

(3) Loss due to inefficient supervision and management of logging
operations of International Lumber Co. (a wholly owned Minnesota
& Ontario Paper Co. subsidiary) together with losses sustained by
reason of sale of lumber at cut prices and losses occasioned by the
wholly unwarranted and astounding voluntary destruction by fire
of a vast store of merchantable pulpwood and the intentional burn-
ing down of valuable and necessary camp buildings—mismanage-
ment and ignorance, $1,559,000.

(4) Losses estimated if contracts entered into by receivers are
fully performed by Minnesota Forest Products Co. (a wholly owned
Minnesota & Ontario Paper Co. subsidiary) with Northwestern Pa-
per Co. (a competitive Weyerhauser company) for the exchange of
timber located in Cook County, Minn.; for cancelation without
payment of the account of $90,000 owing by Northwestern Paper
Co. to Minnesota Forest Products Co.; contract for sale of Minne-
sota Forest Products Co. timber to Consolidated Water Power &
Paper Co.; and proposed contract for sale of Minnesota Forest Prod-
ucts Co. to United States Forestry Depaitment; and loss resulting
from receivers' failure to cut timber on Isle Royale, which timber
was deteriorating on account of insect infection; total gross loss on
account of willful surrender of property and ignorant mismanage-
ment, $1,480,000. (Appeal taken to circuit court of appeals respect-
ing timber sales.)
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(5) Loss to National Pole & Treating Co. (a 90 percent owned
Minnesota & Ontario Paper Co. subsidiary) due to unsound and
wholly unwarranted refinancing; operating loss during present re-
ceivership ; and unwarranted cut in inventory, $1,675,000. This large
loss is positively unpardonable.

(6) Unnecessary and unjustifiable capital expenditure in paper
mills and subsidiary properties, including loss in manufacturing op-
erations of paper specialties and including loss in burning sawmill
materials, $750,000. This loss displays total ignorance.

(7) Losses estimated incurred through receivers joining a combi-
nation in restraint of trade, restricting newsprint paper output,
which has resulted in a huge loss in sales of newsprint paper, which
combination at the time was in contravention to Federal law and
opposed to the best interests of the estate and bondholders, $1,250,-
000. This loss borders on criminal conspiracy which no competent
court could permit.

(8) Lapsing of timber permits held by International Lumber Co.
(a Minnesota & Ontario Paper Co. subsidiary) without cutting
timber thereon before expiration of permits, and sacrifice sales of
timber, $95,000. Total ignorance of values.

(9) Loss to estate on account of surrender of newsprint tonnage
to Great Lakes Paper Co. and of commissions, $595,000. At this
time both companies were in receivership and legally dissolved.

These losses total the stupendous sum of $12 012,570.96. I pro-
tested vigorously the confirmation of four of the principal items
making up this loss. The items protested are as follows: Conces-
sions made to Great Lakes Paper Co., Ltd., now in receivership;
compromise of accounts receivable; sale of Memphis Commercial
Appeal property; sale of Minnesota Forest Products Co. timber.

In the last two mentioned protests appeals have been taken to the
circuit court from the order of the district judge confirming the
receivers' sales.

With the passing of time it became necessary vto protest the acts
of the receivers more vigorously but to no avail. Mr. Robinson
stated repeatedly to the court in my presence, and to me, that he
had the approval of the so-called "bondholders' protective com-
mittee " in respect to all the transactions I protested from time to
time. This fact, therefore, involved that committee in the dissipa-
tion of assets jointly with the receivers and the court.

LIEELOUS PERSONAL ATTACKS

My watchfulness over the interest of our many thousands of bond-
holders, various equity holders, and other investors exasperated
Eeceiver Robinson and the conspiring bankers and bank-controlled
so-called " bondholders' protective committee" until the friction
finally climaxed in a suit brought by the receivers against Backus-
Brooks Co. and myself to recover approximately $7,000,000, claimed
to have been abstracted by us from the business for our own per-
sonal ends. A baser and more groundless charge was never pre-
ferred against any man. A short time previously these conspiring
eastern bankers—namely, the Chase National Bank, of New York;
the First National Bank of Boston; and National Shawmut Bank,
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of Boston—had brought suit against me for approximately $2,500,-
000 to enforce payment on my endorsement of Minnesota & Ontario
Paper Co. notes, in violation of their agreement on February 27,
1931, preceding the receivership. As an indication of their animus,
the receivers moved my desk and furniture from the company's office
during the night, without notice to me.

INTIMIDATION OF BONDHOLDERS

In the receivers' report to the court, dated October 31, 1933, this
$7,000,000 suit against Backus-Brooks Co. and myself was con-
spicuously referred to. The so-called " bondholders' protective com-
mittee" emphasized the incident in its letter dated November 17,
1933, to all bondholders, creditors, and the financial world in general.

This blow, namely, the suits mentioned above, and the wide pub-
licity which followed, was intended to put the finishing touches to
my complete elimination and destruction and leave the path clear
and unobstructed to exploit our many thousands of bondholders.
The final step in the tragedy was nearmg completion. I was their
only obstacle and, therefore, must be effectively discredited in the
eyes of the bondholders, through whose helpless condition, these
banks and their coconspirators saw the sure and easy way to their
objective. The lawsuits brought against Backus-Brooks Co. and
myself, as related above, by the conspiring New York and Boston
banks and the receivers, then removed all previous disguise and
brought them into the open. They well knew they would realize no
money recovery even if they should secure judgment, for they knew
we had no funds. I repeat—their purpose was my final destruction
and elimination. Now, and henceforth, they must fight in the open,
for I refuse to be eliminated.

My answer to the receivers' suit discloses the true facts, namely,
that the receivers had no claim whatever against Backus-Brooks Co.
and myself, but on the contrary that we had substantial claims
against the company, which we had intended to satisfy by accepting
additional stock.

I have also answered these false charges in a libel suit for damages
in the sum of $2,000,000 and have challenged them to prove their
untrue charges before an independent and unbiased tribunal. I have
also brought suit for the removal of Receivers Robinson & Jaffray
on the grounds of inefficiency, incompetency, and maladministration.

Following the events recited in the three preceding paragraphs I
demanded from the so-called " bondholders' protective committee "
a correct list of all present bondholders—giving names and ad-
dresses—both of bonds deposited and bonds not deposited. This
they refused to give me. The reason for their refusal is obviously
significant. My only recourse then was to secure a list of such bond-
holders as the Federal revenue department was able to provide, which
proved incomplete. To this incomplete list of bondholders I issued
a letter of warning dated January 5, 1934, with accompanying
pamphlet giving greater detail, both of which I offer with your
approval for this record.

The CHAIRMAN. Let them be entered.
(Letter dated Minneapolis, Minn., Jan. 5, 1934, addressed to the

bondholders of the Minnesota & Ontario Paper Co. and signed by
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



7 6 5 8 STOCK EXCHANGE PBACTICES

E. W. Backus, with accompanying pamphlet referred to and sub-
mitted by the witness, will be found printed in full at the end of
today's transcript.)

Mr. BACKUS. This brought to a partial halt the rapidly developing
plans of these plotting conspirators. Bringing them into the open
caused consternation in their camp and now they have changed their
tactics. On March 17, just past, they brought suit in foreclosure
proceedings under the terms of the mortgage, anticipating m that
process the wiping out of the stockholders' equity, and in so doing
to promptly eliminate me.

FABULOUS STAKE OF CONSPIRATORS

Now let us consider what these investment bankers have already
been paid by our companies in commissions and management fees.
Then let us review the future stake which is their objective.

Halsey, Stuart & Co.—and members of their underwriting syndi-
cate—several of whom are now represented on the so-called " Bond-
holders' Protective Committee "—sold the following securities for
these companies:
Minnesota & Ontario Paper Co :

First-mortgage bonds $25,000,000
Gold notes 5,000,000

National Pole & Treating Co, gold notes 2,000,000*
Great Lakes Paper Co., Ltd, first-mortgage bonds 10,000,000

42,000,000

Average commission and interest payment charge, 5% percent 2,415,000
Management fee for refunding National Pole & Treating Co 100,000

Total fees paid Halsey, Stuart & Co 2,515,000

Senator KEAN. What do you mean by " average commission and
interest payment"?

Mr. BACKUS. I mean the average rate of discount on the bonds and
the interest collection charge that we paid.

Senator KEAN". What do you mean by the interest charge?
Mr. BACKUS. The interest was payable at their offices and they

made a charge for collecting.
Senator KEAN. YOU mean that the interest was payable at their

offices, but you do not say how much they charged you for making
the issue.

Mr. BACKUS. NO ; I just figured that the average was 5% percent,
discount on bonds and collection charge.

Senator KEAN. But the collection charge was a recurring charge
for services each year?

Mr. BACKUS. Yes, sir.
[Representative SHOEMAKER This does not include the interest on

the bonds; this is just the commission they got for collecting it.
Senator KEAN. I understand that But the point is that I wanted

to know what they charged for the $42,000,000.
Mr. BACKUS. For distributing the bonds ?
Senator KEAN. They bought the bonds from you ?
Mr. BACKUS. Yes.
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Senator KEAN. And then they formed a syndicate to sell them?
Mr BACKUS. Yes.
Senator KEAN. At what price did they buy the bonds from you?
Mr. BACKUS. They bought the bonds at an average of slightly

over 94
Senator KEAN. What were the bonds ?
Mr. BACKUS. Six's.
Now, what is the objective ? The stakes they are greedily reaching

for respecting only Minnesota & Ontario Paper Co., namely:
So-called "Bondholders Protective Committee", 5-percent fee on

deposited bonds, $20,968,700, at 5 percent $1,048,534
Estimated reorganization management fee— 1,000,000

Total 2,048,534

(The foregoing two items of estimated cost could be accomplished
tor not to exceed $50,000 by the company's own organization.)

Through the unlisted market manipulation of these conspirators,
viz, the New York and Boston banks heretofore named; the latter's
close affiliate, Bond & Goodwin, whose representative is a member of
the so-called "bondholders protective committee"; the bank con-
trolled so-called "bondholders protective committee" and its affili-
ated investment bankers; aided by deliberate or ignorant mismanage-
ment on the part of the receivers, the price of these bonds has been
depressed to the low point of $3 25 per hundred dollars. They and
their affiliates have accumulated the bonds of the companies, mostly
under cover, in face value totaling several millions of dollars, averag-
ing between $10 and $15 per hundred dollars. Their objective has
been to finally secure the entire outstanding issue at an average price
of approximately $200 for each $1,000 bond; then to foreclose the
mortgage and virtually confiscate this enormous estate for approxi-
mately $5,000,000 plus commissions and minor expenses. A con-
servative valuation of Minnesota & Ontario Paper Co. properties—
exclusive of Great Lakes Paper Co., Ltd.—would be not less than
$75,000,000 under normal conditions. Accordingly, if this conspiracy
should succeed, the huge $70,000,000 steal will be shared by the schem-
ing banks; their bank controlled so-called " bondholders protective
committee " and their affiliated investment bankers; the bank-domi-
nated International Paper & Power Co, and lastly Receiver Robin-
son (the last named in the way of continuing compensation).

BRIEF SUMMARY

The foregoing statement portrays the status of this outstanding
business structure at the date of the receivership, February 28, 1931,
the upbuilding of which covered nearly 50 years of constant, inten-
sive effort on my part, during which period much pioneering was
necessary and much hardship encountered. I built several hundred
miles of standard-gage railroad and branches; opened up several
million acres of Federal and State lands theretofore inaccessible for
agriculture or business purposes, which has produced many millions
of dollars for them through sales and taxes. I encountered power-
ful opposition from competitive interests. I created a huge varied
forest products organization and operated same profitably up to the

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



7 6 6 0 STOCK EXCHANGE PEACTICES

date of the receivership. Joseph W. Molyneaux, presiding Federal
district judge at Minneapolis, Minn., in granting the receivership of
Minnesota & Ontario Paper Co., adjudged and decreed that the de-
fendant company was solvent on February 28, 1931.

The foregoing statement also portrays its present status; the de-
plorable mismanagement and huge unwarranted losses; the conspir-
ing bankers' unpardonable violation of their prereceiver promises;
and finally the envious greed of the aforesaid conspirators to virtu-
ally confiscate the entire estate.

The foregoing statement also portrays the final chapter in the con-
spiracy and the objective of the plotting conspirators named. They
are greedily looking to their own interests, not those of the investors
or equity owners. If they can crush and destroy the latter they are
improving their own condition and that of the heavier debtor and
our company'^ mam competitor, the International Paper & Power
Co. If they can continue to force the distressed and discouraged
bondholders to liquidate at a mere fraction of the actual worth, they
will have accomplished their end through the ruthless sacrifice of
bondholders and other unprotected interests, including stockholders.

That is what has been going on for many months and is still
going on in devious ways. The original bondholders are the first vic-
tims for sacrifice; after that has been accomplished, the problem of
confiscating all junior equities is simple.

Obviously, if this conspiracy is successful, I will stand stripped of
my equity; likewise my close associates and minority stockholders.
I have no resources other than my stock interest in these companies.
In protecting all interests and defending this unjustifiable litigation,
we are forced to undergo heavy expense.

As previously stated, this litigation against me is not in anticipa-
tion of financial recovery but solely for the purpose of assuring the
destruction of my personal, commercial, and moral standing, which
in turn is intended to remove my protection of unprotected investors
in our company and leave them to the willful destruction of these
financial racketeers operating under the cover of the law.

APPEAL TO FEDERAL POWERS FOR SUCCOR

Finally, therefore, unless we can secure the sympathetic interest
and assistance of some Federal tribunal, which has the power to pre-
vent the successful consummation of this diabolical steal, the inno-
cent investors—many of whose life savings are represented in these
bonds—and other unprotected creditors will receive only a small
fraction of their original investment; and the equity of myself and
minority stockholders, which has been valued at many millions of
dollars by the Internal Eevenue Department in their valuation for
tax purposes, will be wiped out completely.

Moreover, the future welfare of 30,000 people, depending on the
income of some 7,500 workers, will be materially jeopardized, as all
plans for large future expansion contemplated by me will die, and
operations of existing plants will be materially reduced under the
control of the International Paper & Power Co., whose operation of
competitive plants already established, will be continued for the
benefit of the communities in which they are now situated.
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In the magazine Liberty, under date of March 17, 1934, in an
article entitled " Our Financial Eacketeers ", Senator Fletcher, your
chairman, has characterized them in the following words:

Men m high places have betrayed their tiust In theory the corporation
official, whether in a bank or other corporate capacity, is a trustee of " other
people's money." Investigation shows that this feeling of trusteeship has
come to be very rare in financial circles

The acts of financial crooks and racketeers make it plain that efforts must
be made to safeguard legitimate depositors and investors

This same practice over in the commercial field may likewise be made to
serve their purpose by restricting credit alternatives with the ultimate capture,
even destruction, of profitable and legitimate enterprises to the detriment of
security holders and the general public.

In conclusion, gentlemen, permit me tc say I have described to
you as simply and clearly as I could, how the financial racketeers
mentioned are plotting and scheming under the guise of legality to
virtually confiscate the life savings of many thousands of our in-
vestors, and the constructive efforts of my life's work. I have full
confidence that as a result of the comprehensive investigation to be
conducted by the honorable committees of the United States Senate,
those guilty of this diabolical conspiracy and these immoral acts will
be prevented from consummating their well-laid designs and justice
will be awarded where it is deserved.

The CHAIRMAN. Was the International Paper Co. a competitor of
the Minnesota & Ontario Paper Co.?

Mr. BACKUS. Oh, yes; the principal competitor.
The CHAIRMAN. Did you make an effort to cooperate with the

receivers?
Mr. BACKUS. HOW is that?
The CHAIRMAN. Did you make an effort to cooperate with the

receivers?
Mr. BACKUS. I certainly did everything possible, but they re-

fused to be advised by me.
The CHAIRMAN. DO any members of the committee desire to ask

any questions? [No response.] Mr. Pecora, do you desire to ask
any questions ?

Mr. PECORA. NO, Mr. Chairman.
The CHAIRMAN. Mr. Shoemaker?
Representative SHOEMAKER. I have a question or two, Mr. Chair-

man.
During the time that certain of the receivers there whom you

have mentioned were in charge of the receivership the company
made money, did it not?

Mr. BACKUS. Well, they played even, at least. But I do not figure
that you are making any money if you do not pay interest. With-
out paying interest they were ahead.

Representative SHOEMAKER. And if this goes into the control of
1he International Paper Co. it will place about 7,500 men out of
work in the State of Minnesota as a result of it?

Mr. BACKUS. I could not say that, but the operations will be les-
sened and there will be no expansion; so that it will mean more than
that, as a result, in the end.

Representative SHOEMAKER. The judge handling this case, the
Federal judge, in every instance gives the receivers practically every-
thing they ask for ?
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Mr. BACKUS. He signs on the dotted line.
Representative SHOEMAKER. In other words, this judge several

times has signed bills that they have made, not granting them the
privilege of making them, but has signed them after the bills were
made?

Mr. BACKUS. Yes, sir.
Representative SHOEMAKER. In disposing of assets?
Mr. BACKUS. Yes, sir.
Senator TOWNSEND. What is the judge's name?
Representative SHOEMAKER. Joseph W. Molyneaux.
Senator COUZENS. Why is not that a matter for the House of Rep-

resentatives to institute impeachment proceedings?
Representative SHOEMAKER. I have a resolution pending at the

present time, Senator.
I t is common knowledge, is it not, that this judge is in no way

capable, from a mental standpoint, to act as a Federal judge?
Mr. BACKUS. He has not demonstrated
The CHAIRMAN. I do not think we ought to go into that here.
Is that all, Mr. Shoemaker 2
Representative SHOEMAKER. For the present; yes.
The CHAIRMAN. Mr. Backus, the Senate Committee on Banking

and Currency have heard with interest your recital and charges of
a conspiracy between banks and the bank-controlled competitive
corporation to destroy the Minnesota & Ontario Paper Co. and its
subsidiaries.

You charge or claim, in substance, to the effect that a receiver-
ship was forced upon your company in violation of pledges made
to you; the organization of a bondholders' protective committee, con-
trolled by these bankers; forcing a contract upon the bondholders,
giving title to this protective committee; the attempt to bribe you;
the depressing and manipulating of the market of the company's
bonds from near par to $3.25; the accumulating, under cover, of the
bonds at such depressed prices; the apparent mismanagement of the
estate to further depress the bondholders' hopes; the seemingly un-
warranted sale of properties and finally the malignment of you by
the suits brought against you and against Backus-Brooks Co.; the
threatening of a final stroke, namely, the attempt at foreclosure, that
will strip every equity and inure solely to the benefit of the alleged
conspirators.

In view of the evidence you have presented and the references
to the alleged racketeering under the guise of apparent legality, it
JS my judgment, in which I feel that my colleagues will acquiesce,
that you should present the evidence in this matter to the Special
Committee of the Senate on Receiverships and Bankruptcies, as I
feel that that committee will consider the matter and has the neces-
sary jurisdiction. That committee is under the chairmanship, ex
officio, of Senator Ashurst. He is the chairman of the Judiciary
Committee, and a comprehensive hearing may be conducted if he
so desires.

The Committee on Banking and Currency therefore respectfully
refers you in this important matter to the Special Committee on
Receiverships and Bankruptcies.

Is that the concensus of opinion of the committee ?
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Senator COXJZENS. I think so.
Senator TOWNSEND. Yes.
The CHAIRMAN. That will be our action in reference to the matter.
Representative SHOEMAKER. May I add the request that there be

inserted in the record a copy of the contract that the so-called
"Bondholders' protective committee" sent out to the bondholders
for them to sign, in which they waived practically their rights and
turned them over to this same group of bankers?

