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December 30th, 1931

lir, Eugene Meyer
1624 Crescent Place
’Naahington, De Gy

Dear Mr. Meyer:

Enclosed herewith is a memorandum on the financial prob-
lems of the railroads, together with a covering letter, You will
appreciate that I have not access to any figures on bank loans
of individual railroads except such as have been given to me, in
a few cases, by Mr, Anderson, The figures on bank loans which
I have used throughout the memorandum are those which he gave me
in confidence for your use,

With this memorandum out of the way, I em-preparing a
study for you on the copper industry and one on the-oil industry
from the standpoint of emergency financial requirements, In a
general way, I do not feel that either of these industries pres-
ent any apmreciable financial problems except to the extent that
they may come in incidentally through banks, The problems of
the operating companies themsel ves, whether in copper or in oil,
are brought on by low prices and consequentldeficiency in earn-

8 rtttéer than by maturi timg obligations or new capitel re-
q ementis.

Sincerely yours,

HGM s MP )
EMNCL3

Federal Reserve Bank of St. Louis



- Personal

December 30th, 1981

¥r, Tugene 'eyer
15624 Crescent Place
W¥ashington, D. C.

Dear ir, Meyer:

Enolosed herewith iz a of problems affecting
particuler railroads during the next two years, based on such
data as T have been able to obtain from the Bureau of Railway
Seonomics, Standard Otatistics, and a few peraomal contacts,
You will realize that this is prepared along dbroad general lines
80 as % get a quick survey of the moat importent aspects of the
railroad problem from a financial standpoint,

In a broad gensral s it may be’'said that the railroads
of the United States as a whole will just about slow their aggre~
gate fixed charges of $700,000,000 earned in 1931, During the
closing months of 1931 bulfnm was somewhat worse than for the
average of the year, though not as much worse as one might have
expected, AN an 111'.unrauou. car loadings are off 20.07 as
compared with 19290 during the first six months of 1931, off
33,85 for the rive months ending with November, and 28,97 for
the year to nNecember 1l2th. Therefore, it would appear that the
sho of the last few months, as coupared with 1989, is re-
flec only by about 5% difference in car loadings as compared
with the average of the year. TProjeoting this ratio forward and
allowing for a somewhat greater rate of decline in passengoer
and express business, the ind ications are that on the basis of
railroad treffioc conditions the last fow months, the raile
roads might fall around $200,000,000 to $260,000,000 short of
earning their interest charges,

It 1s expected that the rate inorease granted the

- Interstate Commerce Commission would bring in about $120,000,000

- of the rate inorease already authorized and ¢
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annually and a 108 cut should reduce muﬂnﬁi costs by
approxima tely 35200 ,000 annually, Therefore, it appears that
the pailvoads of the United States as & whole might be able to
cover their fixed ¢ s on the basis of business cond itions as
they have been during the latter helf of 1951, with the bdenefit

fe benefit of the
expected 107 wage reduction,

Federal Reserve Bank of St. Louis



Be Me /B
Reilroads 12/30/51

The fect that the reilrosds as a growp might show suech a
result would not mean that every railroad o earn its inter-
est charges, for some will show substan tially more than interest
earned and others will show substanticl defioits, but the pilo~
ture as » whole is not without definitely encowraging aspects.

There are, of course, certain broad aspects of the raile
road problem whioﬁ require action going far beyond financial re=-
lief, such as regulation of truck and waterway competition or

. adjustment of state and local taxes which now aggregate around
$520,000,000 annually, but these protlems efe part of the more
distént rather tham of the immediate future,

The situation respecting the immediete financiel neces-
sities of the railroads is fairly clear, In 1932 there are
bond maturities of aporoximately 360,000,000, Of these, 220,
000,000 ropresents the Three Year Notes of Nickel Plate which

esent a special problem discussed in detall in the accompany-

memorendum, and 220,000,000 represents & mortgage lssue of

5t Louis Soutfuutcrn also involving certain problems in con-
nection with the rolutlm of this road to Southern laocifioc.
The remaining $20,000,000 represents mostly small underlying
issues of oads in good condition, and 1t is to be presumed that
the maturities of many of these issuos could be extended if swh
a course were thought advisable, '