Senator GOLDSBOROUGH. That is for the consideration of the com-
mittee to which the matter is referred.

The CHAIRMAN. There was something of that kind offered in the
course of Mr. Backus' statement.

Mr. BACKUS. The contract has not been submitted, but I can
submit it.

Senator REAN. I think it should be referred to the proper com-
mittee.

Mr. PECORA. YOU have made references to it in your statement?
Mr. BACKUS. Yes; I have.
Representative SHOEMAKER. I thought it might be illuminating to

include it. I t is just a short letter.
The CHAIRMAN. I think there is no real objection to that.
Senator KEAN. I t is quite a long printed document, is it not ?
Representative SHOEMAKER. NO, sir.
Senator COUZENS. I t really belongs to the committee to which the

matter has been referred if they are going into it. We are not going
to do anything more about it here.

Senator WALCOTT. There is no reason to duplicate records. I t
costs money, and we are on the economy plan.

The CHAIRMAN. That is all with reference to this matter, then.
Representative SHOEMAKER. May I, in behalf of my constituent,

Mr. Backus, thank the committee for its courtesy and the time that
it has given to this hearing.

(Whereupon, at 11:05 a.m., the subcommittee adjourned.)
BACKUS-BBOOKS CO.,

Minneapolis, Mtnn, January 5, 1984
To the bondholders of Minnesota & Ontario Paper Co :

This letter offers no apologies. It concerns a subject of vital importance to
you, and one which represents life and death, so to speak, to myself Broadly
stated, it relates to the process of strangulation now being administered by
Receivers Robinson and Jaffray to the vast enterprises controlled by Backus-
Brooks Co. and its principal subsidiary, the Minnesota & Ontario Paper Co.,
representing my life work, in the welfare of which our interests are in common.

I fully realize the dangers involved in a communication of this character.
My motives may be misinterpreted. I may even be maligned by those who
pretend they are acting in your behalf and protecting your interests. I refuse
to be deterred by any anticipated attacks which this letter may insp re at the
hands of those who are now conspiring to shape the destinies of the widely
diversified and complicated business enterprises which are now largely con-
solidated in the organization whose bonds you hold, and in the ultimate solution
of whose problems you are equally interested with myself.

My whole life has been devoted to a single purpose. In the accomplishment
of that purpose I have been compelled to fight powerful interests and com-
binations in this and other countries. We have now reached a point where a
battle to save these vast properties is imperative. I do not desire to fight this
battle single-handed. If you will read and digest this letter, together with the
facts and charges set forth in the enclosed pamphlet, you wiU understand that
my fight wiU be greatly strengthened by your cooperation. I am not asking for
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your financial assistance in waging this fight, as the necessary financing has
been contributed by a small group of bondholders, friendly to me, who have,
in their own way, investigated the deplorable mismanagement of this company
under Receivers Robinson and Jaffray and have urged me to take steps for their
lemoval Numerous other bondholders have also urged me to take this action.

I requested an up-to-date list of the Minnesota & Ontario Paper Co bond-
holders trom the secretary of the so-called "Bondholders Protective Commit-
tee", but to no avail I was, therefore, obliged to obtain a list from the
United States Treasury Department, which list numbering approximately
15,000 bondholders was compiled during 1931, and, therefore, not entnely
up-to-date In failing to furnish this list I believe the so-called " Bondholders
Protective Committee " desired to prevent my communicating with you I feel
certain that you will understand their failing to give me such a list after
reading this letter If you have disposed of your bonds, will you kindly pass
this letter and pamphlet on to the purchaser or the broker to whom you sold
with the request that it be submitted to the present owner

While our common enemy includes in addition to Receivers Robinson and
Jaffray, powerfully entrenched financial interests, the cold-blooded unscrupu-
lousness of which is only matched by their available resources, they are never-
theless vulnerable because of previous public disclosures, the ignominy of which
has been flung through the columns of the press to the four corners of the
world

The Minnesota & Ontario Paper Co represents in part the consummation of
a comprehensive plan by Backus-Brooks Co of some 25 years ago intended to
bring together under a single management the widely diversified operating
properties acquired and developed through my efforts covering nearly half a
century The executive management during all this period was vested in my-
self Hence, the statement already made that it represented my life's work
At the time of the Minnesota & Ontario Paper Co receivership the Great Lakes
Paper Co, Ltd, another major operating company owned by Backus-Brooks
Co, was in the process of being taken over by the Minnesota & Ontario Paper
Co, but the receivership prevented its consummation

All idea of personal gam was wholly foreign to my underlying purpose dur-
ing the upbuilding of these companies The properties acquired, figuratively
speaking, represented an empire The organization had been developed and
brought to the point of profitable operation The localities of such operation
had been strategically selected as a result of long years of experience The
requirements of future expansion had been thoughtfully anticipated. The
foundations of a great and prosperous business had been carefully prepared

When the crash ot 1929 swept the country, the newsprint industry was
keenly feeling the effects of overproduction However, there was neither hesi-
tation nor fear on my part The thought of any default on outstanding obliga-
tions never entered my mind, a fact perhaps best attested in that approxi-
mately $3,000,000 was expended during 1930 in expanding our properties in
the United States, Canada, and Europe

Looking back now, I can see where I made one mistake I placed my
reliance in banks and investment bankers At that time I had no more con-
ception of their inherent untrustworthmess than that possessed by the public
generally.

In the summer of 1930, business judgment suggested the advisability of
anticipating our requirements and making provision for our funded obligations
maturing in 1931 The subject was accordingly taken up with the investment
bankers, by whom I was assured these obligations would be cared for in due
course, but that it was then too early to consider the matter. Relying on this
promise, I returned to the duties of the active business management Later
in the fall several plans for refunding were considered Arrangements were
finally reached under which our commercial bankers and fiscal agents agreed
to provide the amounts necessary to retire all of our funded maturities and
other extraordinary requirements for 1931

Late in February 1931 I made an appointment with the bankers for a con-
ference in New York City, where the details of what had already been promised
could be carried out At that conference I was for the first time informed that
the bankers would not keep their pledge, and that a receivership was the only
solution To lessen the force of this blow, it was then agreed that I should
be made the sole receiver, thus preserving my managerial status and affording
me the opportunity of working out the company's affairs.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



STOCK EXCHANGE PBACTICES 7665

At this conference the bankers demanded that substantially all of the cash
working capital on hand, amounting to over $1,100,000, should be turned over
to them and applied on their unsecured and unmatured obligations This I
was obliged to agree to, but only after receiving assurance that $3,000,000
would be provided by issuing receiver's certificates to enable us to conduct
and operate the business Only $500,000 of this sum, however, was furnished.
Through this maneuver the banks were able to replace their unsecured notes
with receiver's certificates, which are a preferred claim and a lien prior to*
your bonds In the then conditions, with funded obligations maturing the
following week, I had no alternative but to accede to their proposals. Then
followed the original receivership with which you are already familiar

In the following 9 months, during which I was the operating receiver, I
accumulated a bank balance of over $2,000,000, including $500,000 borrowed on
receiver's certificates, after defraying all operating and maintenance expenses.
This $2,000,000 was turned over to Receivers Robinson and Jaffray upon their
appointment as receivers on November 30, 1931 Immediately a campaign
of extravagance, mismanagement, and waste began and continued until at one
time the cash balance was reduced to slightly over $600,000 With proper man-
agement the cash bank balance at this time should be at least $5,000,000, or
more than e ght times the present balance

Only a relatively short time following my appointment was required to demon-
strate that unseen and unknown forces were working against the interests of
the bondholders and myself The bankers, obviously, never intended that I
should remain as receiver. Their first and underlying selfish motive was to get
possession of the $1,100,000 of cash, and the second to remove me as receiver
immediately the opportunity was afforded These unseen and unknown forces
have now been brought into the open and the maneuvering and manipulation
resorted to is now apparent The matters thus stated proved to be the initial
steps of the conspiracy herein disclosed The successive steps m its develop-
ment will appear from what follows

As the first move, our bankers designated and selected the so-called " Bond-
holders Protective Committee." The subservience of this committee to the
interests to which its members owe their appointment has been and is apparent.
Two members and the secretary are employees of Halsey-Stuart & Co., invest-
ment bankers of Chicago, and of recent "Insull fame" One member each is
respectively an employee of the First National Bank of Chicago; Brown Bros. &
Harriman, of New York; Bond & Goodwin, investment bankers, of Boston;
Wood Gundy & Co , investment bankers, of Toronto. One member was formerly
with Minnesota Loan & Tiust Co, of Minneapolis, and one member is of affilia-
tion unknown to me These men are securities salesmen. They have had no*
experience or training as industrial operators; their advice in such matters-
is of no value in the administration of our vast properties

It was these bankers and this committee, who so soon demanded my resigna-
tion, and insisted upon the appointment of Receiver Robinson The latter's-
incompetency and inexperience in the management of our estate in which the
so-called "Protective Committee" has acquiesced, is nothing less than a
stupendous tragedy

Receiver Robinson is reputed to be a man of large inherited wealth, yet, I
am told, his entire business life has been spent as an employee of others.
Receiver Jaffray is at the head of a banking organization the past transac-
tions of which are now being investigated by the securities commission of the
State of Minnesota.

I put to you the plain question: What protection can we expect for our
interests through the office of a committee and receivership thus comprised ?

I have no personal animosity toward any of the individuals comprising this
committee or Receivers Robinson and Jaffray, but I do know from my associa-
tion with these receivers, that they and the committee are utterly incompetent
to manage the Minnesota & Ontario Paper Co. and its numerous subsidiaries.

How (an we expect these receivers and this so-called "Protective Committee"
to successfully manage and rehabilitate our vast properties? Well * * *
as a matter of fact, they are not managing * * * they are destroying;
Our estate will soon be of comparatively little value if we allow the present
receivers to continue If you have read the many disclosures of protective
committees in general, I know you will have satisfied yourself that under their
misguided directions the bondholders and stockholders always lose.
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It is apparent that the real objective of the bankers from the outset was
to eliminate and destroy me as quickly as possible, the plan being to discredit
me in the eyes of the bondholders and creditors; and thereby clear the way
to carry out their diabolical scheme at the proper time

The first move was in the pretended interest of assumed harmony. They
prevailed upon me to retire voluntarily as a receiver, and to consent to the
appointment of Messrs. Robinson and Jaffray I would never have consented
to this radical and unbusinesslike change but for the assurance that I should
be maintained and continued by the newly designated receivers in an advisory
capacity to safeguard the estate against mismanagement and loss

The disillusionment in tins letter regard was not long postponed Receiver
Robinson immediately assumed dictatorial control, he ignorantly attempted a
leorganization of all the departments of the business without any knowledge of
the ability or capacity of the old department heads, disregarded all my advice
and suggestions on important matters of business policy, and in general in-
augurated the unprecedented policy of extravagance and waste which has
characterized his operations throughout While creating his personal organ-
ization, Receiver Robinson gave general instructions that none of his newly
constituted department heads were to confer or advise with me on any matter
of business This was naturally taken by such employees to mean that if they
did consult with me they would be discharged I know you will agree with me
•when I say that any organization constructed on the above lines and without
a real leader always lesults in heavy losses and inevitably spells ruin

In the paper, lumber, and timber industry losses largely occur in the timber
and logging departments where steady waste is usually prevalent when skillful
management is lacking Neither Receiver Robinson, or Jaffray, or any of their
present advisors or staff, are capable of managing these departments and these
steady losses are mounting day by day. To meet these operating losses and
replenish the treasury, our quick assets are being sacrificed at whatever price
they will bring

I do not wish to unduly extend this letter I feel, however, that certain
outstanding facts may interest you.

The receiver's last official report, dated September 30, 1933, discloses the
fact that current assets during the receivership period have shrunk $4,677,-
586 01 Receiver Robinson has liquidated the cream so to speak, of our quick
assets In the remainder of the current assets will be found a very broken
lumber assortment, slow accounts receivable, and other slow items.

A few of the items of waste, extravagance, and mismanagement are as
follows (1) Amounts paid for receivers' fees, attorney's fees, and expenses
during the receivership period, $700,000; (2) unnecessary compromising of
accounts receivable which could have been collected in full, $570,000, and
(3) unjustifiable cash expenditure in National Pole & Treating Oo. refinanc-
ing, $525,000

The above items total $1,795,000, all of which was unnecessarily and unwisely
expended Taking these current items together with the other items set forth
in detail in the pamphlet herewith enclosed brings the total loss up to over
$12,000,000 during the administration of Receiver Robinson I vigorously
protested the confirmation of the principal items making up this loss. The
items protested are as follows: (1) Concessions made to Great Lakes Paper
Co, Ltd, now in receivership, (2) compromising of accounts receivable; (3)
sale of Memphis Commercial Appeal property; and (4) sale of Minnesota
Porest Products property

In the two last-mentioned protests, appeals have been taken to the circuit
court of appeals from the order of the district judge confirming sale, because
I feel that if the court had any knowledge of the real value of the properties
sold it would not have permitted them to be sacrificed as they were

Mr Robinson has stated to the court several times in my presence that his
recommendations have been referred to and approved by the so-called " bond-
holders' protective committee." My watchfulness over the interests of our
bondholders exasperated Receiver Robinson and those conspiring with him and
finally climaxed in a suit brought by the receivers against myself to recover
$7,000,000 claimed to have been abstracted by me from the business for my
own personal ends A baser and more groundless charge was never preferred
against any man

In the receiver's report of October 31, this $7,000,000 suit against me was
conspicuously referred to. The so-called "protective committee" emphasized
the incident in its letter dated November 17, 1933, to the bondholders, and as IDigitized for FRASER 
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understand to all our creditors and the financial world in general This was
intended as the finishing touch to my absolute elimination and destruction.
Their sole purpose was to make certain that I would be completely discredited
and my continued opposition eliminated.

The pamphlet enclosed herewith contains my answer to that suit and dis-
closes the facts, viz, that the receivers have no claim against myself, but on
the contrary that I have substantial claims against the company, which I had
intended to satisfy by accepting additional stock I have answeied these false
charges in a suit which I have instituted against the receivers individually
for $2,000,000 damages for libel, and have challenged them to prove their untrue
charges before an independent tribunal

The final step m their conspiracy was my complete discharge from any con>
nection with the affairs or business of either the Minnesota & Ontario Paper
Co. or its subsidiaries, by reason of which they expected me to abandon all hoper
of realizing any recovery from my equity m this company, which has been my
life work I have publicly made all these charges in proceedings befoie the
court to remove the present receivers for mcompetency and waste of the assets
of the leceivership estate

By the time you have reached this point you will doubtless be asking your-
self the question, Why things are as they are9 The answer may be expressed
in three words, " too many bankers "

The Minnesota & Ontario Paper Co attained its position as one of the largest
organizations of its kind in the United States and Canada in the face of severe
competition of powerful money interests behind competing industries These
competing organizations, owing to prevailing conditions, are heavily indebted,
their obligations are held by certain of the banks to which' we are to some
extent indebted, these banks aie looking exclusively to their own, not our
interests If they can destroy us, they are improving the condition of the
heavier debtor, if they can destroy us, they will lessen competition; if they
can foice us to liquidate our affairs in such a way that the competitor may
acquire our property at a small fraction of its fair and actual worth, they will
have accomplished their end even though your interests and mine are ruthlessly
sacrificed m the process.

This is precisely what is going on today In the hands of your protective
committee and the present receivers you are the victims for the sacrifice Are
you going to stand by and be led to the slaughter ?

The final steps in the tragedy are near completion Do not be surpused if
shortly after the receipt of this letter there is presented foi your consideration
a plan of reorganization However, their plan may not be presented after these
disclosures

This communication may be given relatively wide publicity You will doubt-
less receive from your so-called " protective committee " extended communica-
tions showing their solicitude for your welfare Incidentally, these communi-
cations may center their attacks on myself You will be told that the present
receivers are men of eminence and standing, with experience in large affairs
And, finally, that the whole administration of your interests has been under the
jurisdiction of the court. As to the experience of the receivers, however broadly
it may be postulated or exaggerated, there is one inescapable fact, viz That
neither of them is possessed of any experience calculated to qualify him for
the handling and administration of the business and properties in which both
you and I are interested As to the court, it need only be said that the ordi-
nary judge is lamentably inexperienced in practical business affairs

I only ask you, if such communications are received, to bear a few salient
facts in mmd I built the Backus-Brooks Co. organization, which owns over 90
percent of Minnesota & Ontario Co's stock, from the point where its. capital
investment was $3,000 to one where that investment was over $100,000,000 In
this fight to protect my interests I am protecting yours I believe I know far
better the needs and necessities of the situation than any syndicate of eastern
bankers or Receiver Robinson, their emissary I will welcome and extend my
full cooperation to any management which is conscientiouslv working to salvage
and reorganize our vast interests and which is not subject to banking domi-
nation

If you agree with me in the policy thus outlined, your first step should be to
withdraw your securities from the hands of the present committee; revoke its
authority to act in your behalf, and stand firm in the independent exercise of
your own rights I myself will assume the burden of the fight to protect your
interests as well as my own, and without cost to you
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One further feature exists from which you may draw your own conclusions.
There is every reason to believe that the banking interests, parties to the
conspiracy above outlined, have been systematically buying up our bonds at
sacrifice prices during the pendency of the receivership Recently, one of
these investment banking concerns, and one, whose employee is a member of
your protective committee, has bought several hundred thousand dollars of
the bonds of the same issue which you hold, for approximately 10 cents on the
dollar.

What can be expected when those in whom you are reposing your confidence,
on whom you are relying for the protection and conservation of your mteiests
are carrying on a campaign of sniping, preying upon the misfortunes of those
of your number who may be financially distiessed? What reliance may be
placed in a so-called "protective committee" designated by those who are
working in their own interests, in total disregard of yours and mine?

In conclusion, I know you will forgive my briefly displaying a sentimental
"view in connection with this enterprise In the 1890's when conducting my
logging operations in northern Minnesota, I was 200 miles from the Canadian
boundary at the point on Ramy River where International Falls, Minn, and
Fort Frances, Ontario, aie now situated There were no roads It was mid-
winter and a blanket of snow 3 feet deep made travel difficult Accompanied
by my head timber cruiser we covered the distance on foot and finally ar-
rived at the Hudson Bay tiadmg post one beautiful moonlight night after
midnight with the thermometer at 40 below zero. I viewed the wonderful
waterfalls there and decided to do some constructive pioneering. The out-
come was the building of 200 miles of railroad, now the Minnesota & Inter-
national Railway Co , the development of the water power and paper mills
on both sides of the river, the building of saw mills, planing mills, Insulite
malls; 200 miles of additional railways, the purchase of timber holdings in
large amounts; and finally a total investment of $50,000,000 Why should
I not be sentimental and strive to rehabilitate this organization which has been
my life work and my pride?

And so, fellow bondholders, I ask you, in the same spirit created during this
past year, by our worthy leader, President Roosevelt, let us work together
and put to an end the destructive practices of the " money changers "

I invite your personal response to this letter and shall welcome all con-
structive suggestions you may care to make.