In 1933 bond matwities totel about §181,000,000 and these
involve some very large situations such as 68, .060 Baltimore
& Ohio, 314,000,000 Chicago & Northwestern, nearly 242,000,000
Great r’!orthorn. and $35,000,000 Vissowrl Paciflioe, whteﬂ repre~
sent sorething much more than possibilities of oxtenalon or
refinancing of underlying liens.

Yquipment obligations mature to the extent of §110,000 000
in 1952 and 1107,000,000 in 1933, It is of interest to note that
the railroeds as & whole in 1930 charged ageinst operstion some
$230,000,000 for depreciation end retirements and even on a
greatly reduced seale of write-offs, the railroads of the United
Jtates as a whole, if earning their operating expenses and intere
est, should be able to meet equi t maturities out of current
depreciation accruals, ZEven aside from this pouiuutx equip-
ment trust outfum roemesent the best form of : ‘1 and
therefore the simplest financing problem involved in the whole
railroad situation, :

Bank loans may te somevhere sround $260,000,000
and these, plus construction requirements, may mﬂﬂ t
oar _

largest items to be dealt with during the tly
the largest single pilece of financing MJ involves m
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B s M 5,43
Rei lroads 12/80/31

loans and imperative construction requirements, will be presented
by New York Central, which is seid to be desirous of raising
$100,000,000 at a comparatively early date, partly to cover $40,
000,000 bank loans, partly to cover & few small items of matur-
ities and partly for financing the inmense construction program
inwlved in the ¥est Side improvement in New York City.

The reilroads have been spending somewhere around $500,
000,000 annually on new capital og«nﬂltma in recent yoars,
It ia diffieult to arrive at any figure representing the iftreduc-
ible ninimum of capital expenditwres, but ix, J, i, Parmelee,
in a letter to the writer, states that he would place the ﬂ.ﬂlﬂ
of minimum necessary oapi expenditwes at not lesa than 0,
000,000 annually, stating that his Judgement this is the fig-
ure below which the railroeds could not g0 in any year "without
showing signs of such a degreec of inanition as wuld lead to their
final decay",

From all of the sbove it would appear that the railroed
fineneial requirementa for 1932, to be taken osre of in one way
or enother might amo?to apﬁoﬁmng $680,000,000, nade up of
:oo 000,000 bond maturities, $110,000,000 oguipment maturities,

865,006.000 bank loans and 3250.600.500 new oupltal requirementa.

Sinecerely yowrs,

G e
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The following memorandum is based on the financial position
of the railroads as far as it can be determined here from the fragmen=
tary information available, which is necessarily not complete or up to

- date with respect to bank loans or changes in maturity dates as a result
of any transactions sinee December 3lst, 1930, The memorandum in most
L cases deals with figures in rownd millions, except where the items are

too small to warrant such treatment., The list of maturities eliminates

certain items which are technical only, Tor exmmple, the list of matus-
ritles prepared by the Bureau of Railway Foonomics includes for 1932 a
$16,834,000 maturity of the Chicego & Alton which mortgege was fore-
olosed and purchased by the Baltimare & Ohio for around. §3,900,000 and
the entire smownt is therefore omitted from this summary. The same
list includes a maturity in 1933 of the Sesboard Air Line eggregating
$6,198,000 and since Seabosrd is already in the hands of receivers, its
maturities are also omitted from this list,

Bank loans are available in rough totals for the principal
railroads as a group, with only fragmentary detalls regarding cértain
roads, for the purpose of this memorandum. There is nothing available
as %o probable mirimum new capitel requirements except & very general
estimate that these may total about $250,000,000 enmually. '

Sub Jeot to the abowe qualifioations, the financial require-
ments of the railroads, without regard to defiocits which may acerue
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during the next two years as a result of defliclencies in earnings in
excess of any amounts which can be handled by the Railroad Credit Core

poration, are as follows:

192 1985
Bond ¥aturities § 60,000,000 $181,000,000
Equipment Obligation Vaturi ties £110,000,000 $107,000,000
Bank Loans, Pirst of Year (about) £860,000,000 (2)
Minimum Yew Capital Requirements $250,000 ,‘OOGQ) $250,000,000(%?)