Very respectfully yours,
E W BAOKTTS,

President Backus-Brooks Co, and Mmnesota & Ontario Paper Co

BACKUS-BROOKS COMPANY—OFFICE OF THE PRESIDENT

To the Bondholde?s of Minnesota and Ontario Paper Company:
The properties of the Minnesota and Ontario Paper Company, whose bonds

you hold, is the prey of a so-called " Bondholders' Protective Committee," under
circumstances comparable to the plan so vividly portrayed in the article, " Other
People's Money," which appears on the opposite page

Every bondholder of the Minnesota and Ontario Paper Company should be
informed that the Court, in its order appointing the original receivers, specifi-
cally found the company to be in a solvent condition

The purpose ot the receivership, therefore, must have been rehabilitation and
not the liquidation of its affairs But what does the record show9 When you
have read my personal statement and this pamphlet disclosing the colossal
wastages committed, you will be convinced that the policies of the present
receivers are destined to destroy and not to rebuild

I understand that Eastern Bankers and the Receivers, in the case of the
Minnesota and Ontario Paper Company, are evolving a scheme to seize the prop-
erties of our company for a mere fraction of their value If this happens, both
you and I will be the victim® Heartless Financial Giants in the form of East-
ern Bankers and their allied Newsprint competitive company have marked us
as they prey in this colossal tragedy. To accomplish their purpose, more easily
and surely, they have determined that my business life and reputation be
sacrificed on the altar of the " Money-Changers "

I accept their challenge and will fight to the finish, but I need your help
Herein is set foith the history of legal proceedings that have been instituted

by me to block this ruthless plan I most earnestly urge that you read it care-
fully throughout to get the facts When you know the truth of the impending
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vicious scheme, I feel confident you will heartily co-operate with me in this fight
to protect my equity and save your investment By working together we
can win.

Please write immediately that you are with me.
Respectfully yours,

(Signed) E W BACKUS,
President Backus-Brooks Company and

Minnesota and Ontario Paper Company.
JANUARY 5, 1934
BAKER BUILDING, MINNEAPOLIS, MINN.

The Legal Proceedings herein set forth are as follows:
I. Petition asking for Removal of Receivers Robinson and Jaffray, for ineflft-

ciency, incompetency and maladministration
II Answer of E W Backus and other defendants, to the suit brought by

Receivers, which answer sets forth that the action is based solely on desire to
destroy business reputation of Mr. Backus

III Complaint m suit brought by Mr E W Backus against R. H M. Rob-
inson and C. T Jaffray asking $2,000,000 damages for Libel

I. PETITION ASKING FOR REMOVAL OP RECEIVERS ROBINSON AND JAFFBAY, FOB
INEFFICIENCY, INCOMPETENCY AND MALADMINISTRATION

IN THE DISTRICT COURT FOR THE UNITED STATES IN AND FOR THE DISTRICT OF
MINNESOTA FOURTH DIVISION

(Equity No. 1950)

Wirt Wilson & Company, a Corporation, Complainant,
v.

Minnesota and Ontario Paper Company, a Corporation, Defendant

Petition for removal of receivers

To the Honoraole Judges of the United States District Court m and for the
Fourth Division of the District of Minnesota'
The petitioners, Minnesota and Ontario Paper Company and Backus Brooks

Company, bring this their petition against R H M. Robinson and C T. Jaffray,
receivers in this cause, and pray an appropriate order of the court removing
such receivers and appointing a successor receiver or receivers for the admin-
istration of the properties involved in this proceeding, and thereupon allege and
state to the court as follows

1. That your petitioner, Minnesota and Ontario Paper Company, is the de-
fendant in the above entitled cause and owner of the various properties involved
in the pending receivership administration; that your petitioner, the Backus
Brooks Company, has, at all times since the inception of the receivership, been
the owner and holder, and still is the owner and holder, of approximately ninety
(90) per cent of the total outstanding shares of capital stock of the said Minne-
sota and Ontario Paper Company; that your petitioners are the owners and
holders of outstanding first mortgage bonds of said Minnesota and Ontario
Paper Company, secured by that certain mortgage or deed of trust executed by
the last named company to The Minnesota Loan and Trust Company as trustee
under date of April 1, 1925.

2 That under the order of the court made and entered in this cause on or
about the 30th day of November, 1931, the aforesaid R H M Robinson and
C T Jaffray were designated as receivers of the properties and affairs of
the said Minnesota and Ontario Paper Company, and on or about the same
date said last named parties qualified as such receivers and have ever since
continued as such receivers in the handling and administration of the estate
herein, that by the order of appointment, such receivers were authorized to
carry on and conduct the business which the said Minnesota and Ontario Paper
Company was conducting and carrying on at the date of the receivership
herein and since their appointment as such receivers, they have at all times
been engaged and still are engaged in the ostensible carrying on and conducting
of such business.
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3. That in the administration of such receivership estate and the carrying
on and conduct of the husmess aforesaid by the last named receivers, such
receivers have been guilty of various and sundry acts of misfeabance, non-
feasance, and negligence, owing to inexperience, inefficiency, lack of knowledge
of the practical requirements of the business committed to their administra-
tion, misconduct and lack of business judgment, as a result whereof, the
creditors interested in said estate as well as the owners of the equity therein,
have heretofore sustained gieat and irreparable loss and damage for which
they are without adequate or any redress and which, if continued, will result
in the sacrifice and dissipation of the receivership estate.

4. That in the inception of the administration of the receivers heiem men-
tioned, the estate and property of said Minnesota and Ontario Paper Company
(including that of its subsidiaries), at a fair and reasonable valuation, was
largely in excess of the amount of its outstanding debts and obligations, funded
as well as current, and such Minnesota and Ontario) Paper Company and its
stockholders were possessed of a large and valuable equity in such properties
and estate That due and owing to the utter incapacity and mcompetency of
the receivers herein mentioned, such vajue has been largely dissipated and
sacrificed; the business of the Minnesota and Ontario Paper Company has been
demoralized and the standing and prestige of the last named company in the
commercial world, has been largely sacrificed and ruined

5. That up to the date of the receivership herein, the business of the Minne-
sota and Ontario Paper Company had been profitably conducted and no default
at any time made m meeting both the principal and interest of its obligations
as they respectively matured; that its business had been constantly expand-
ing and the scope of its various industries enlarged in the United States, Can-
ada, and Europe; that during the year preceding the receivership, its capital
expenditures, in the expansion of the field of its operations, amounted to
approximately $3,000,00000, and that as a result of sound progressive business
policy, it had achieved recognition and standing as one of the leading industries
of its character on the American continent

6 That, during the administration of said estate under receivers Robinson
and Jaffray, nothing of a constructive nature whatsoever has been accomplished
by said leceivers on behalf of said estate; that, on the contrary, the adminis-
tration of this estate is a glaring example of mismanagement of the affairs
of an industry perhaps never equaled in the industrial history of this nation;
that, under the administration of the receivers herein mentioned, there has
been committed a colossal wastage and loss of the assets of said estate, all
of which were avoidable and could have, and would have, been saved under
competent management; that properties have been ruthlessly sacrificed to pro-
vide funds to defray the expenses of extravagant administration wholly re-
gardless of the ultimate effect of such procedure upon the estate in its
entirety; that illy advised policies and inexperienced management have been
responsible for heavy and wholly unnecessary losses in business volume, that
the interest of all parties concerned m such estate are seriously 3eopardized,
and particularly the interest of thousands of small investors who are holders
of bonds of said Minnsota and Ontario Paper Company, and which bond-
holders and other creditors have suffered, and will continue to suffer, from
such misguided methods and policies; that the bondholders have been lulled
into a sense of false security and led to assume that their interests are being
adequately protected by the so-called Bondholders Protective Committee; that
said committee has utterly failed to exercise the proper initiative or atten-
tion to the affairs of said estate, and apparently has carelessly and negligently
relied upon and accepted without question the gross mismanagement of the
affairs of said estate by said receivers, Robinson and Jaffray

7. That under the unwise and wasteful administration of receivers, Robinson
and Jaffray, the monies and properties of this estate were and are being reck-
lessly dissipated, resulting in the stupendous aggregate loss to date of
approximately

TWiELVE MILLION TWELVE THOUSAND FIVE HUNDRED SEVENTY AND 9 6 / 1 0 0 DOLLARS
($12,012,570 96) —

all of which has jeopardized and gravely impaired the interests and security
of thousands of bondholders, creditors, and owners of said estate. That said
unwarranted losses and expenditures are made up of the following major
items, to wit:Digitized for FRASER 
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(a) Cash paid for receivers' and attorneys' fees since the incep-
tion of the receivership, approximately $700,000.00

(&) Cash loss by reason of unjustified compromise settlement
of sundry accounts receivable due Minnesota and Ontario
Paper Company, and subsidiaries 445,000.00

(c) Cash loss by reason of compromise settlement of account
owed by International Paper Company (a company oper-
ating in competition with the Minnesota and Ontario
Paper Company) in principal amount of $175,00000, and
which was settled for $50,000 00, a net loss, of 525,000 00

(d) Cash loss as a result of National Pole and Treating Com-
pany (a Minnesota and Ontario Paper Company sub-
sidiary) gold note refunding plan, including $100,00000
broker's commissions 525,000 00

(From the above—total cash losses-—$1,795,00000.)
(e) Operation loss due to mismanagement and ill-conceived oper-

ating policies and excessive overhead expenditures 1,095,000.00
(f) Investment loss on sale of Memphis Commercial Appeal (a

daily newspaper constituting part of the assets of said
Minnesota and Ontano Paper Company) as appears by
Receivers' Report dated September 30, 1933 1,718,570.96

(g) Loss due to inefficient supervision and management of log-
ging operations of International Lumber Company (a Min-
nesota and Ontario Paper Company subsidiary), together
with losses sustained by reason of sale of lumber at bai-
gam prices and losses occasioned by the wholly unwar-
ranted and astounding voluntary destruction by fire of a
vast store of pulpwood and the intentional burning down
of necessary camp buildings 1,559,000.00

(K) Losses estimated if contracts are fully performed as entered
into by Minnesota Forest Products Company (a Minnesota
and Ontario Paper Company) with Northwest Paper Com-
pany (a competitive Weyerhauser Company) for the ex-
change of timber between the above companies, and for the
sale of timber located in Cook County, Minnesota, to
Consolidated Water Power and Paper Company, and for
sale to the United States Forestry Department, and losses
sustained from cancellation without payment of account of
$90,000 00 owing by Northwest Paper Company to Minne-
sota Forest Products Company, and loss resulting from Re-
ceiver's failure to cut timber on Isle Royale which timber
was deteriorating because of insect infection, a gross total
loss of 1,480,000.00

<£) Loss to National Pole and Treating Company (a Minnesota
and Ontario Paper Company subsidiary) due to unsound
and wholly unwarranted refinancing; operating loss during
present receivership, and cut in inventory 1,675,000.00

</) Unnecessary and unjustifiable capital expenditure in paper
mills and subsidiary properties, including loss in manu-
facturing operations of paper specialties and including
loss in burning sawmill materials 750,000.00

<fc) Losses estimated incurred through receivers' joining a com-
bination in Restraint of Trade, restricting newsprint paper
output, which has resulted^in a huge loss in sales of news-
print paper, which combination at the time was in contra-
vention to Federal law and opposed to the best interests
of the estate and bondholders 1,250,000.00

(J) Lapsing of timber permits held by International Lumber
Company (a Minnesota and Ontario Paper Company sub-
sidiary) without cutting timber theieon before expiration
of permits, and sacrifice sales of timber 95,000 00

(m) Loss to estate on account of surrender of newsprint tonnage
to Great Lakes Paper Co and of commissions 595,000.00

Total 12,012,570.96
8. That, at the time of receivership, there was cash on hand in excess of

One Million Dollars ($1,000,000.00), which amount was credited by bank cred-
itors on notes payable held by them on the understanding that a working fund
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of Three Million Dollars ($3,000,00000) would be made available by them on
receivers' certificates and that the former management should act as receiver;
that as a result of said bankers' acts at the inception of this receivership, there
was no cash whatsoever on hand with said estate, that at the inception of this
receivership, E W. Backus was named as one of the three receivers serving
as such for a period of nine (9) months; that, because of lack of co-operation
on the part of big Eastern banking creditors m particular, the said E W.
Backus voluntarily resigned as such receiver on the 30th day of November,
1931; that during said nme months' period, the said E W Backus was acting
as such co-ieceiver, the affairs of said estate were largely under his control
and subject to his direct management, and, during such time, there was ac-
cumulated a cash working fund for said estate, by reason of the efficient man-
agement of its affairs, in the sum of ovei Two Million Dollars ($2,000,000 00)
in cash including Five Hundred Thousand Dollars ($500,00000) through re-
ceivers' certificates, that since December 1, 1931, and during the administra-
tion of said receivership by Robinson and Jaffray, the present receivers, said
Two Million Dollars ($2,000,00000) cash working fund was reduced and dis-
sipated by mismanagement and waste by said present receivers to an amount
of approximately One Million Dollars ($1,000,000 00)

9 That neither of such receivers at the date of their appointment as such, as
aforesaid, had any practical knowledge or experience in or respecting any of
the various lines of business in which the said Minnesota and Ontario Paper
Company was engaged; that neither thereof had any familiarity with the in-
tricate and widely diversified details of such business nor any knowledge or
acquaintance with the local conditions affecting such business in the various
localities where such business was being conducted and carried on; that neither
of such receivers had any acquaintance with the personnel of the complicated
operating organization nor as to the capacity and qualifications of the mem-
bers of such organization, that shortly following the date of their appointment,
solely with the objective of creating an administrative organization beholden
and committed to themselves, said receivers substituted for the previously
existing experienced administrative organization, one, newly created by them-
selves, with the result that the affairs and business of the Minnesota and
Ontario Paper Company was largely disorganized and demoralized in that per-
sons were appointed to managerial positions who were utterly lacking in ca-
pacity or experience for their new responsibilities, the business now being
largely committed to untrained and incapable individuals That as a result
of the matters in this subdivision stated, the operations of such business have
sustained losses aggregating, as petitioner is informed and believes, a sum
approximately as hereinbefore set forth

10. That during the administration of such receivers, the current cash assets
of the receivership estate have been reduced from approximately Thirteen
Million Two Hundred Forty Thousand Five Hundred Fifty-six and 88/100 Dol-
lars ($13,240,55688) to Eight Million Five Hundred Sixty-two Thousand Nine
Hundred Seventy and 87/100 Dollars ($8,562,970 87), due to the mcompetency
of such receivers, without any commensurate return to the receivership estate.

11 That said Minnesota and Ontario Paper Company has, at all times,
expended the major portion of its monies in the Dominion of Canada; that
shortly after Great Britain went off the gold standard, your petitioner, E W.
Backus, urged upon receiver Jaffray the advisability and necessity of trans-
ferring funds of said company on deposit in banks of the United States into
Canadian Exchange; that said receiver Jaffray wholly disregarded said urgent
advice, thereby forfeiting an opportunity to gam a sum of money for said
corporation on the favorable resultant rate of exchange in excess of Two Hun-
dred Twenty Thousand Dollars ($220,00000).

12 That your petitioners allege that receiver Robinson was, and is wholly
unqualified by reason of lack of training and experience to administer the com-
plicated affairs and business of this estate; that said Robinson was recom-
mended for said receivership by certain large Eastern banking interests; that
such Eastern banking interests represented that Robinson's alleged broad and
varied experience j'ustified his appointment as receiver and the payment to
him of an annual salary of Seventy-two Thousand Dollars ($72,000 00) , that
such Eastern banking interests misled the bondholders, the various protective
committees, and the court who made such appointment and approved such
salary, through creating the impression that receiver Robinson was a man
with an exceptional record of administrative ability in management of vast
industries, and that he was ideally qualified to act for the estate; that, as a
matter of fact, receiver Robinson had no actual experience in receivershjps orDigitized for FRASER 
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otherwise, that would qualify him for management of this or any similar
enterprise, and that such representations were false in that he had at no time
received a salary equal to that allowed him from this estate, that the loss of
over Twelve Million Dollars ($12,000,000 00) as hereinbefore set forth sustained
under his administration and policies, demonstrates beyond peradventure his
total and abject unfitness to administer the affairs of this estate, that the
removal of said receivers Robinson and Jaffray is imperative and absolutely
essential if the holding of many thousands of bondholders and the interests of
creditors are to be preserved, that receiver Robinson has not devoted a fair
share of his time in the interest of said estate and has taken two wholly
unnecessary trips to Europe paid for by the estate and bondholdeis thereof

That your petitioners, upon information and belief, allege that receiver Rob-
inson, conspiring with Eastern bankers and with Eastern competitive paper
mill interests, has recently devoted the major portion of his time to a plan of
reorganization which your petitioners believe is designed to deliver to saidt
competitive interests, the vast properties of this estate on a basis so completely
disproportionate to their actual present market value as will shock public con-
science and constitute the most brazen of many unsavory banking transactions
witnessed in the past decade; that receiver Jaffray has devoted practically none
of his time to affairs of said estate, but has submitted to the will of receiver
Robinson apparently without question, that until January 1, 1933, receiver
Jaffray was allowed a salary on the basis of Thirty Thousand Dollars
($30,00000) per annum, which, together with receiver Robinson's salary to
said date of Seventy-two Thousand Dollars ($72,00000) per annum, made a
total aggregate of One Hundred Two Thousand Dollars ($102,00000) per
annum salary to said receivers.

That said receivers approved and recommended payment of local attorneys'
fees up to January 1, 1933, on a basis of Fifty-four Thousand Dollars ($54,-
00000) per annum, and approved and recommended the aggregate sum of
Seven Hundred Thousand Dollars ($700,000 00) actually paid for receivers*
and attorneys' fees and traveling expenses since the inception of receivership,
all of which constitute a gross violation of the trust imposed upon them

13 That such receivers have demonstrated, by reason of the matters herein
stated, their utter disqualification for the responsibility and management of
said estate and, unless removed, will continue to mulct said estate in excessive
costs and expenditures, in unnecessary sacrifice and loss of capital assets and in
wholly unjustifiable and inexcusable losses to the receivership estate in the
active administration of its affairs

WHEREFORE, and by reason of the matters in this petition stated, peti-
tioners pray that such receivers be cited and required to be and appear before
the court at a time and place designated and then and there make answer to
the matters alleged in this petition and then and there show cause why their
authority as such receivers should not be revoked and why they should not be
removed from the office of such receivers and successor or successors appointed
to such office.

Petitioners further pray that an appropriate order of reference may be made
herein, for the hearing and determination of the matters herein alleged and
particularly for a full and complete accounting of the administration of such
receivership and disclosure on the part of such receivers of the matters in
their petition referred to and for such other and further relief as to the court
shall appear just and equitable and consistent with the matters alleged herein

This petition will be based on the allegations hereinbefore set forth, and the
affidavits hereto attached and hereby made a part hereof as though set out
herein in full

(Signed) DAVIS & MICHEL,
Attorneys for Petitioners,
419 Metropolitan Bank Bldg,

Minneapolis, Minnesota*
Dated this 8th day of January, 1934

MORTIMER H BOUTELLE,
1500 Rand Tower

and
JOHN H HOUGEN

and
JOHN C HOLTEN,

1300 Rand Tower,
Minneapolis, Minnesota,

of Counsel
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AFFIDAVIT OF E W BACKUS, PRESIDENT OF MINNESOTA AND ONTARIO PAPER COM-
PANY, IN SUPPORT OF ABOVE PETITION

STATE OF MINNESOTA,
COUNTY OF HENNEPIN—as.

EDWARD W. BACKUS, being fiist duly sworn, deposes and says that he
is now and has been at all times since their organization, the president and
executive manager of the Minnesota and Ontario Paper Company kneT the
Backus-Brooks Company, respectively, petitioners in the foregoing and attached
petition, that the Minnesota and Ontario Paper Company was the outgrowth
of a general plan conceived twenty-five years ago for the consolidating of the
widely divensfied enterpuses which were organized and developed in the United
States and Canada, by the Backus-Brooks Company, which company was the
owner of the diverse industries then engaged in the manufacture of newsprint
and lumber commodities and also owned or controlled, in both the United States
and Canada, extensive power rights and properties, both developed and un-
developed, large timber interests, variously located power plants and sites,
railroads and other transportation facilities, that ownership of the major por-
tion of the various properties thus indicated finally vested in the Minnesota and
Ontario Paper Company, a subsidiary of the said Backus^Brooks Company in
the year 1908

That from the date last mentioned, the entire executive organization was at
all times under the exclusive management and direction of this affiant and sa
continued down to the date of the receivership m<the within entitled action
That at the date of the receivership herein, the various properties and interests
of the consolidated Backus-Brooks Company organization had been developed
and expanded until the same had, at the date of the receivership herein, a
book value of over One Hundred Million Dollars ($100,000,00000) which affiant
believes, in the light of his knowledge and experience with the properties in*
volved, represented conservatively a fair valuation under normal business con*
ditions

That the operations of such consolidated organization were, for the most
part, profitably conducted with the profits in the mam retained in the business
for the purpose of enlarging and expanding its various enterprises, developing
its diversified industries and otherwise contributing to establishing one of the
largest industries of its character on the North American continent

That at and previous to the naming of Receivers R H M Robinson and C T.
Jaffray, it was understood and agreed between affiant and such receivers that
affiant should be retained in the capacity of an adviser and consultant, making
available for such receivers the knowledge and experience of affiant in all the
branches and departments of the widely diversified business of the Minnesota
and Ontario Papei Company

That shortly following their qualifying as such receivers and the taking over
by them of the conduct and administration of such business, receiver R H M.
Robinson, who assumed active management and control, repudiated such under-
standing and agreement and declined to generally consult with affiant respect-
ing many matters regaidmg which the said Robinson had no knowledge or
experiece; that employees of the various branches of the business were, as
affiant is informed and believes, instructed that affiant should be kept m ignor-
ance of matters of vital importance on the penalty of losing their respective
positions, if such instructions were disregarded, and also were instructed not
to consult with or confer with affiant on matters pertaining to the business;
that in many matters of importance business policy, in which affiant was con-
sulted by either the said Robinson or his coreceiver or both, his advice was
ignored and disregarded and such receivers through mcompetency and inexperi-
ence adopted and followed out policies resulting in each instance to the dis-
advantage and serious loss of the receivership estate, many of which instances
are later herein referred to

That in addition to the matters last stated, receiver Robinson, shortly follow-
ing his appointment, adopted the policy of practically reorganizing the entire
executive and administrative departments of the business, and, as affiant is
informed and believes, on such plan as would ultimately exclude all partici-
pation on the pait of affiant in any capacity whatever in connection with the
operation of such business; that as a result of the policy last indicated, depart-
mental heads were created covering the various branches, most of whom were
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without the personal ability or experience tor assuming the important duties to
which they were severally assigned and lacking the guidance had previously

That the result of the policy last above described left the general control of
the affairs of all the various branches and departments of the business of the
Minnesota and Ontario Paper Company, and all of its subsidiaries, with the
receiver Robinson, with no practical knowledge or experience in anywise quali
tying him for the responsibilities of his position, that the administrative organic
zation was so demoralized and disorganized as to result in large losses being
sustained under the administration of receiver Robinson, as hereinafter referred
to and considered under the respective captions following, viz

( a ) NATIONAL POLE AND TBEATING COMPANY

That the first major matter befoie the present receivers was the maturing,
notes of the company indicated in the caption, aggregating $2,000,00000, the
said company being controlled by International Lumber Company, a subsidiary
of the Minnesota and Ontario Paper Company That said company had an
outstanding capitalization comprising 30,000 shares of preferred stock par value
$10000 per share, and 30,000 shares no par value common shares, with out-
standing $2,000,00000 of 5 year gold notes being substantially its entire obli-
gation ; that for the purpose of meeting the situation thus indicated, the receiv-
ers, acting upon the recommendation of Halsey Stuart & Company, investment
bankers of Chicago, evolved the plan that the capital of the company should be
modified so the only outstanding stock should be 60,000 shares of no par value
common, of which last named total, one-third should be donated to the note-
holders* (deposited with option to repurchase for $1,000,000 00) assenting to the
plan ot accepting secured bonds of the company in lieu of notes and extending
maturity of their outstanding obligation, that to carry out so much of the
plan as entailed the reduction of the outstanding capital stock, the Interna-
tional Lumber Company was required to purchase the outstanding minority
stock interests comprising approximately 10 per cent of the total, and purchased
such minority interests for an aggregate amount of approximately $305,000 00,
that the investment bankers, Halsey Stuart & Company, above mentioned,
received a commission for carrying through this improvident, ill-advised and
wholly unnecessary adjustment, in the amount of $100,000 00, that there was
voluntarily and unnecessarily dissipated and given away by the receivers in
this transaction, the following sums:

Puichase of minority stock (approximately) $305,000 00
Purchasing of notes from holders refusing to accept the plan 120, 000 00
Commissions paid investment banker Halsey Stuart & Co 100,000 00
Gratuitous surrender of one-third of the capital stock 1,000, 000 00

That before its consumption, the above plan was submitted to affiant and dis-
approved by him, and affiant proposed as a more practical solution that the
receivers seek a voluntary extension of the notes, failing in which, the affairs
of the company should be placed in the hands of a receiver pending the return
to normal commercial conditions, that during the operations by such receivers
of the affairs of the company indicated in the caption, owing to incompetent
management and administration, an operating loss was incurred, which together
with ill-advised and unnecessary cut in inventory made arbitiarily and without
leason, amounted in the aggregate to about $675,00000

That affiant verily believes there was no occasion or necessity for paying out
one dollar in cash on account of the matters indicated in this subdivision and
that the property of the company m the amount indicated could and should
have been preserved intact for the benefit of the receivership estate and the
parties interested therein.

(B) UNNECBSSABY CAPITAL AND OTHER EXPENDITUKES

That shortly following the date the affairs and business of the Minnesota and
Ontario Papr Company was taken over by the present receivers, receiver Rob-
inson, for no good reason, conceived the propriety of remodeling the Interna-
tional Falls Paper Mills to provide for the manufacture of a superior grade
of Kraft paper, as well as miscellaneous other papers; that in the then die-
moralized condition of the paper market, there was no plausible reason or
excuse for the receivers mcuriing any such expense in connection with the
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Administration, but, notwithstanding, the following capital expenditures were
made.
Remodeling expense (approximately) $200,000.00
Minnesota, Dakota & Western Railway Company, Bridges and

Branch Lines expenditure 75,000.00
Paid for Refuse Burner at saw mill and sundries at other mills 75,000 00

Total 350,000.00
That all of the expense above indicated was ill-advised, unnecessary and

improvident; that the operation of the Kraft mills resulted in an operating
loss during the receivership period of over $200,00000; that the refuse burner
was and is a destructive adjunct to a saw mill, resulting in the burning and
destruction of commercial material which, in normal times, had an aonual
yalue of over $200,00000, thus making the total loss from the improvident
policy in this subdivision mentioned of approximately $750,00000.

(O) DIVISION OF VOLUME! OP BUSINESS. WITH OOHPJOiTriVJd INDUSTRIES

That shortly following the date upon which active administration was
assumed by the receiver Robinson, with affiant's disapproval, said receiver
attended a meeting in New York and there agreed with competitive companies
upon a plan on behalf of the Minnesota and Ontario Paper Company, under
which all sales efforts would be withdrawn, in consideration of which there
should be allotted to the Minnesota and Ontario Paper Company 1,000 tons a
month or a maximum of 12,000 tons a year; that the said Robinson took upon
himself m this matter the handling of a situation wholly beyond his knowledge,
experience or capacity, in dealing with some of the shrewdest and most
plausible managers of the newsprint industry in the United States and Canada,
with the result that he was prevailed upon to make the disastrous concession
above indicated; that as a matter of fact at that time the said agreement was
a conspiracy in restraint of trade and contrary to the statutes of the United
States, and undoubtedly the court supervising the administration of this receiv-
ership estate was kept in ignorance of the said agreement, that as a result of
the same, the Minnesota and Ontario Paper Company committed itself to a
plan which resulted in a loss of approximately $1,250,00000, during the present
receivership, and which will result in further losses of substantially the same
magnitude so long as this policy is continued.

(D) INTERNATIONAL LUMBER COMPANY (MINNESOTA AND ONTARIO SUBSIDIARY)

Lumber Department —That shortly following the date the business was taken
over by the present receivers, a new sales policy was inaugurated m connec-
tion with the lumber branch of the business of accepting all offers for lumber
legardless of price with the underlying objective of moving the lumber; that
this policy resulted not only in making sales at prices substantially below the
market but also in breaking the stock assortment, which is poor practice in that
once the assortment is broken the buyer is in position to name his own price,
and further entails the necessity of remanufacturing material parts of the
stock, an extra cost in resorting, duplication of handling and icpiling, thus
in many instances doubling the cost, that from this ill-advised policy, there
resulted a loss of approximately $720,00000

Pulpwood Department—That under the management of the present receivers
during slow down operations in the paper mills, the stock of pulpwood ac-
cumulated in relatively large proportions, and the oldest of this wood was
gradually depreciating, that notwithstanding, with efficient management, it was
possible to mix the older wood with that which was newer and produce a grade
of paper satisfying the requirements of the market, receiver Robinson took
apparent alarm at isolated complaints respecting the grade of paper produced
by the mills and issued instructions that the old wood, comprising approxi-
mately 50,000 cords should be burned, which order was carried out with a loss
to the receivership estate of approximately $350,00000

Loggmg Department—That the instructions of receiver Robinson to the
operating staff, forbidding reporting to or consulting with affiant on penalty
of discharge for violation as above stated, were applied in the case of the
company's logging superintendent, an operative of twenty-two years of ex-
perience, capacity and high ability in the operating field and resulted in the
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discharge of such superintendent at about the middle of the logging operations
of the years 1932-1938; that a camp bookkeeper was appointed by receiver
Robinson as successor .to the logging superintendent, with serious and costly
consequences in various departments of the active operations, the same re-
sulting from wasting of timber, removal of branch railway lines before the
adjacent or tributary timber was cut, permitting timber permits to expire and
other details. That the loss from the ill-advised experiments referred to in this
subdivision is, as affiant is informed and believes, at least $489,00000 during
operations under present receivers. The losses total:
Lumber Department $720,000 00
Pulpwood burned 350,000.00
Excess operating costs, 1932-1938-1934 489,000.00

(B) COMPROMISE SETTLEMENTS OF ACCOUNTS RECEIVABLE

That during the management of the present receivers, a general policy has
been adopted of settling outstanding accounts receivable, regardless of con-
sequences to the receivership estate; that upon information and belief, affiant
states that the policy thus indicated has entailed a loss to the receivership
estate to date in the amount of over $570,000 00; that a flagrant illustration of
resorting to the policy thus indicated appears in the case of the account in
the amount of $175,000 00 owing by International Paper Company, one of the
largest competitive organizations of the Minnesota and Ontario Paper Com-
pany, and which obligation was settled for $50,00000 or a loss in the sum of
approximately $125,00000, wholly, as affiant is informed and believes, without
necessity or justification.

(F) MEMPHIS COMMERCIAL APPEAL

That the cash investment by the Minnesota and Ontario Paper Company in
the Memphis Commercial Appeal Newspaper amounted to over $2,595,000.00;
that the physical properties and going business of said newspaper was and is
fairly and reasonably worth $5,000,00000, the same being one of the biggest
and best known newsapers of the Southerly United States, as well as one of
the National Key papers; that the loss through such ill-advised sale by the
present Receivers exceeds (loss on investment account, as set out and admitted
in last Receivers* Report dated September 30, 1933) a loss of $1,718,570 96

(G) MINNESOTA FOREST PRODUCTS COMPANY

That the International Lumber Company (a subsidiary of the Minnesota and
Ontario Paper Company), owns all of the stock in the Minnesota Forest
Products Company; that the latter company has entered into a contract with
the Northwest Paper Company (a competitive company), The Consolidated
Water Power and Paper Company, and the United States Government for the
sale of timber located in Cook County, Minnesota, at a price that will not
realize more than one-fourth of the money invested therein, that Receivers
Robinson and Jaffray have urged and recommended such sale without regard
to value of said property, in which there was invested upwards of $1,500,000 00;
that the contemplated sale to the United States Government will be at a price
of approximately $172,405 00, comprising 34,481 acres, which acreage represents
approximately 60 per cent of the holdings by above captioned company in Cook
County, Minnesota, and on that basis of valuation the remaining 40 per cent
of scattered properties cannot be sold at such price as to realize a gross return
in excess of $400,00000; that as a result thereof a vast loss will result m the
sum of approximately $1,100,000 00, based on the actual worth of said proper-
ties; added losses due to failure to cut insect infested timber owned by said
company on Isle Royale amount to $300,00000; for a total loss to said com-
pany of $1,480,000 00, including settlement with Northwest Paper Company

(H) GREAT LAKES PAPER COMPANY, LTD

That Receivers Robinson and Jaffray involved the Minnesota and Ontario
Paper Company in a contract with the company named m the caption, and
through wrongful diversion of newsprint sales and commissions allowed there
resulted a loss, as affiant is informed and believes, of approximately $595,000 00.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



7 6 7 8 STOCK EXCHANGE PBACTICES

(I) PREMIUM ON CANADIAN FUNDS

That shortly following the date on which the present receivers assumed
management of the receivership, Canadian exchange declined very materially;
that a relatively large portion of the operating expense of the receivership was
then, and still is, in Canada, and at the time when Canadian exchange was at
a discount of 24% per cent, affiant urged the present receivers to transfer
$1,000,000.00 of the balance then carried by the receivers in banks of the United
States, to Canada; that Canadian exchange rose rapidly and within approxi-
mately two weeks from such date was at a discount of only 10 per cent; that
the advice and recommendation of affiant was disregarded, and the present
receivers sacrificed a profit of over $200,000 00, which could have been made for
the benefit of the estate.

That under the administration of the present receivers economies have been
totally disregarded; that in the year 1931 a readjustment of the various oper-
ating departments was carried into effect, which effected a saving in operating
expense of $480,000 00 per annum; that the policy was reversed by the present
receivers with the result that the personnel of the organization was unduly
increased to the point where the operating force was far in excess of actual
needs; that the said policy of extravagance has characterized the administra-
tion of the present receivers as a whole; and, that the same will be disclosed
from a fair and impartial audit, and examination of the books of the receivers,
conducted under the direction of the court by experienced auditors, other than
those employed by the present receivers

(Signed) EDWARD W. BACKUS.

Subscribed and sworn to before me this 5th day of January, 1934.
HARRIET M. RENSHAW,

Notary Public, Hennepin County, Minn.
My Commission Expires March 31,1936.
[NOTARIAL SEAL]

AFFIDAVIT OF LOUIS HARMON, FORMER SUPERINTENDENT OF TIMBER AND LOGGING
OPERATIONS OF MINNESOTA AND ONTARIO PAPER COMPANY

STATE OF MINNESOTA,
County of Ramsey,

Louis Haimon, being first duly sworn on oath, deposes and says
That he is a resident ot the State of Minnesota and that he is now engaged

as superintendent and in the employ ot the United States Government, having
under his direction and supervision two Civilian Conservation Corps camps
and two N R A concentiation camps, that affiant has been engaged in the
general timber and logging business for the past thirty-six years, chiefly in the
State of Minnesota, that his expenence in such logging and timber business
has consisted of cruising, river driving, laying out of logging camps and logging
railroads, and general supeivision of logging operations, that at the age of
nineteen affiant became a logging foieman, supervising the erection of camps
and in general managing all logging operations, that affiant has at various
times in Minnesota served as superintendent in charge of general logging
operations, having under his direction, control, and management from four to
twenty logging camps, with a force and ciew of men ranging from five hundred
to two thousand, that during his thirty-six years of experience in the general
logging and timber business affiant has worked for the following firms: I
Stevenson Company for a period of sixteen years, seven of which years he
served as general superintendent of all logging and timber opeiations, as camp
foreman for the H C Akley Company, and as district manager and as general
timber superintendent for the International Lumber Company for a period of
eleven years, commencing with the year 1922 and ending in the early part oi
January, 19|33, that affiant continued to serve as general manager and super-
visor of logging and timber operations of the said International Lumber Com-
pany from the time the Minnesota and Ontario Paper Company went into
receivership up until September, 193J, and that from September, 1932, until
the toiepart of January, 1933, affiant served as district superintendent under
the receivership of the said Minnesota and Ontano Paper Company
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That from September, 1932, to the torepart of January, 1933, while serving as
such district manager ulndeir the receivership of the Minnesota and Ontario Paper
Company, affiant opened up six camps into complete and full operation and had
under his supervision and dnection during such period approximately nine hun-
dred men, that during such period and under the direction of said receivers he
constructed and repaned skeleton logging railroads to serve each of the said six
camps, said roads being constructed in the timbei lands adjacent to said camps ;
under affiant's said supervision and direction operations were placed into full
swing at all camps, affiant caused all landings and necessary skidways to be
prepared at vanous points along the spurs and the main railioad tracks, that
such work and operations continued under affiant's supervision and dnection
until on or about November 1, 1932, that said logging operations were carried
forth under orders of the receiveis of the said Minnesota and Ontario Paper
Company, and which orders called for the cutting and landing of approximately
60,000 cords of pulpwood and 10,000,000 feet of saw log timber, that all camps
coming under affiant's supervrsron and drrection were fully equipped to cut, land,
and load on to cars the amount of pulpwood and saw log timber above specified,
at a minimum ot cost such equipment of material, men, and horses being ade-
quate to handle said complete operations on all timber on lands adjacent to the
various camps, as well as such additional timbers as might be puichased from
other owners m the adjacent suirounding territones of each camp

That on or about the first of November, 1933, and after the major portion of
the pulpwood and the saw log timber had been cut and swamped out, affiant
received orders to cease operations and to disband all six camps Upon receiv-
ing such orders, affiant protested that a disbandonment of operations at that
juncture would incur to the company serious and rrreparable loss and that
said timber and pulpwood should immediately be moved to the tracks for
loading on cars in order to avoid the heavv snows and the necessary additional
cost to be encountered under more adverse weather conditions; that, notwith-
standing said protest affiant was ordered to cease operations and drsband all
six of the said logging camps, and was informed that such order was necessary
for the reason that the receivers of the said Minnesota and Ontarro Paper Com-
pany were without requisite funds to complete said logging operations

That in the forepart of January, 1933, and after said fallen timber had been
heavily covered with snow, the receivers of the said Minnesota and Ontario
Paper Company ordered the resumption of the logging operations of five of the
said six camps

That affiant was m charge of said operations at the time that said order was
issued and personally supervised the reorganization of said five camps; that the
resumption of logging and timber operations, after a suspension of two months,
caused serious and irreparable loss to said receivership by reason of the
extraordinary trme requrred to perfect such reorganization and by reason of the
further fact that the removal of said fallen timber was made a far greater
expensive operation than had such timber been removed in November and
December and prior to the reorganization of sard camps

That, at intervals during the first eight mionths of the year 1932, affiant had
been warned by his superiors and other employees of the Minnesota and
Ontario Paper Company not to communicate with E W Backus, the President
of the said Minnesota and Ontario Paper Company, on any matters pertaining
to the operations under his supervision, that affiant, notwithstanding said warn-
ings, did on different occasions properly advise with the said E. W. Backus
pertaining to the method and scope of said logging and timber operations, that
affiant is rnformed and belreves that when he was removed as general superin-
tendent and made drstrrct manager in September, 1932, such change was made
by the receivers of the Minnesota and Ontario Paper Company because of
consultations had by him with Mr Backus