With respect to equipment obligation maturities, those
should represent the easiesat financing problem of all, first, because
in the case of most roads the charges for depreciation and retirements,
included in operating expenses, probably cover all or a substantial
part of the current equipment trust meturities, and, seocond, oqﬁ:mt
trust obligations stand practiocally at the base of railroad oredit and
enjoy a preferred merket position as well Qa a preferred position with
regard to safety of the investment, though perhaps with exceptions
as to certain types of passenger equipment, ,

In recent years the railroads have been spending arom;d
$500,000,000 annually on new capital requirements, though these expend-
itures in the future need not be anywhere near as great if the bu&m.u
is to be adjuasted only to the maintenance of the status quo with a mine
imum amount of expansion and improvement. This question, of course,

- ties in also to matters of 3tate and Covernment polliecy, since it involves :
work such as grade corossings, atc., done under the order of Federal,
Stnta or Yunieipal governnent,

The following discussion ooma in detail the situation with
respect to bond maturities of priul.pd roads and bank loans where data

; -f -
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1is available. It iz given in n.lphabatical order, exoept that Wiekel
Plate (New York, Chicago % 5%, Louis Railroad Company) is disoussed

first.

NEV YORE, CHICAGO The New York, Chicago & St. Louls Railroad Com=
& ST, LOUIS RAILROAD  pany faces e maturity on Cotober lst, 1932, of
GOMPANY $20,000,000 Three Year 6% lNotes issued in 1929,

There is also & maturity of a divisional bond,

Lake Erie & Western Railroad 6's, April 26th, 19532, in the amount of
#150,000 and there are certain other small matwrities in 1952 aggrege t-
ing en additionel $130,000, ALl of these items are included in the total
of maturities in the table earlier in this memorandun, -'I'herc are no
maturities listed for 1933, In addition, there is & benk loan, apparently
handled through the Guaranty Trust Company, of §6,000,000 due February
22nd (25ra?), 1932, This 1s not included in the maturity total above
for the reason that it is considered as a ahort-term bank obligation
rather than an item of funded debt. As far as data is availsble for the
purpose of this memorandum, this mad is not in the banks to any appre=
ciable extent outside of the foregoing loan. |

The £6,000,000 loan maturing next Februmry wes reised prime
arily on accownt of the shortage of income during 1931, end therefore
mmu in lerge part the finenoing of current deficits after dis-
tributions, It is seoured by $10,500,000 New York, Chicago & St.
Louis 4i% Refunding Mortgage Bonds and Certificates of Deposit for
115,193 shares prior lien stock, 14,800 shares preferred stock and 168,
000 common stock of Wheeling % Lake Erie Reilway, this being all of the
Company’s holdings in "heeling & Lake Erie stook through the medium
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of a certain deposit agreement growing out of a transactions financed
by the $20,000,000 note issue maturing October lat, 1932, The latter
transaoction was as followsz

This goes back to a transaction by which the Baltimore &
Ohio, the ew York Central and the Nickel Plate purchased vheeling &
Lake Erie atock from the Rockefeller interests. This transection was
not approved by the Interstate Commerce Comnission and as a result the
New Tork Central and the &ltlme & Ohio turned over their Wheeling
& Lake Brie interests to the Allegheny Corporation. Ifickel Plate was
also ordered to divest itself of Wheoling & Lake Erie interests, but
after much negotiation the stock held by Allegheny Corporation was
surchased by !Miekel Plate and deposited in the hends of I, R. Pancher

‘of the Pederal Reserve Pank of Cleveland as Trustee. MNickel Flate

issued §$20,000,000 notes for the p\lrpou-'-"ot pui'chusins the “heeling
& Lake Erie stock from Allegheny Corporation. The notes are not
seoured by mortgage or collateral, They, therefore, represent the ex-
treme upper limit of the funded debt structure.

Including the above notes, but not including eny bank loans,
Wiekel Plate as of August 1951 hed outstanding $148,000,000 funded
debt, of which §8,000,000 represented equipuent obligations, also 356,
000,000 preferred stock and $33,000,000 common stooke In 1929 earnings
totalled $15,687,000,000 available for charges aggregating $6,297,0003
in 1930, 312,324,000 available for cherges totalling $7,987,000; in
1931, the indieations are that income will be slightly under fixed
charges. It has been celculated thet the amount aceruing from the
proposed rate increase on the basis of 1931 traffic would aggregate

L]

--‘.
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$1,398,000 annually, which would alow some mergin above interest
charges on the basis of 1931 results.

However, it slould be noted tint the income ascownt includes
$2,070,000 dividend income in 1929 end $5,913,000 dividend' income in
1830, No figures are available for 1931 but there are lndications
that dividend income received in this year will have been K very sub-

~stantiel and perheps almost equal to that of 1930, |

A very large, if not by far the wtgr. part of this dive
idend income rust be considered as non-recurring, for it umamts
dividends received from the Pere Marquette carporaﬂon‘, which latter
made profits by the snle of FPere Marquette stock %o Chesapesake & Ohlo
and distributed part of the profits as dividends in 1930 and pert in:
1931, Thers may also have been dividend receipts from enother sube
sidiary, the Hickel Plate Development Company. Also, ‘divmend: may
have .bm received from Wheeling & lLake Erie stock in 1931 since a
distridution on the prior liem stock was made in that year. It is of
interest to mote that without the credits for dividends received this
road would have had aviuuhle for fixed charges only $10,500,000 in
1928, $11,600,000 in 1929, $6,400,000 in 130 snd, perhape, only
arouwnd $3,000,000 in 1951 available for fized charges egeregeting at
the present rate around $8,000,000 ennually,

It is evident that the problems of Hickel Plate are of a
very special nature and relate to the whole scheme of railrosd consol=-
idation in the Eastern Territory. The roed finds itaself facing on Uoto~
ber let, 1932 the maturity of an unsecured obligation, probably not held
to eny extent by savings dbanks, insurance companies or trust funds,which
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obligation was assumed for the purpose of dbuying Yheeling & Lake Erie

stook from Allegheny Corporation. A substantial part of the incoms of
the road has come from dividends arising out of security transactions,
and perhaps out of other transactions of a non-recurring nature, and

because of the outside investment position the rfixed charges are high
in proportion to the normel past eaming power of the railroad itself,
It is for these remsons that so extended a discussion is glven in this

memoranduwm,.

BAL, TTIORD o bond maturities for 1932, but $63,000,000 maturing

& OIIO uareh lst, 1935 and 95,000,000 maturing Ootober lst, 1933,
No data as to dbank loans, Company is expected to urn'

1,20 times fixed charges in 1931, '

BOSTON Bond Maturities 32,563,000 in 1932, §5,228,000 in 1933,
& MAINE These maturi ties represent goneral mortgege bonds or
underlying issues % be refinanced through general nort-
gage. The first maturlty of isportance is $2,400,000 Gemeral Vortgage
§'s, Series ITH, March lst, 1932, next important issues being $3,828,000
January let, 1939 end $1,000,000 Februery lst, 1933, No data available
regarding bank loans,

This road is in pretty good condition, for the six years
ending 1930 rate or' ilmings was nearly twice present rate of fixed
charges and the year 1931 will probably show earnings of $7,500,000 to
98,000,000 available for 6,333,000 interest. Truck and passenger auto=
mobile competition is elready extensive and has been offective for soms
years past. It should be possible to find a very simple and satisfactory
basis for financing these maturities. '