That affiant was discharged from his duties as such district manager on or
about the 10th day of January, 1933, by said receivers because of informa-
tion affiant had given concerning said logging and timber operations to the
said E W Backus;

That a former auditor of said camps was thereafter placed in complete
charge and supervision of all said loggrng and trmber operatrons, that said
bookkeeper was a man wholly without trainmg and experience in the general
logging and timber business, had never had a single day's experience as a
cruiser and wholly without experience of any kind whatsoever relating to
logging and timber operations othei than as camp accountant
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That said receivers in the winter of 1983 took out part of the timber and
pulpwood which had been cut leaving a large part of said fallen timber re-
maining where it had been cut and also leaving large quantities of standing
timber, all of which was adjacent to the railroad spur tracks, which the receiv-
ers caused to be removed; that the removal of said spur tracks before the cut-
ting of the balance of said virgin timber and the removal of the balance of said
fallen timber constituted a great waste and loss to the receivership estate;
that the policy of the International Lumber Company had always previously
been to contract for the purchase of privately owned stumpage on all lands
adjacent to the spur tracks; that said receivership failed and neglected to con-
tract for the purchase of said timber so privately owned thus cutting off to the
said receivership a source of revenue which had always been realized by said
International Lumber Company m its normal operations

That the said International Lumber Company held permit to cut timber on
the West half of Section 25, Township 149, Range 28, Koochichmg County,
which permit expired on Sept 30, 1932 Affiant as superintendent of logging
operations advised the receivership to arrange for the cutting of timber on
the said West half of Section 25 before said permit expired; the said receiver-
ship wholly neglected to cut said timber before the expiration of said permit,
all to the detriment and loss of said receivership

That by reason of said mismanagement and by reason of the loss sustained
by said receivership on account of the disbandment of said camps and their
subsequent reorganization, by reason of the loss occasioned in the salvaging of
timber which had been covered by snow, rendering the removal thereof more
difficult and expensive, by reason of the extra cost of logging down timber
after the removal of the said spurs, by reason of the loss sustained by the
receivership owing to the expiration of the permit to cut on said West half
of Section 25, the total loss to said receivership occasioned by the removal of
railroad spurs, which made the removal of remaining down timber and re-
maining stumpage prohibitive from the cost standpoint, the failure to buy
stumpage on adjoining privately owned timber lands, the loss on Ramey Lake
operations of pulpwood logs and boom sticks by reason of careless and negli-
gent towing and storage, all of which has resulted m an aggregate loss to
said receivership of a sum of approximately $270,000 00

That certain stumpage belonging to said International Lumber Company was
burned over in the summer of 1933, which timber, if not salvaged during the
operating season of 1933-34, will result, in affiant's opinion, in a loss of approxi-
mately $9,000 00.

That during the summer of 1933 the receivership has caused to be erected
four new logging camps in the vicinity of Lake Kabetogema; that said receivers
are also operating at full force six additional camps, three of which are the
identical camps formerly under the supervision of this affiant; that affiant has
investigated the operations of these ten camps and made as careful an estimate
as he is able to make in the absence of access to the books and records of said
Company, and states that the cost of operating all of said ten camps will be
$210,00000 for the season of 1933-34 in excess of the cost of such operations
under practical, efficient management, that the total loss to this receivership
by reason ot the toregomg is and will be at the end of the operating season
of 1933-34 the sum of approximately $489,000 00, practically all of which could
have been saved to said receivership had said properties been managed in
accordance with the best recognized principles of logging and timber cutting.

That in addition to the foregoing unwarranted expenditures and unnecessary
losses to the receivership, the receivers ordered the destruction by burning of
headquarters camp, known as camp number 29, consisting of a full and com-
plete set of buildings sufficient and adequate to house a crew of one hundred
and seventy-five men and stables for twenty-two pair of horses, all of which
estimated loss, in affiant's opinion, was approximately $3,00000, in rebuilding
of same.

In addition to the foregoing the receivers ordered the destruction and rebuild-
ing of a railroad bridge crossing the upper Big Fork River, which bridge was
under the constant supervision and inspection of this affiant and which bridge
was adequate for all purposes for a period of at least ten years to come The
cost of reconstructing said bridge made necessarv the abandonment of one mile
of trackage and the laying of new tracks approaching the bridge at both sides
of the nver Said original bridge was inspected by this affiant, together with a
competent safety engineer representing the Employers Liability and Insurance
Company, the Company which provided the workmen's compensation coverage
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for said railroad, and upon said inspection just prior to its destruction the said
engineer declared said bridge to be safe for all uses to which it would be
subjected.

That contrary to the advice of affiant, who had been in charge of the mainte-
nance of what was known as the Deer River branch of the International
Lumber Company's railway, the receivers ordered the ballasting and surfacing
of thirty-two miles of said road-bed, all of which was entirely unnecessary and
placed upon said receivership estate a wholly unwarranted expenditure That
the total cost of said ballasting and surfacing, together with the destruction
of the old bridge and the erection of a new bridge and the abandonment of
a mile of railroad line, in the aggregate caused a wholly unnecessary expense
to the receivership if between $30,00000 and $50,000 00, the actual cost of
which can only be determined by reference to the books and records in the
possession of the receivers

Affiant verily believes that an examination of the books and records of said
receivership would verify the estimates set forth in this affidavit

That affiant's statements above are based upon his actual personal knowledge
of the properties, including all standing timbers owned by said receivership
and included in the operations above described.

Subscribed and sworn to before me this 18th day of December, 1933
Lams HABMON.

ADELINE G. STIEF,
Notary Public, Ramsey.County, Minnesota

My commission expires June 6, 1938
(NOTARIAL SEAL)

AIMDDAVIT CW MARK HKSSEY, HEAD TIMBER! CRUISER FOB MINNESOTA AND ONTARIO
PAPER COMPANY

STATE OP MINNESOTA,

County of Ramsey, ss*
MARK HESSEY, being first duly sworn on oath, deposes and says:
That he is a resident of the State of Wisconsin and now engaged in the

business of timber cruising and supervising large farm operations; that he has
been engaged for over forty years in cruising timber, and supervising logging,
river driving, and managing other operations incidental to cutting and trans-
portation of logs and timber, that for a period of twenty-two years he was
so engaged and in the employ of Minnesota and Ontario Paper Company and
its subsidiaries including the International Lumber Company, and seived as
head cruiser in charge of all timber estimating, outside trespassing, checking
and as adviser in connection with all their logging opeiations, that part of
his duties consisted of the supervision of locating railroad right of ways,
surveying for the same, building logging camps, and m furnishing cost esti-
mates to the managing officers of said herein referred to companies relative
to the cost of buying and removing and delivering timber

Affiant further deposes and says that he was for many years engaged in
various phases of timber operations for himself, and was the owner of large
timber holdings; that he was employed and served with similar responsibility
and duties hereinbefore mentioned for various other large timber and logging
companies of the United States; that he was employed and acted in such
capacity for Jacob Mortinson of Chicago, Illinois for a period of seven or
eight years, and was for a period of time employed by the Alexander and Edgar
Lumber Company; that in connection with his duties for said employers he
made personal surveys and appraisals of vast timber properties, and furnished
said employers with valuations of timber, some of which timber estimates
involved approximately 500,000,000 feet of timber in the State of Florida, 275,-
000,000 feet in the State of North Carolina, 400,000,000 feet in the State of
Mississippi, 800,000,000 feet in the State of California, 200,000,000 feet m the
States of Washington and Idaho, and approximately 275,000,000 feet in Minne
sota, prior to his employment with Minnesota and Ontario Paper Company,
that said Jacob Mortinson relied implicitly on judgment of this affiant and
purchases of timber properties by said Mortinson were made only after the final
approval of this affiant.

Affiant further states that he has personally inspected and cruised certain
timber properties located in Cook County, State of Minnesota, owned by the
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Minnesota Forest Products Company, a subsidiary of the Minnesota and On-
tario Paper Company; that during the months of October, November, and"
December, 1932 and January, 1933, he cruised said timber properties, and fur-
nished estimates in connection with a contract between said Minnesota For-
est Products Company and the Northwest Paper Company of Cloquet, Minne-
sota, and that he had prior to said recent cruising of said timber examined
said timber properties during the year 1929, with a view to determining the
best plan for logging said timber properties, that as a result thereof, he is-
entirely familiar and acquainted with said timber properties, with the topog-
raphy of the lands therein controlled and the facilities for logging operations
on said timber lands, that in affiant's opinion the timber is in large part
easily accessible and removable at reasonable costs and that the timber located,
thereon is in the main part sound and sturdy stock, and in normal times
well woith the price paid therefore; that in affiant's opinion the pulpwpod
located thereon is very valuable, inasmuch as it is easily accessible for trans-
portation by water on Lake Superior, and can be transported at unusually
low cost in that manner, as is the experience of other timber operators who
regularly ship similar pulpwood to Wisconsin points on the Great Lakes and
other Eastern markets; that affiant verily believes the timber situate on said'
Cook County Lands are comparable in quality and value with other holdings
of subsidiaries of Minnesota and Ontario Paper Company, practically all of
which he appraised during his long period of employment;

Affiant further deposes and says that said Minnesota Forest Products Com-
pany is the owner of valuable timber located on Isle Royale, State of Michigan,
that in his opinion the timber thereon is most easily accessible and can be
logged and delivered at below average cost, that on about January, 1932, affiant
conferred with R H M Robinson, one of the receivers for said Minnesota and
Ontario Paper Company and advised him that it would be for the best interests
of the estate to log certain portions of said timber properties, in that serious
insect infection was present in parts of said timber, and that unless said such
timber was removed, heavy losses would result; that he estimated at least
50,000 cords of timber per year should be removed and that since said advice
and counsel was given, there has been sustained an estimated loss of approxi-
mately $350,00000 through the failure to act on his advice Affiant verily
believes that the estimate stated forth in this affidavit are conservative, that
rhey are based on his personal experience in said work extending over a period*
of more than forty years

Subscribed and sworn to before me this 23rd day of December, 1933
MARK HESSEY

Notary Public, Ramsey County, Minnesota
ADELINE G STIEF,

My commission expires June 6, 1938
(NOTARIAL SEAL)

AFFIDAVIT OF EVERETT WYNNE, TIMBER CRUISER AND CAMP FOREMAN FOR MINNESOTA.
AND ONTARIO PAPER COMPANY

STATE OF MINNESOTA,
COUNTY OF RAMSEY—ss

EVERETT} WYNNE, being first duly sworn, on oath, deposes and says: that
he is a resident of the State of Minnesota, that he now is and has been engaged
in work related to timber logging and Forest Products operations, for the past
twenty-four years as a camp worker, compass man, timber cruiser and camp«
foreman, that for approximately three years he was employed by The Crookston.
Lumber Company as a timber cruiser, that for approximately seven years he
was in the employment of the International Lumber Company, a subsidiary of
the Minnesota and Ontario Paper Company; that from and after September,
1932, affiant was in charge of operations at camp number 144; that his duties
were to supervise the cutting of the right of ways and laying of the tracks; the
building of necessary bridges and of all other preparatory work necessary to-
the hai vesting of the timber adjacent to said camp That on or about Novem-
ber 5th, affiant leceived instructions to close down said camp and was notified
that there would be no further operations conducted therefrom That as a
result of such orders being issued by R H M Robinson and C T Jaffiray,
Receivers for the Minnesota and Ontario Paper Company there resulted a
tremendous loss in preparation costs including the cost of labor, supplies, and
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material incidental to such preparations, all of which investment was almost
wholly wasted, including therein the cost of transportation of men and horses
to and from said base of operations and the wages, food and care for men and
Ihorses, during the period of non-operations. During this preparatory period a
large amount of timber was cut and left lying on the ground, and on account
of the heavy snow falls before operations were resumed, approximately one-
third of all the timber cut prior to the abandonment of these opeiations was
wholly lost Additional amounts of timber were lost by reason of culling the
same by the receivers after the same had been cut and paid for That was not
only the true situation at camp number 144, but the same was true concerning
operations and the timber properties adjacent to the five other camps, in addi-
tion to the one he was in charge of, and that based on his knowledge of the
operations of all these six camps and of the properties operated therefrom
there have been huge and wholly unnecessary losses, through ill-advised and
inexperienced management and operation policies, and through utter careless-
ness in conserving and utilizing the timber, the camp management, the rail-
way spur track, the temporary skidways and landings, that the cash expended
for transporting and caring of horses during the period; the cash expended in
transporting men to and from camps and1 through the careless disregard of the
value of such investment in the above preparatory work resulted in a loss to
the company and its creditors in excess of One Hundred Eighty Thousand
Dollars ($180,00000)

Affiant states as one illustration of such losses that a large investment was
anade in vegetable supplies for camp 45 which was closed down and in which
•operations were not resumed Said vegetable supplies necessary for boarding a
large crew of men in said camp were stored in a root cellar provided for that
purpose, at a cost of approximately $59000 and that when said camp was
closed down on or about November 5th, said supplies were not removed and
-were not cared for with the result that the entire supply was allowed to rot and
was a complete loss; that as another illustration, affiant pursuant to instruc-
tions, was ordered to burn the buildings at camp number 29 and replaced with
new buildings; that said old buildings were in excellent condition and most
suitable for the necessary purposes and that ill-advised orders of burning said
<?amp buildings cost a loss of at least Three Thousand Dollars ($3,00000)

(Signed) EVERETT WYNNE

Subscribed and sworn to before me this 23rd day of December, 1933
ADELINE G STIEF

Notary Public, Ramsey County, Minnesota
My Commission Expires June 6, 1938
(NOTARIAL SEAL)

I I ANSWER OF MR BACKUS TO $7,000,000 00 FRAUD SUIT BROUGHT AGAINST HIM
AND OTHERS BY RECEIVERS ROBINSON AND JAFFRAY

The answer of Mr E W Backus and the other defendants named m the
«uit brought by the receivers charging unlawful abstraction of funds from the
Minnesota and Ontario Paper Company, is hereinafter set foith The first 38
paragraphs thereof are devoted to technical pleadings Hereinafter is set forth
verbatim the defense which will reveal that this action is wholly without
merit, and brought solely with the malicious intention of discrediting Mr
Backus with bondholders of the Minnesota and Ontario Paper Company, desig-
nated in the answer as " M & O "

Thirty-ninth: Further answering, defendants allege that M & O and its
various subsidiaries in the Bill of Complaint and hereinafter in this answer
referred to, were created and organized as a part or incident in the carrying
out of a single comprehensive plan embracing widely diversified and important
industries of both national and international character. That such industries
were conceived, organized and developed by defendant, E W Backus, and
all thereof financially supported and carried to consummation by the defend-
ants Backus Brooks and E. W Backus That the single comprehensive plan
in contemplation antedated the formal organization of M & O was continued
subsequently to its organization and its general purposes and policies con-
sistently observed and followed at all times during the history of the opera-
tions of M & O with the consent and approval of all parties m interest and
without variation from the definitely determined purposes above stated That
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throughout practically the entire operations and history of M & O. it was
dependent upon the resources and credit of the defendants Backus Brooks
and E W. Backus, which last were made available at all times during the
expansion of its properties and the development of its constantly increasing
field of enterprise. That during the period last stated there was no time dur-
ing the history of the operations of M. & O that it was not legally indebted
to the defendants, Backus Brooks or E W. Backus in relatively large sums
of money and that it continued to be so indebted at the date of the receiver-
ship in this cause That the objective purpose in the organization and creation
of M. & O was the policy of consolidating and merging the enterprises of
Backus Brooks, hereinafter more fully referred to, in M & O as an oper-
ating subsidiary of Backus Brooks and that each and every step had and
taken subsequently to the organization of M & O was directed to the con-
summation and carrying out of this single and at all times, well defined and
understood purposes That in the gradual development of the properties finally
brought into M & O and which constituted substantially its entire resources
at the date of the receivership herein, the properties themselves were acquired
by the defendants E W Backus and Backus Brooks and carried by them
during their development period, for the benefit of M. & O upon the under-
standing and agreement that when developed and operating, they should be
taken over and acquired by M & O on a stipulated appraised basis. That
many of such properties acquired by defendants, E W. Backus and Backus
Brooks were acquired with the latter's resources and turned over to M. & O
upon consideration of the latter's issuance to the transferor or its or his
appomtee or appointees, of its capital stock That in many instances, proper-
ties so acquired and developed in the interest and for the benefit of M & O.
were financed by Backus Brooks and E W Backus and the obligations result-
ing from such acquisition and development on the part of M & O. carried
and extended for the latter's benefit over relatively long periods of time

That throughout the history of its operations, M & O was the gratuitous
recipient of facilities, benefits and advantages derived from its affiliation with
Backus Brooks and enterprises controlled or owned by the latter, all of
which contributed in varying degrees, to the ultimately successful operations
of M & O previously to the advent of what is ordinarily and popularly termed,
the world depression, with the latter's disastrous consequences in all industrial
lines, especially the newsprint industry and building trades, in which M & O
was engaged That all moneys paid by M & O. to any of the several
defendants herein, were paid to Backus Brooks or Kenora in the
carrying out of the general purpose and policy in this subdivision men-
tioned and all thereof was paid for or on account of indebtedness and
obligations, which had previously been legally assumed and at the date
of such respective payments, were legally due and owing by M & O to the
last named defendants That the methods observed and followed in carrying
out the single objective plan and purpose in this subdivision referred to and
responsive to which, the ultimate obligations of M & O were assumed and
any and all payments made by M & O, in fact paid, will appear from the
matters hereinafter stated, as follows, viz*

(a) The defendant Backus Brooks resulted fiom the acquisition by the
defendant E W Backus of the interest of both partners m the early part
of the year 1884, of the firm of Lee & McColloch, then engaged in the lumber
business The initial capital investment in which firm was $6,000. The firm
name was thereupon changed to E W. Backus & Co In 1892, without the
investment of added capital, the capital structure of the last named company
had increased to approximately $600,000 The firm last indicated was suc-
ceeded in 1894 by E W Backus Lumber Co, a Minnesota corporation, which
took over the assets of the former partnership In the year last mentioned,,
the defendant Backus, organized an affiliated syndicate and incorporated the
Minnesota Logging Co, which corporation acquired large interests in standing
pine timber in northern Minnesota comprising approximately 2,000,000,000
feet and purchased and reorganized the Brainerd and Northern Minnesota
Ry Co (now the Minnesota and International Ry Co ), which, during the
same year, built approximately sixty miles of mam line standard railroad,
tapping the timber area The interest of E W Backus Lumber Co, in the
projects last mentioned was approximately one-thud During the same period
(1893 to 1896), through the efforts of the said Backus Co, and its affiliates,,
the above mentioned railway was extended from Brainerd to Bemidji, Min-
nesota In 1899, William F Brooks became a member of said Backus Co,
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under a working interest agreement and shortly thereafter, the corporate
name of the company was changed to Backus Brooks Co In the same year
and early in the year 1900, the corporation acquired a controlling interest
in the Koochiching Company (now Koochichmg Realty Company), making
it approximately an 80 per cent owned subsidiary of Backus Brooks Such
Koochichmg Company, at the date of its acquisition, owned water power
sites and adjoining lands at International Falls, Minnesota, on the interna-
tional boundary At about the same time, the defendant, E W Backus,
opened negotiations with the government of the Province of Ontario, Canada,
to secure the water power site and adjoining lands controlling on the Canadian
side of the international boundary, which were essential in the development
from shore to shore, with the object of developing the water power from shore
to shore and ultimately to establishing pulp and paper mills on both sides
of the boundary, as well as saw mills and other wood-working industries to
utilize the vast tributary timber resources At about the same time, in fur-
therance of the same objective, the corporation acquired large industrial
acreage, including Townsite, Railway terminals, Storage space for logs and
lumber on the Minnesota side of the boundary and acreage sufficient for mill
sites on the Canadian side In 1902, the defendant Backus, organized the
defendant Backus Brooks Company under the laws of Maine

This corpoiation succeeded the Minnesota corporation and acquired all of the
latter's properties and rights The financial structure of the Minnesota corpo-
ration had then grown to approximately $3,000,000, with practically no out-
standing obligations In 1903, the defendant, Backus Brooks Company, in
conjunction with affiliated interests, organized the Rainy River Lumber Co,
Ltd, a Canadian corporation and the Namakan Lumber Company, a Minnesota
corporation The former of the two last mentioned organizations plays no par-
ticular part in the subsequent operations and development, in this answer
refeired to The latter (the Namakan Company), however, acquired large
timber holdings in Minnesota, which entered into the later operations During
the period last referred to, as well as in later years, the Backus Brooks Com-
pany of Minnesota, and its successor, acquired large timber holdings in northern
Minnesota, in contemplation of future developments at International Falls and
Fort Francis In 1905, the defendant Backus Brooks Company, organized the
International Lumber Company, a wholly owned subsidiary of the defendant
Backus Brooks Company, with a capital of $600,000, fully paid in, afterwards
increased to $4,000,000 In the same year, the company organized the First
National Bank of International Falls and the International Telephone Com-
pany In that same year, Defendant Backus having previously acquired the
water power property on the Canadian side, organized the Ramy River Im-
provement Company, a Minnesota corporation, originally capitalized for
$100,000, and Ontario and Minnesota Power Company, Ltd., a Canadian corpo-
ration, with authorized capital of $3,000,000 of common stock and $5,000,000
first mortgage bonds, the latter afterwards reduced to $3,500,000 The capital
stock in the above organization was fully paid and wholly owned by Backus
Brooks Company. Immediately following the matters last stated, and during
the years11905-1907 construction work on the development of the water power
at Fort Francis and water power and mills at International Falls, was carried
on by defendant Backus Brooks and its subsidiaries

(b) In 1906, the Keewatm Lumber Co, Ltd., was organized by the defendant
Backus-Brooks Company, under the laws of the Province of Ontario, with a
capital stock (authorized) of $500,00000, of which $250,000 00 was paid in.
This; was a wholly owned Backus-Brooks subsidiary Its manufacturing plant
was completed and put into operation during the same year This company
was intended to handle the logs acquired from the Mather Syndicate timber
limits and the interest of Backus-Brooks in the logs of Namakan Lumber Com-
pany Supplementary development in the affairs of the Canadian Company
last indicated included a tie mill and a box factory at Keewatm and a box
factory at St Boniface Contemporaneously with the acquisition of the Mather
Syndicate timber limits, an option was secured on the Norman dam at the
outlet of the Lake of the Woods in the Winnipeg River by the defendant,
Backus-Brooks Company. In the same year (1906), the Big Fork and Inter-
national Falls Ry Company was organized by Backus-Brooks Company and
construction work was started immediately and completed in the fall of 1907,
the property having been sold in the meantime to the Northern Pacific Railway
Company This was made necessary by change in the proprietorship in the
Minnesota and International Ry Co., which had declined to extend the latter
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line fiom the Big Fork River to International Falls The last named develop-
ment was imperative to provide transportation facilities for the completed plant
at International Falls. In 1907, the pending construction work at International
Falls and Fort Francis ceased temporarily by reason of the failure of the con-
tractors in charge of the work. A still further delay was entailed by reason of
the vote by President Roosevelt of a bill passed by the Congress of the United
States authorizing the work The bill last indicated was passed over the veto
of the President and the development work resumed m 1908.

(c) In 1908, following the matters last above indicated, the prelimmaiy steps
were taken for financing the development projects at International Fails and
Fort Francis Negotiations weie opened by the defendant Backus with the
firm of Peabody, Houghtelmg & Company, Investment Bankers, of Chicago,
Illinois, to underwrite the financing of the joint water power development at
the points last indicated and the pulp and paper mills planned to be constructed
at International Falls and to become the fiscal agents of the defendant Backus-
Brooks Company and its subsidiaries At the time of these negotiations, devel-
opment of the pulp and paper industry on the Canadian side of the border was
impracticable for the reason Canadian newsprint was subject to an import
duty in the United States of $6 00 per ton Pending the negotiations above men-
tioned, one of the partners of Peabody, Houghtelmg & Company peisonally
inspected the properties involved, examining the water powers at International
Falls and Fort Francis as well as making an extensive investigation of the tribu-
tary pulpwood resources covering a large area on both sides of the boundary
During the period last stated, defendant Backus laid before the aforesaid rep-
resentative of Peabody, Houghtelmg & Company, the broad development plan he
had in contemplation, embracing the entire area contiguous to International
Falls, Kenora, Port Arthur-Fort William and Fort Francis, including the
development of the water powers, the construction of pulp and paper mills, saw
mills, planning mills, box factories and other wood-workmg industries to utilize
the vast timber resources tributary to the region mentioned The subject of
the ownership by the defendant Backus-Brooks Company and its operations of
Keewatm Lumber Company, the outstanding option on the Norman Power dam
and the projected construction and development of the pulp and paper industry
on the Canadian side of the border, whenever the customs duty into the United
States would permit, were fully discussed as were the initial steps, which had
been taken to the last stated end, including the extended negotiations said
Backus had had with the Province of Ontario, for an extensive pulp, wood and
timber concession at the head of the lakes in the territory tributary to the point
of contemplate manufacture The plan proposed by said Backus to the repre-
sentative of the said Peabody, Houghtelmg & Company during such negotiations,
was to first continue the development of the International Falls property, then
under construction, this work to be started immediately

This to be followed by the development at Fort Francis, conditioned, as afore-
said, on the adjustment of the impoit duties into the United States and finally,
the development at Kenora and Great Lakes at Port Arthur-Fort William, the
last conditioned on the defendant Backus securing the government concession
already referred to Protracted negotiations between the defendant Backus
and Peabody, Houghtelmg & Company followed with the result that as a condi-
tion to the initial financing, the said banker required of said Backus, a stipu-
lation and agreement on the part of himself as well as on the pait of the
defendant Backus-Brooks Company, that they would neither develop or operate
independent properties in the area of such contemplated development which
would compete with the parent operating company either with respect to raw
materials or the sale of manufactured products in the same market The fur-
ther condition was attached by said bankers that a parent operating company
should be organized in the inception of the undertaking and before the initial
financing thereof, which should take over the water power and adjoining lands
on both the Minnesota and Canadian sides of the border and that upon the
completion of the water powers and the completion of the paper mills at Inter-
national Falls and placing the same in operation, such parent operating com-
pany should acquire and take over the International Lumber Company together
with all the timber holdings of the defendant Backus-Brooks Company in north-
ern Minnesota The further condition and stipulation was attached by the
bankers that when and as the several properties then contemplated to be
acquired and developed by Backus-Brook, were acquired and developed, the
initial plan should be expanded in such wise that all such several properties
would be brought in to the parent organization on the basis of their respective
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appraised value. The conditions thus stated were acceded to by the defendants
Backus and Backus-Brooks Company. As a final condition to the initial financ-
ing, above referred to, the investment bankers required that the entire proposed
bond issue of $5,000,000 00 should carry the guaranty of the defendant Backus-
Brooks Company on the bonds themselves and that defendant Backus should
execute to the fiscal agent, to be held by them for the benefit of whom it might
concern, his independent personal guaranty of the entire issue The guaranties
last mentioned were given in closing the final steps for the contemplated financ-
ing. The agreements and stipulations with the bankers in this subdivision
alleged, were at all times known to all parties in interest and from the date of
the initial financing and the preliminary steps for consolidation, as hereinafter
alleged, were followed and observed during the entire history of the operations
of the M. & O. and its subsidiaries

(d) The negotiations last mentioned led to the organization, on or about the
8th day of October, 1908, of the Minnesota and Ontario Power Company (now
Minnesota and Ontario Paper Company, termed in the Bill of Complaint herein
as M & O ). From the date of the organization of this corporation, two of the
partners of the aforesaid Peabody, Houghtelmg & Company were continuously
members of its board of directors for approximately nine years when they
resigned by reason of having secured control of a competing paper manufac-
turing industry The capitalization of the corporation thus organized was
$5,000,00000 of common shares, $2,000,00000 of participating 6% preferred
shares and $5,000,000 00 of first mortgage and collateral 6% serial bonds Of
this issue, the bankers underwrote $3,000,00000 of the bonds and $1,000,00000
of the preferred stock, the proceeds of such underwriting made immediately
available for the development work then in progress,* including the power dam
from the American to the Canadian shore and the mill construction at Interna-
tional Falls, Minnesota In carrying out this transaction, defendant Backus-
Brooks Company transferred to the newly oiganized corporation, the entire capi-
tal stock and bonds of the Ontario and Minnesota Power Company, Ltd, (char-
acterized in the Bill of Complaint herein as O & M), the entire capital stock
and bonds of the Rainy River Improvement Company, heremabove referred to,
and the mill sites acquired on both sides of the International boundary In con-
sideration of the transfers thus indicated, the newly organized corporation
issued to the defendant Backus-Brooks Company, the entire issue of its common
stock ($5,000,000 00), and one-half ($1,000,00000) of its issue of participating
preferred stock, coupled with the agreement of the newly organized corporation
to advance and pay $400,000 00 in cash, such sum to be appropriated to the recall
and retirement of an equivalent amount of the outstanding Ontario and Minne-
sota Power Company bonds, which had previously been sold In the public
offering by the bankers of the securities ot the newly organized corporation, it
was found that such sale would be facilitated by an offeung of common stock
as a bonus and the defendant Backus-Brooks Company thereupon donated
approximately $500,000 00 of its common stock, which was received and used by
the fiscal agents in consummating the sale by them of the securities Each and
every step m the negotiations and transactions thus detailed, including the
organization of the aforesaid Minnesota and Ontario Power Company as the
operating subsidiary of the defendant Backus-Brooks Company, were had and
carried out as a preliminary step and incident of the broader and more compre-
hensive plan above alleged, of consolidating and merging the various forest
products and wood and paper manufacturing industries of the defendant Backus-
Brooks Company as the same were successively acquired, developed and placed
in operation by the defendant Backus-Brooks Company in such newly organized
corporation Following the conclusion of the fiscal arrangements above alleged,
the various developments of water power, pulp and paper mills and saw mills
at International Falls and the water power development at International Falls
and Fort Francis continued throughout the years of 1908 and 1909 and the
manufacture of newsprint paper was commenced early in the year 1910

(e) In 1910, in accordance with the previous agreement with the bankers
above alleged, the defendant Backus-Brooks Companv sold to the newly organ-
ized operating subsidiary (M & O ), the entire issue of capital stock of Inter-
national Lumber Company, and later the increased capital stock of that com-
pany, and also, all of the standing timber owned by the defendant Backus-
Brooks Company in northern Minnesota The obligation thus assumed for the
purchase and transfer last indicated amounted, in the aggregate, to several mil-
lion dollars and the same was carried by defendant Backus-Brooks Company
over a series of years, not being finally liquidated until about the years 1925 and
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1920. Shortly following the acquisition of International Lumber Company, as
above alleged, and in furtherance of the pending program of development,
defendant Backus organized the Minnesota, Dakota and Western Ry. Co, Inter-
national Bridge & Terminal Co, Ltd, and Wattrose Island Boom Company.
The development thus mentioned constituted part of the program for establish-
ing communication between International Falls and Fort Francis It was taken
over in part by the International Lumber Company and the newly organized
operating subsidiary (M & O ). The investment in this development aggregated
approximately $1,750,000 00, and the same was financed through bank loans on
the credit of the defendant Backus-Brooks Company and the personal guaranty
of defendant Backus

(f) In 1911 the Fort Francis Pulp & Paper Company, Ltd, was organized.
Shortly following the date of its organization, the erection of mills at Fort
Francis was started and the same completed in 1914. Simultaneously, storage
dams at the outlet of Namakan Lake were built and put into operation m 1914.
The last mentioned corporation was wholly owned subsidiary of the aforesaid
Ontario and Mm m 1914 The last mentioned corporation was a wholly owned
subsidiary of the aforesaid M & O The initial capitalization of the newly
organized company was $50,000 00, which was later increased to $3,000,000 00.
The development itself was financed on behalf of the two proprietary com-
panies, through the credit of the defendant Backus-Brooks Company and the
defendant Backus One loan of $1,000,000 00 was financed through the deposit
o£ an equivalent amount of the M & O Preferred and Common stock loaned
to that company by the defendant Backus-Brooks Company. The terms of the
loan provided the holders of the note should reserve the privilege of option of
converting the same into the stock deposited.

(g) In 1913, the defendant Backus purchased for the aforesaid International
Lumber Company the assets of the Shevlin-Mathieu Lumber Company. The
property thus acquired, included a saw 'mill plant and appurtenances, town
site, etc., located at Spooner, Minnesota, on the lower Rainy River, also, all of
that company's timber holdings in northern Minnesota; also, all of its lumber
and logs. The purchase price involved in the transaction thus indicated was
approximately $3,000,000 00. The purchase itself was made at the recommenda-
tion and with the approval of the fiscal agent above mentioned Of the initial
payment required in this transaction, the defendant Backus-Brooks Company
advanced approximately $650,000 00, which was carried by it for the M & O.
over a series of years and was not finally liquidated until the new financing
of M & O in the year 1925 Other advances made by the defendant Backus-
Brooks Company and its subsidiaries incidental to carrying out and develop-
ing the various properties and rights of M & O aggregated several millions of
dollars, carried by it for the benefit of M. & O in the same manner and which
has never been paid

(h) In 1913t pending the developments last above alleged, the defendant
Backus secured from the government of Ontario, Canada, the Lake of the
Woods pulpwood concession, embracing some 1,800 square miles. The condition
of this concession was an agreement on the part of the defendant Backus, to
build a pulp and paper mill at or near Kenora. The carrying out of the latter
project required the conclusion of the option agreement by defendant Backus-
Brooks for the purchase from the John Mather Syndicate of the Norman dam
controlling the water power at the outlet of the Lake of the Woods, heremabove
referred to. The conclusion of this option, involved the purchase of the entire
capital stock of Keewatin Power Company, Ltd, comprising $750,00000 of
common shares and $250,00000 of preferred shares for a consideration of
approximately $600,00000.

(i) In 1913, the properties of the Shevlm-Mathieu Lumber Company were
acquired, as heremabove alleged This transaction mcluded a preterence for
the purchase of the timber byproducts of Crookston Lumber Co, a Shevlm
organization havmg large timber holdings in northern Minnesota. The prod-
ucts covered by this preference were principally cedar and tamarack, including
poles, railroad ties, pulpwood, etc Incidental to this transaction, the defend-
ant Backus, in 1914, with two individual associates, organized the American
Cedar Company. The Backus interest in the transaction was one-third and this
interest held for the benefit of the aforesaid International Lumber Co The
enterprise was financed through the credit of defendant Backus-Brooks Company
and defendant Backus, individually, by whom the bank loans were guaranteed.

(j) In 1914, the defendant Backus caused the International Insulation Com-
pany to be organized with a capital stock of $50,000. The objective purpose
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of this enterprise was the use of the by-products of wood pulp under a patented
process The use, however, of the product grew to such proportions it was
found necessary to manufacture the raw material direct from wood to secure
the wood fiber. The invention to which reference is thus made, was the origi-
nal development in the production of wood fiber insulation board. The com-
pany was organized as a subsidiary of M & O ; was afterwards renamed the
Insulate Company and with its subsidiaries, has grown to an investment of over
$5,000,000. In 1929, its net profits were approximately $1,000,000

(k) In 1917, preparatory to the large development in contemplation at
Kenora, the defendant Backus Brooks Company purchased for the Keewatm
Lumber Company, the properties of the Rat Portage Lumber Company and
other independent operations m that district, to protect and insure the supply
of raw material for the contemplated manufacturing plants. These transac-
tions entailed an investment of approximately $100,000 In 1920, preparations
for the actual development of the Kenora Properties were made in contempla-
tion of starting actual operations early in 1921 Anticipating this large plan
of development, the defendant Backus secured from the Ontario government,
another valuable pulpwood and timber concession, embracing approximately
5,000 square miles At about the same time, the defendant Backus acquired
from the Ontario government, a large undeveloped water power and also pur-
chased from the City of Kenora, its municipal water power plant The develop-
ment project thus undertaken, included completely hebuildmg and modernizing
the municipal power plant; increasing the discharge area of the Norman dam
at the outlet of the Winnipeg River, the installation of water wheels, electrical
generators and transmission lines of both the Kenora and Norman Plant, and
the construction of pulp mills and paper mills with a capacity of 250 tons daily.
These projects entailed the investment by the defendant Backus Brooks of
many millions of dollars The active development work began early in 1921
and was continuously carried on thereafter until the entire project was com-
pleted in 1925.

(1) In connection with development projects previously to that last referred
to, the defendant Backus had met with many obstacles owing to the failure
of contracture, unsatisfactory work and excessive cost As an initial step in
the last above mentioned development, he concluded to establish for defendant,
Backus-Brooks Company, a complete engineering and construction department
to plan, supervise and execute the projected work. The plan last stated was
made effective in 1921, at which time, the Backus Brooks Company construction
Department was organized under1 an efficient staff of specially employed engi-
neers and construction managers and the best and most efficient machinery,
tools, and other necessary apparatus provided In the inception of the plan
thus mentioned, it was the intention of the defendant Backus-Brooks to enter
into the business of general contracting but, in the interim expansion plans of
M & O. and subsidiaries developed and m deference to the requirements of
the projects of these companies and others in contemplation, remunerative con-
tracts obtainable from the outside were refused and the operations of the
newly created construction organization exclusively confined to those being
carried on in connection with and as part of the comprehensive plan above
alleged, in which the defendant Backus Brooks, through its subsidiaries, was
primarily interested.

(m) During the progress of the widely spread and variously differentiated
projects already alleged, having, as previously alleged, the single objective
purpose in view, all of the various undertakings and the subsidiary organiza-
tions through which they were carried on, were at all times treated to all
practical intents and purposes, as parts of a single enterpise, with the
controlling management vested in the defendant Backus Brooks Company as
the proprietary or parent organization

(n) Early in 1924, pursuant to the original understanding and agreement
had in 1908, as heretofore alleged and under which it was provided that M & O.
should become the parent operating organization of all the varied Backus
Brooks forest products operating companies, located in the areas mentioned,
as the respective developments thereof reached an operating stage, the subject
of additional financing was taken up with new investment bankers with whom,
as a result of extended preliminary negotiations, defendant Backus had ar-
ranged for the necessary financing preparatory to the consolidation or merger
of the Kenora and Keewatm properties above described with the general
undertakings and properties of M & O Notwithstanding all the development
work that had been undertaken and carried on in the interest and for the
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benefit of M & O that company had made only comparatively moderate advance
to the defendant Backus Brooks Company, anticipatory to taking over the vast
properties referred to All such advances were offset and more than offset by
the large advances due to the defendant Backus Brooks Company and its
subsidiaries by M. & O which have not been liquidated up to the present
time.

(o) The details for the financing last referred to were confirmed as of
November 30th, 1924,' and carried out as next stated • In February and March,
1925, defendant Backus Brooks Company caused to be incorporated two Cana-
dian holding companies, viz Kenora Development Company, Limited, with am
authorized capital of 10,000 no par value shares and Kenora Paper Mills-,
Limited, with an authorized capital of 500,000 no par value shares and $8,500,-
000 first mortgage bonds, dated April 1st, 1925, and payable on demand Fol-
lowing the completion of the organizations last stated, the defendant Backus
Brooks Company and defendant Backus transferred and conveyed to Kenora
Development Company the entire capital stock of Keewatm Lumber Company,
Limited, and Keewatm Power Company, Limited, the English River Pulp and
Timber Limits, the pulp and paper mills constructed and in the process of
construction and the undeveloped water power secured from the Province ot
Ontario m 1920. In exchange for the pioperties thus conveyed, defendant
Backus Brooks Company received the entire capital stock of Kenora Develop-
ment Company, Limited Following the conveyances and transfers last stated,
the said Kenora Development Company transferred and conveyed to Kenora
Paper Mills, Limited, the entire capital stock of Keewatm Lumber Company,
Limited, and Keewatm Power Company, Limited The conveyance was coupled
with an agreement by Kenora Development Company and the defendant Backus
Brooks Company, for the completion of the power development at Norman
dam and increasing the capacity of the newsprint mills of the companies whose
stock had been thus transferred, reserving however, the construction plant
and organization and the undeveloped water power previously referred to*
The consideration for this conveyance was the entire authorized stock of
Kenora Paper Mills, Limited, and the $8,500,000 of bonds of that company
above mentioned Following the transaction last mentioned, Kenora Develop-
ment Company, Limited, transferred to M & O the stock and bonds of Kenora
Paper Mills, Limited, together with the agreement of Kenora Development
Company and the defendant Backus Brooks Company, covering the completion
of the development work as above stated In consideration for this transfer,
M & O issued to Kenora Development Company, Limited, 17,500 shaies of
its legulaily issued preferred stock, 43,920 shares of its regularly issued com-
mon stock and $8,500,000 in cash The issue of the common shares' last men-
tioned was conditioned on the agreement such shares were to receive no divi-
dends until the original 50,000 shares of common stock, issued by M & O had
received 6 per cent dividend from date of issue to November 30, 1924

During the negotiations and in the procedure of consolidating these properties
(on one side the properties of M & O and its subsidiaries and on the other,
the properties of the Keewatm and Kenora companies, respectively, subsid-
iaries of defendant Backus Brooks Company), experts were designated to
appraise the physical properties of both sides and to inventory and appraise
the value of all other properties involved The appraisal was had accordingly.
The minority stockholders of M. & O were permitted to designate and appoint
a prominent and experienced paper mill owner as their representatives to con-
fer with the defendant Backus and fix the basis of valuation on all of the
various properties entering! into the consolidation As a result, the valuation
of such properties was mutually agreed upon and accepted as the basis of the
consolidation In the same connection, it was agreed that as the defendant
Backusi Brooks could not deliver control of the capital stock of Great Lakes
Paper Company, Limited, that the minority interest in that company should
continue to be held by the defendant Backus Brooks Company and that if and
when the defendant Backus Brooks Company could deliver control of the said
Great Lakes Company and the latter's paper mill in operation, the same was
to be turned over to M & O on the same basis of valuation as employed in the
M. & O. consolidation then under consideration and the basis and valuation
for which had been arrived at in the manner heremabove alleged.

(p) The transactions last alleged, brought into the merger or consolidation,
the management of the various enterprises located at Kenora, Keewatm and
Norman through Kenora Paper Mills, Limited, a wholly owned subsidiary of
M. & O Shortly previous to the transfer of these properties to M & O th&
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defendant Backus had received an offer of $20,000,000 in cash theretor, from an
outside independent competing interest This consolidation provided the basis
for the financing of M & O effected through its trust deed and mortgage to The
Minnesota Loan and Trust Company, as Trustee, under date of April 1, 1925,
securing an issue of $16,000,000 first mortgage and collateral bonds, a copy of
which mortgage is attached to the Bill of Complaint herein, as will more fully
appear from such attached copy, the security conveyed and pledged under this
moitgage included the various physical properties brought into the consolida-
tion through the Minnesota and Ontario Company (M & O.) and International
Lumber Company, stocks of the various constituent subsidiaries and the bonds
of Rainy River Improvement Company; Ontario and Minnesota Power Com-
pany, Limited, and Kenora Paper Mills, Limited

(q) As heremabove alleged, in the preliminary stages of the negotiations
contemplating the establishment at Fort William or Port Arthur in the Province
of Ontario, of facilities for the manufacture of paper and other miscellaneous
commodities, the expediency as well as business necessity of the ultimate con-
trol of this enterprise by M & O was agreed to by all parties concerned, includ-
ing the first above alleged fiscal agents In 1921, as a part of the initial step
in this enterprise, defendant Backus secured from the Ontario government, the
Negagami pulp limit estimated to contain 5,000,000 cords of pulpwood and
timber of other species Transcontinental Development Company, Limited, a
wholly owned subsidiary of defendant Backus Brooks Company (now owned by
Gieat Lakes Paper Company, Limited) was organized to hold the limits thus
acquiied During 1922 and 1923, defendant Backus acquired 600 square miles
of timber land in fee simple, to hold which, the Transcontinental Paper Com-
pany, Ltd, was organized with a capital of $5,000,000 of which 95 per cent was
owned by the defendant Backus Brooks Company (now owned by the Great
Lakes Paper Company, Limited).

(r) During the period last referred to, 1922-1923, the defendant Backus, in
affiliation with outside parties, organized the Great Lakes Paper Company, Ltd,
capitalized at 500,000 shares of no par common stock and $2,000,000 of 6 per
cent preferred stock. In the inception of this organization, the defendant
Backus Brooks Company held a minority interest, but notwithstanding, pro-
vided all the funds to finance the construction of the initial ground-wood pulp
mill; to acquire industrial sites; to acquire sites for employees' homes and for
the ultimate location of terminals' and docks In 1927, the Backus Brooks
Company acquired the entire stock ownership of the Great Lakes Paper Com-
pany, Ltd, and immediately upon such acquisition, began the erection of paper
mills, the construction of which was continuously carried on until fully com-
pleted in 1929, the ground-wood pulp mill having been in operation since 1924
and the first newsprint unit in early 1929. The timber limits previously ac-
quired for this project were estimated to contain 18,000,000 to 20,000,000 coids
of pulpwood and located in proximity to Fort William, Ontario, where the mills
were constructed.

(s) In 1927, negotiations were opened by the defendant, Backus, with the
investment bankers who had underwritten the M & O financing m 1925, and
handled the subsequent issues of securities by M & O contemplating the imme-
diate acquisition of the Great Lakes project by M & O without the necessity
of independent financing by Great Lakes At or about the date of the financing
under the trust deed last referred to, the basis of valuation of the properties
to be acquired on such consolidation, had been settled between the defendant,
Backus, and the representatives of approximately 80% of the M & O minority
stockholders.

This agreement provided in substance that the same basis should be em-
ployed for the purposes of the Great Lakes consolidation that was employed
when the Kenora properties were taken over. The plan of immediate consoli-
dation was not approved by the investment bankers, underwriters of the M
& O. securities, as aforesaid, but m lieu thereof, it was proposed the Great
Lakes enterprise should, in its initial stages, be independently financed through
a bond issue of its own creation and that the ultimate taking over of the prop-
erty by M. & O. should be postponed until the development work was completed
and the mills in operation and showing satisfactory earnings. There was no
change in the original plan and understanding herein above alleged, that the
property should be developed for M. & O. and be made a part of the entire
unitary organization. Jn 1030, Great Lakes Paper Company, Limited, made
satisfactory showing notwithstanding the partial operation of its mills; the
prevalence of what may be termed "cut throat" competition in the paper
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industry and the general commercial depression In deference to the last men-
tioned conditions with the attendant difficulties in respect to any newly pro-
posed public financing, it was decided the consolidation should, for the time
being, be deferred, that the said Gieat Lakes Company should immediately
take ovei the Transcontinental Paper Company, Limited, and Transcontinental
Development Company, Limited, that it should increase its common capital
stock to 750,000 no par shares and its 6% preferred stock to 100,000 shares,
and that Backus Brooks Company should deliver to M & O. a sufficient number
of such preferred shares, at par, to cover substantial advances made by M. & O.
to the defendant, Backus Brooks Company, during the period of the develop-
ment construction and operation of the Great Lakes project That the stock
so to be transferred was that alleged in the Bill of Complaint and that such,
stock at the date of such transfer was fairly and reasonably worth par and
more Pending the arrangements for completing the contemplated consolida-
tion, it was agreed and understood that the Great Lakes Paper Company, Ltd,
should be handled and conducted as a part of the unitary organization, that
its manufactured product would be sold to M & O and the latter should with-
hold part of the payments coming to Great Lakes Company, but should remit
amounts necessary to defray Great Lakes operating costs The amounts then
withheld by M & O aggregated at the date of the receivership in this cause
approximately $2,500,000. During the development periods of both the Kenora
properties and the Great Lakes Company, the M & O company bought all of
the ground-wood, pulp and paper produced as originally agreed in 1908, thereby
obviating any competition in the purchase of raw material or in the sales-
market for the manufactured products pending the ultimate consolidation of
these properties, as above alleged.

The contemplated plan and understanding for the consolidation of the Great
Lakes with M & O was that the defendant, Backus Brooks Company, should
transfer to M & O 750,000 shares of the no par value common stock and 100,000
shares of the preferred stock of the said Great Lakes Company, together with
the latter's affiliated properties, including its' undeveloped water powers.
Backus Brooks was to receive in cash approximately $7,500,000, less advances
previosuly made by M. & O and preferred and common stock in M & O in
amounts to be determined by method of appraisal already mentioned

(t) The basis of consolidation last mentioned, wholly apart from the circum-
stance that its carrying out would have been a step or incident of the general
plan of unitary organization heremabove referred to, was fair, equitable, legal
and to the advantage and for the benefit of M & O and the latter's consoli-
dated operations and properties. Following the initial financing of the said
Great Lakes through the flotation of a bond issue of $10,000,00000 and while
the Great Lakes was a subsidiary of the defendant Backus Brooks, as aforesaid
and during the final completion of the paper mill development and before the
said Great Lakes Company had acquired additional outside holdings of a value
in excess of $10,000,00000 which were taken over by the last named company
in December, 1930, defendant Backus Brooks was offered $25,000,000 00 m cash
for the equity in Great Lakes by a competitor of M & O. in the newsprint
manufacturing and related industries

(u) During 1933, the defendant Backus, as hereinabove alleged, caused the
Seine River Improvement Company to be organized and capitalized with
$3,000,00000 common stock The said Backus had previously secured leases
from the Ontario government to develop the water powers at Sturgeon Falls,
Calm Lake and Moose Lake The objective purpose in the acquisition of the
last named property was to provide for the construction of transmission lines
to both Fort William on the East and Fort Francis on the West, for the delivery
of power to Great Lakes Paper Company, Limited, and Fort Francis Pulp and
Paper Company, Limited It was intended to operate these properties inde-
pendently through an independent power service corporation It developed
later, however, that the industries of M & O at Fort Francis and International
Falls lacked adequate power and that the shortage could not be provided for
from any other source than that of the development first hereinabove mentioned.
In deference to this situation, the decision was finally reached between all of
the interested parties that the defendant Backus should turn the leases over to
Seme River Improvement Company and that the company's capital stock
should be turned over to M & O and the latter's subsidiaries

Previously to the arrangement last indicated, M. & O had no interest in
Seme River One of the conditions of the transfer of the Seme River Stock and.
one of the considerations upon which such transfer was made, was that Kenora.
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Development Company should be given the contract to develop the three
water powers in this subdivision referred to and that the construction plant
and organ zation of Kenora Development Company, Limited, and Backus
Brooks Company should develop such water power and supervise and construct
the additional expansion construction then contemplated by M & O and its
subsidiaries Fort Francis Pulp and Paper Mills, Ltd, and Kenora Paper Mills,
Limited, all such construction and engineering to be earned out on the basis
of cost plus 15% The aforesaid consideration was m all respects fair and
reasonable. The understanding and stipulation last indicated was mutually
agreed upon by all parties in interest and the construction and engineering
cairied out accordingly by the defendant Backus Brooks Company and the
latter's subsidiary, Kenora Development Company, Limited Many of the
operations and dealings between the various interrelated companies were in-
formally handled throughout the entire history of their widely expanded and,
diversified operations Whether formal contracts covering the understanding
and agreement for construction and development in this subdivision alleged
were made and entered into at the time the work was undertaken, these
answering defendants allege they have no knowledge or information sufficient
to form a belief but that it was at all times the understanding of the Execu-
tive Department of the defendant Backus Brooks Company and of its sub-
sidiary, Kenora Development Company, Limited, that such contracts had been
formally prepared and executed by the respective parties in the inception of
the undertaking In 1929, the Executive Department of the two last stated
companies was informed by the Comptroller of M & O that m the absence of
formal contracts only memorandum construction charges had been made and
that to carry the latter to the legular books verification of the memorandum
charges should be provided by formal contract; the defendant Backus there-
upon instructed the Comptroller of M & O that if such memorandum or
memorandums of agreement covering the construction in this subdivision men-
tioned, had not previously been made, the same should be prepared and
executed and that in accordance with these instructions, the respective memo-
randums attached to the Bill of Complaint herein, and therein designated as
respectively Exhibits "A" and " B " were prepared and executed under tho
directions of the defendant Backus

(v) In 1926, defendant Backus Brooks organized the National Pole & Treat-
ing Company with a capital of $30,000 00 of preferred shares and $30,000 no
par value common shares This company was organized to take over the prop-
erties of National Pole Company, the American Cedar Company and Northern
Tie & Treating Company, the last named company controlled through ownership
of stock by International Lumber Company, which also owned a one-third
interest through stock proprietorship in the American Cedar Company The
outstanding interests in the first above named company were purchased by
Backus Brooks The reorganization thus affected vested in Internatinal
Lumber Company, a subsidiary of M & O as aforesaid, approximately 90% of
both classes of stock of the National Pole & Treating Company

(w) In 1928, following the organization by M. & O. of the Insulite Company,
a wholly owned subsidiary of M & O and the development of an extended
product or commodity commercially known as insulite, mvestations of the
facilities and opportunities for establishing a similar industry in Europe were
conducted with the result of selecting Finland as the locality for this develop-
ment by reason of a variety of circumstances including the availability of
timber resources, the presence of developed and undeveloped water powers, low
labor costs and world market. These investigations resulted in the acquisition
by M & O of various properties in the country mentioned and the organization
of the Insulite Company of Finland, a wholly owned subsidiary ot M & O
In connection with the same project, The Insulite Company of Finland acquired
a half interest in the Abborfore Power Company of Finland, with the obiective
purpose of acquiring the necessary power for the contemplated manufacturing
operations. Actual construction of the manufacturing plant was commenced in
the early part of 1930 and carried to completion during the same year, when
the manufactured product of the new enterprise was placed on the European
market During the years 1930 and 1931, the investment in this enterprise
aggregated approximately $3,000,000 00

Fortieth: These answering defendants further allege that previously to the
conference had with the bankers in New York City the day before the institu-
tion of the receivership proceedings herein, as hereinabove alleged, no appre-
hension had existed upon the part of the executive management of M & O. or
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of the defendant Backus with respect to the financial status or solvency of
M. & O or its ability to finance its 1931 maturities; as indicated from the
circumstance approximately $3,000,000 00 of new capital had been invested in
expanding its enterprises in 1930-1931; that in the late summer of 1930, the
executive management of M. & O approached the fiscal agent of the company
with a view of anticipating the requirements for such maturities in the Spring
of 1931, that at this time, the executive management was assured by the fiscal
agent that the necessary financing could be taken care of, but that it was too
early to then consider the subject, that the matter was accordingly permitted
to remain in abeyance in accordance with the latter suggestion until early in
October, when the fiscal agent suggested separating the developed water powers
of M & O from its other properties, as a basis for a separate bond issue, which
said fiscal agent agreed to underwrite The latter plan was developed by the
end of the year, but then abandoned on account of apparently insuperable legal
technicalities. Early in 1931, the commercial bankers of M. & O agreed with
defendant Backus to provide the necessary funds for meeting all maturities in
that year on the notes of M. & O with its series " D " bonds, as collateral, in
February of that year, the defendant Backus called a conference with such
bankers and fiscal agent in New York City to consummate the last mentioned
arrangement; at such conference the commercial bankers, for the first time,
informed defendant Backus that in the then prevailing financial conditions, any
new financing was impossible; the defendant Backus was further informed that
default m the obligations of M & O maturing three days later was inevitable
and that the salvation of the enterprise could only be accomplished by a
moratorium through a receivership; that in the same conference, it was further
stated by the bankers that such receivership could be effected by making the
defendant Backus the sole receiver, thus continuing his managerial capacity of
the various industries and properties, which had been built up and developed
under his personal supervision and direction.

That the conference brought out the desirability of a co-receiver or co-
receivers, with the result that the parties characterized in the Bill of Complaint
herein as the original receivers, were appointed; that apart from the assurances
thus held out and given by the bankers, the defendant Backus would not have
consented to the receivership, that during such conference, the bankers in-
quired of the defendant Backus as to the then cash satuation of M & O. and
upon being informed the last named Company had cash on hand in the amount
of over $1,100,000 00, the bankers required that such moneys should be forth-
with paid over to or appropriated by them for application and credit on out-
standing obligations of M & O then held by them respectively; in response to
the suggestion of the defendant Backus that the proposed preference would
necessarily result in the cessation of all active operations for lack of the neces-
sary cash resources; the bankers assured the defendant Backus, the necessary
funds for the receivership operations would be provided by them through the
receivership That all cash on hand was thereupon appropriated by the bankers.
That as a result, the bankers substituted for their position as general creditors
of the enterprise The preferred lien status of holders of receivers certificates
in a relatively nominal amount.

Forty-first • Fuither answering, these answering defendants allege upon infor-
mation and belief, that at the time the assurance last mentioned were given
by the bankers to defendant Backus, there was no intention upon the part of
the eastern bankers that the same should be carried out; that the fact the
development of the vast properties involved had been made the life work of the
defendant Backus and that the latter's entire fortune was in the equities of
such properties and thus, in their salvation and rehabilitation, did not fit in
with the scheme of such eastern bankers, that such eastern bankers have been,
since the eaily stages of the receivership herein and still are conniving and
conspiring to wreck M. & O. and turn its properties over to a competiting
industry, of which such eastern banks are creditors for large amounts; that
the plan and scheme of such bankers has been and is to bear and depreciate
the properties and enterprise involved and that to the consummation of such
scheme, it was essential the defendant Backus should be destroyed and removed,
so far as possible, from the picture, that for the accomplishment of this end,
it was essential that the parties really interested should ostensibly be brought
together through the customary discredited banker's scheme of organizing
creditors' and bondholders' committees; that with their knowledge of the ficta-
tion of the securities and the holders thereof, which knowledge was not
possessed by the executive management of either M. & O. or the defendant
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Backus-Brooks, the bankers were in a position to' circularize the large number
of widely scattered creditors individually interested and influence the latter in
committing their interests to committees of the banker's selection and desig-
nation; that this step was taken with the result that in the course of the
receivership administration such eastern bankers through their chosen com-
mittees have assumed to represent the majority of creditors and thus dominate
and dictate the policies of the receivership; that no list or schedule of such
claims has ever been presented to the court or otherwise made a matter of
recore in this cause; that the failure of disclosing such claims) has been accom-
plished through the medium and device of repeated extensions of the time to
file claims in this cause, which has not as yet expired, that the receivership
herein has been pending since February, 1931, during which period no record
has been made of the creditors individually interested and that notwithstanding
default in the outstanding trust deed or mortgage was made shortly following
the date of the receivership, no steps have been taken by the trustees or the
creditors secured by such mortgage, for the purpose of realizing upon or
enforcing their security

Forty-second* Further answering, these answering defendants allege upon
information and belief, that the steps thus had and taken and the methods fol-
lowed, as hereinbefore alleged, have been directed and motivated from
the outset, first by the purpose of destroying the defendant Backus, and second
leaving the property and the interests of the creditors therein, to the
tender mercies of the popular pastime or game of a bankers reorganization
in the interests of a certain competing newsprint organization; that
in furtherance of these purposes, shortly following the inauguration of the
receivership, the representatives of the eastern bankers (the aforesaid so-
termed "protective committee") demanded the resignation of the defendant
Backus as receiver of the properties herein involved, that such resignation in
the first instance was declined by the defendant Backus but thereafter assented
to upon the understanding that he should be retained as a consultant and
adviser of the receivers of the properties involved and the estate in process
of administration receive the benefit of his knowledge and business experience
m the vanous industries involved, following the matters last stated, complain-
ant Robinson, with absolutely no experience in the newsprint or other allied
industries, with no knowledge of the widely diversified properties involved in
the present receivership, a total stranger to the several locations where the
various properties were located and the various operations of such properties
were being carried on, was selected and designated by the eastern bankers
and their representatives (the aforesaid committees), with full knowledge on
the part of said Robinson of the parties by whom he was designated and the
objective purpose ot his appointment as an incident in carrying out the scheme
above alleged, that at the instigation of such bankers and their respective com-
mittees, the court having jurisdiction in this proceeding, was prevailed upon to
appoint said Robinson and to fix his compensation in a sum wholly dispro-
portionate to the value of any services he could render the receivership ad-
ministration and out of all reasonable proportion to any thing justified by
consideration of the equities of the receivership administration, that in addi-
tion to such designation of plaintiff Robinson as last above stated, the same
interest and influences prevailed upon the court to designate the said receiver
as the managing receiver or by characterization of similar import; that as an
ostensible concession and with the intention of concealing and diverting at-
tention from the effect and purposes of the last mentioned appointment, a local
co-receiver was consented to and designated by the court, who has never dis-
covered what the matter is all about; has assumed no independent jurisdiction
and taken little or no appreciable part in the active administration of the
receivership estate

Forty-third: Further answering, these answering defendants allege on infor-
mation and belief there was no intention or purpose upon the part of such
eastern bankers or their representatives, the so-termed protective committees,
of carrying out the arrangement above indicated for retaining the defendant
Backus in such consulting and advisory capacity of the various enterprises
committed to the active conduct and operation of the receivership, that as the
first step in the accomplishment of this purpose, the authority of the defendant
Backus was gradually taken away and his advice in matters of policy and
expediency either wholly disregarded or not sought, the method last indicated
was continued until the commencement of the present action, when the de-
fendant Backus was removed from all authority and connection with the
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receivership administration, his resignation as a director and officer of various
of the subsidiaries of M. & O. required and he, himself, discharged, by the
present receivers.

Forty-fourth • Further answering, these answering defendants allege on infor-
mation and belief that under the administration of the present receivers, owing
to inexperience, inefficiency and ineptitude, the receivership estate has incurred
heavy losses running into millions of dollars without notice to or knowledge
of the creditors primarily interested therein or opportunity upon the part of
such creditors to protect their several interests, except as such notice or knowl-
edge may have been had by the aforesaid bankers committees, who have osten-
sibly assumed to be acting in behalf of and in the interest of such creditors,
that pending the administration of the receivership estate by the present
receivers, such estate has been mulcted in excessive costs and expenses far
exceeding anything incurred by M. & O. during the period of its successful opera-
tion for administrative and operating expenses; that the objective purpose of
plaintiff Robinson, one of such receivers, is effecting a plan of reorganization,
in which, through the connivance of such Eastern bankers and their respective
committees, said plaintiff will be permanently retained in active control of the
properties involved, that the present suit has been instituted with no regard
to the interests of the creditors or expectation of realization of any recovery
therefrom but solely as a part of the scheme hereinabove alleged, of destroying
the defendant Backus, of dissipating, breaking down and destroying a vast
industry, to the building up and establishment of which, the defendant Backus
has devoted practically his entire life; the throwing out of employment of
hundreds and perhaps thousands of employees, all for the purpose of the selfish
aggrandisement of such eastern bankers and the latter's endeavor to constitute
a monopoly, the profits of which will be derived for themselves and the expense
and loss of which will fall on the innocent investors, and of turning the prop-
erty over to a competitor on the latter's terms to the great and irreparable loss
of such investors

Wheiefore, These answering defendants demand judgment that a decree be
entered herein, adjudging that they may be hence dismissed and that they may
have and recover their costs and disbursements herein and for any other and
further relief which is consistent with equity and the facts herein alleged.

MORTIMER H BOUTEIXEI,
ADRIAN H DAVID,

Solicitors for Answering Defendants,
1500 Band Tower, Minneapolis, Minn

I I I LIBEL SUIT BROUGHT BY E W BACKUS AGAINST RECEIVERS ROBINSON AND
JAWRAY FOR $2,000,000 DAMAGES

State of Minnesota, county of Hennepin, District Court, Fourth Judicial District.
E W Backus, Plaintiff, vs R H M Roomson, and C T. Jaffray, Defendants.
Complaint

Plaintiff complains of defendants, and each of them, and alleges *

I

That all times herein complained of, the defendants were and now are the
duly appointed, qualified and acting Receivers of the Minnesota and Ontario
Paper Company, a Maine corporation, with its principal place of business in
the City of Minneapolis, Hennepin County, Minnesota, and that said defendants
were and now aie administering the afl-airs of said receivership estate under
and by virtue of the power and authority vested in them by order of the United
States District Court for the District of Minnesota.

II

That at all times herein mentioned, plaintiff was and is the President of said
Minnesota and Ontario Paper Company, now in receivership as aforesaid; that
he was, and is, President of Backus Brooks Company of Minneapolis, Minnesota,
and the Kenora Development Company, Ltd, of Kenora, Ontario, which latter
two companies own over ninety per cent (90%) of the voting stock of said
Minnesota and Ontario Paper Company, that plaintiff was the founder and
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ljuilder of the vast News Print paper and timber enterprises owned 01 con-
trolled by said Minnesota and Ontario Paper Company, all built through his
energy and devotion over a period embraced m the past forty (40) years, that
at the time of the receivership, said enterprises had a book and actual value in
excess of One Hundred Million Dollars ($100,000,00000); that said enterprises
had a regular and highly rated experience of earnings over a period of many
years, all due to and made possible by the long experience and sound business
judgment used by plaintiff in directing the affairs of these vast enterpnses,
located in the United States, Canada, and Europe

III

That at the time said defendants qualified as receiveis of the aforesaid estate,
there was the agreement and understanding between defendants and plaintiff
that defendants would seek the counsel and advice of this plaintiff with resnect
to management of said estate, because of plaintiff's long experience in directing
said business; that the resignation of prior receiveis and the recommendation
that the present receivers be appointed was based on such understanding, as
herein stated; that very shortly after the defendants qualified as receivers, said
defendant, Kobinson, in particular, ignored and pointedly brushed aside sug-
gestions, advice, inquiries pertinent to the business of said estate, and in all
manner possible, repudiated said formei understanding, and refused to be
guided by counsel or advice of this plaintiff That said repudiations, as afore-
said, were the first step in a conspiracy to wholly displace this plaintiff from
the position of trust and responsibility he had thereby enjoyed in his own busi-
ness affairs, and through which he became recognized as one of the largest
News Print paper manufacturers on the North American Continent.

IV

That legal proceedings filed by defendants as receivers against plantiff as
hereinafter set forth, set out a pretended cause of action charging plaintiff
with having unlawfully and fraudulently exercised his control over said
Minnesota and Ontano Paper Company, and its siibsidianes, in such a way as
to have unlawfully abstracted from said companies, for plaintiff's and others*
use, large sums of money, that said chaiges are wholly false and untrue, and
not based on fact, that the principal transactions as alleged in said legal
proceedings were concluded a considerable period of time prior to institution
of the receivership of said estate, and were based on bona fide contracts
between coiporation with established separate entities, that defendants' pre-
tended cause of action was brought on the theory of ultra vires and breach of
trust, that it was not essential to defendants' pretended cause of action to
allege "fraud" and "abstraction," which allegations they well knew to be
false and untrue, that such charges of " fraud" and " abstraction" were
inserted by defendants in said pretended cause of action for the sole purpose
of discrediting plaintiff's character, ruining his business standing and lender-
mg it wholly impossible for this plaintiff to go foiward witb plans oC re-
organization of said Minnesota and Ontario Paper Company

That on or about September 30th, 1933, these defendants, in the City of
Minneapolis, Minnesota, did maliciously compose, publish, circulate and deliver
through mail and other channels, a certain written Report, as of said date,
setting out a summary of the business and fiscal condition of said estate, that
there was contained in said printed Report certain false and milicious state-
ments of and concerning plaintiff in words as follows:

SUIT BY RECEIVERS AGAINST FORMER OFFICERS AND STOCKHOLDERS AND COMPANIES
OWNED BY THEM, FORT FRANCIS PULP AND PAPER COMPANY, LIMITED, BEING
JOINED AS A PARTY THFREIN

" On September 18, 1933, the Court, upon application of the Receivers granted
leave to sue Edward Wellington Backus, Mrs Elizabeth H. Backus, Seymour
Wellington Backus, Kenora Development Company, Limited, Backus Brooks
Company, and Fort Francis Pulp and Paper Company, Limited. In pursuance
of such leave, suit was instituted upon that date
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"This suit is predicated on the claim that for a period of years preceding
this receivership control over the business and affairs of Minnesota and On-
tario Paper Company and of its subsidiaries, was fraudulently and unlawfully
exercised by E W. Backus, S. W Backus, and Backus Brooks Company
through stock ownership and domination of directorates and officers, by means
of which large sums of money were abstracted from Minnesota and Ontario
Paper Company and from certain of its subsidiaries for the use of defendants,
B W Backus, S W. Backus, Backus Brooks Company, and Kenora Development
Company, Limited, resulting in an indebtedness owing by said defendants of
approximately $7,000,000 by the end of the year 1930, and that said defend-
ants fraudulently and unlawfully undertook to discharge said indebtedness by
a series of transactions which included the transfer through Fort Francis Pulp
and Paper Company, Limited, to Minnesota and Ontario Paper Company of
approximately $5,000,000 par value of the preferred stock of Great Lakes Paper
Company, Limited, which stock had little or no value, for a credit of approxi-
mately $5,000 000, and the cancellation of approximately $2,000,000 of obligations
owed by Backus Biook- Company and Kenora Development Company, Limited,
by setting up and ^siiu as offsets thereto pretended credits in their favor
"Claimed by them as lawful charges in connection with the construction of plants
and properties of the Minnesota and Ontario Paper Company and certain of its
subsidiaries, both in the United States and in Canada. The Receivers seek to
set ?sule these transactions and to recover from the defendants other than
Fort Fiancis Pulp and Paper Company, Limited, the amount of the aforemen-
tioned advances aggregating about $7,000,000, together with lawful interest
thereon "

VI

That the defendants maliciously caused said written Report to be widely
circulated, published and delivered to diverse and sundry persons and corpora-
tions throughout the United States and Canada.

VII

That the false and malicious language as hereinabove quoted, was conceived
and planned wholly with a view to destroying confidence in and discrediting
plaintiff, and that the mailing, publishing and circulating of said libelous
matter was done with the intent and knowledge by said defendants and with
the designed purpose that such libelous matter would be republished and re-
circutated by its recipients and that the same was so republished and re-
circulated

VIII

That the defendants intended, through said libelous publication, to convey
the thought and to charge that plaintiff had conducted the affairs of said Min-
nesota and Ontario Paper Company and its subsidiaries in a wholly unlawful
and irregular manner, for his own private gain and benefit; that his acts were
fraudulent, and that he had, in fact, so unlawfully abstracted1 money from
said Minnesota and Ontario Paper Company and its subsidiaries as to constitute
embezzlement; and, that the same was so understood by the recipients thereof.
That said libelous statements were false and known to be false by said defend-
ants , that said words were maliciously intended to so damage plaintiff as to
cause many thousands of bondholders and other creditors of said estate to
lose all confidence in the integrity and business judgment of plaintiff, and so
thereby greatly lessen or make it wholly impossible for plaintiff to obtain the
future necessary consent of said bondholders and other creditors to a plan
designed to rehabilitate the affairs of said Minnesota and Ontario Paper
Company.

IX

That defendants, and each of them, aspire to the future control and manage-
ment of the properties involved in said receivership and that the pretended
cause of action as alleged in said complaint is, in fact, based on desnes and
schemes of said defendants, and particularly of defendant, Robinson, and big
Eastern Banking interests who wish to obtain control of the vast properties
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involved in said estate, on such a basis as to constitute a brazen disregard of
the rights and financial interests of approximately 15,000 bondholders and of
equity owners, and that in order to prosecute such schemes and chicanery,
defendants have launched a comprehensive plan and scheme to place plaintiff in
bad repute and disfavor with said bondholders, and which in fact has resulted,
and as a part of said scheme maliciously caused the publication and circulation
of the statement concerning the plaintiff hereinabove set forth.

That the defendants maliciously connived and obtained the widest publicity
of the libelous statements set forth in paragraph V herein throughout the entire
United States, Canada, and even reaching into Europe, causing great damage
to the good name, fame, reputation and character of plaintiff. That it was
maliciously intended by defendants to have such effect, was intended to and did
impute crime and wrong doing, lack of integrity and character to plaintiff, and
particularly to deprive the plaintiff from participating in the further manage-
ment and affairs of said Minnesota and Ontario Paper Company, or to receive
consideration of bondholders and creditors in a reorganization plan That
said language and all of the same blackened the name and standing of plaintiff
to his friends and the public generally, and to bankers, bondholders, and to any
and all others having either a claim or slight interest in the affairs and business
of said estate, and held him up to hatred, ignominy, contempt, ndicule and
disgrace, and totally destroyed plaintiff's previous high credit rating, business
integrity and repute, all to plaintiff's special damages in the sum of One Million
Dollars ($1,000,000 00), and to plaintiff's general damages in the sum of One
Million Dollars ($1,000,00000).

Wherefore, Plaintiff prays judgment against defendants, and each of them, in.
the sum of Two Million Dollars ($2,000,00000), together with his costs and
disbursements herein

(Signed) DAVIS & MICHEL,
Attorneys for Plamttff,

419 Metropolitan Barih Bldg,
Minneapolis, Minnesota

MORTIMER H BOUTEIXE, and HOUGEN and HOLTEN, Of Counsel,
Rand Tower, Minneapolis, Minnesota,

STATE OP MINNESOTA,
County of Sennepin, ss:

E. W. BACKUS, being duly sworn, says that he is the plaintiff in the above
entitled action; that he has read the foregoing complaint and knows the con-
tents thereof, that the same is true to his own knowledge, except as to those
matters therein stated on information and belief, and as to those matters he
believes it to be true.

(Signed) E W BACKUS
Subscribed and sworn to before me this 5th day of January, 1934
[NOTARIAL SEAL]

(Signed) HARRIET M BENSHAW,
Notary Public, Hennepm County,

My commission expires March 31, 1936
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TUESDAY, APRIL 3, 1934

UNITED STATES SENATE,
COMMITTEE ON BANKING AND CURRENCY,

WasMngton, D.C.
The committee met at 11:06 a.m. in room 301 of the Senate Office

Building, Senator Duncan U. Fletcher (chairman) presiding.
Present: Senators Fletcher (chairman), Gore, Costigan, Golds-

borough, Townsend, Walcott, Couzens, and Kean.
Present also: Ferdinand Pecora, counsel to the committee; Julius

Silver and David Saperstein, associate counsel to the committee;
Frank J . Meehan, chief statistician to the committee.

The CHAIRMAN. The committee will come to order, please. Sen-
ator Kean, do you have something that you wish to present?

Senator KEAN. Kef erring to my request calling for the record
of sales of the aviation stocks on the New York Stock Exchange,
as outlined in that statement, one of my objects was to show the
thoroughness of the management of the New York Stock Exchange
and their ability to show who bought and sold stocks of any given
security. I think this has been fully demonstrated.

My next object was to give to the press and to the people connected
with the committee who were investigating various financial phases
of operations of banks and other financial institutions the oppor-
tunity to show their efficiency.

They have now had 3 weeks in which to examine these accounts,
and they say they will need $100,000 to do this work. The stock
exchange did the work for the committee for nothing. I do not
believe that the value to the public would be sufficient to justify the
expenditure of $100,000, and therefore in the interests of economy
withdraw my request for this investigation.

I offer the following resolution:
Resolved, That the investigation authorized heretofore into the transactions

in air-mail companies' stocks be discontinued, and that the general counsel,
Mr Pecora, is requested to report the general results of the investigation to
date in regard to these stocks

(The resolution was adopted.)
Mr. PECORA. May I say with reference to the resolution that has

just been offered by Senator Kean and adopted by the committee
that a liberal compliance or any substantial compliance with the
duties and responsibilities covered by the resolution previously
adopted by the committee which instructed me as counsel to investi-
gate the transactions in those aviation company stocks would have
required a complete exploration of thousands of such transactions,
because there were thousands of them enumerated in the data pre-
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sented to the committee by the officers of the New York Stock
Exchange.

The resolution of Senator Carey to which I have already re-
ferred

The CHAIRMAN. Senator Kean.
Mr. PECORA. I thought it was Senator Carey. The resolution in-

structing me to proceed and ascertain and report to the committee
the motives that prompted those persons who bought or sold those
aviation company stocks would have necessitated getting in com-
munication with every person who had such a transaction within the
period of time covered by the data furnished to the committee by
the New York Stock Exchange, and those persons, according to the
data, were scattered all over the country, from east to west and from
north to south. There were absolutely no indications on the face of
the data submitted by the New York Stock Exchange which afforded
any clue or lead or indication as to the motives that prompted any of
the transactions so reported.

I have not been in the least unwilling to proceed with the fulfill-
ment of that task, or its accomplishment, but it could only have been
consummated at great expense, and would have involved the services
of many assistants, would have required a great deal of time, and I
have no idea what results might have been forthcoming.

Senator COUZENS. Are we going into executive session on the stock
exchange bill or are we having open hearings?

The CHAIRMAN. Executive session. This is a matter that ought
to be dealt with in open session.

That covers this question then. Mr. Pecora has explained what
would be involved in the further investigation, in the matter of time
and expense.

Senator KEAN. I think it would be a waste of money.
The CHAIRMAN. I t seems to me it would not be justified. Anything

that Mr. Pecora has gathered now that he thinks worth wnile to
report to the committee he can report later.

Mr. PECORA. I will, sir. (See subsequent hearings of Apr. 18,1934.)
The CHAIRMAN. That concludes the business in open session this

morning. The committee will now go into executive session and take
up the bill.

(Whereupon, at 12:20 p.m., Tuesday, Apr. 3,1934, the committee
went into executive session.)
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