-6 -
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CHICAGO The £15,000,000 issue noted in maturiiy lists represents a
& ALTON mortgage which has been foreclosed, consequently tnis item
1s omitted from this discussion as noted earlier herein,

CRICATO & NORTHe- Chicagp & lorthwestern has no meturities in 1932,

FESTERN RAILVAY ~ but will face a maturity of $6,500,000 ley lst,
1933 and $7,700,000 Ostober lst, 1933, lo data

on bank loans. Will earn only around 210,000,000 in 1931 available for

fixed charges totalling #16,000,000. Past record of road good, but

business seriously arrootodwby combinations of industrial and agrioul=

tural depressions, Is particularly affected by falling off in the

moveme nt of iron ore,

ERIE RAILROAD  Erie has no matwrities in 1932, btut faces a maturlity
of 34,616,000 New York & Erie Railroad extended mort-

gage 43's on March lst, 1933, Is sald to owe bamks about 32,500,000

now and will have to inorease its dank indebtedness on account of de-

fioimncy in earnings., Apparently eamings for 1931 will be about

90% of fixed charges (which aggregate 316,000,000 annually). ¥Wes earn=-

ing fixed cherges with comfortable margin from 1922 to end of 1930,

The maturity of March lst, 1933 represents a small und erlying
i{ssue which has already been oxtended once. It is secured on an essen~
tisl part of the Erie system, though by a third liem,and covers 446
miles subject to underlying mortgages of around 54,600,000,

LONG ISLAND RATLROAD  Long Island Railroad has a maturity of $352,000
on June lst, 1932 and one of §1,202,000 on
October 1st, 1932, Both of these represent underlying bond issues.

-7 -
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Long Island has been earaning about three times its interest require~
man ts, with eamings for 1951 being almost up to those of 19350, No
date is aveilable as to bank loans or immediate future requirements for
new gapitel,

MISSOURTI PACIFIC Migsouri Pacifiec has no matwities of any particular
RALLROAD importance in 1932 but there is one of $34,500,000

(St. Louis, Iron Mountain & Southern Pirst Mortgage
4's) on May lst, 1983, It is saild that the Company is in fair condie
tion financlally and does not owe money to banks, having financed a
maturi ty of $43,000,000 in 1931, dd also ite more pressing and immedi-
ate needs, by the sale of 261,000,000 First and Refuniing §'s in Februe
ary 193l. : '

This Company had a large construction program involving the
double tracking of its main line for 126 miles west from Ot. Louis,
~whioh was cerried on without interruption from 1925 on at a total cost
of $25,000,000, and the work was practically completed in 1931,

. This reilroad has bnnmu in very good condition In recent
years and its earnings have shown .stiiutnnﬁd improvement, It has been
fortunate in being the principal outlet, through its -ubniah.ry. ]
International-Great Northern, for the new oil fields in Bast Texas,

The Company's capital structure is marked by very heavy funded indebted=
ness in proportion to stook, thn'ro being outstanding 410,000,000 funded
aebt, $71,000,000 preferred stook and 282,000,000 comon stwoke

Indications are that for the year 19351 earnings will be
about 126 in excess of fixed charges, consequently the Company is not
as yot faced with the acorual of deficits. Fixed charges are now at
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the rate of arownd $19,000,000 annually, It is expected that the pro-
posed rate increase, based on 1931 traffic, would increase revenwes by
$2,860,000 annually, .

This road scems to offer no immediate problem and it secems
to ;regent the poseibilities of a soun,d basis for rimolng the large
maturity of lay, 1933,

NEW YORK CENTRAL Cn the list of the meturitiew furnished by the
RAILROAD COMPANY Bureeu of Railway Economics, llew York Central shows
only a nominal emownt of 250,000 for 1932, How

ever, there is a maturing obligation of a subsidiary, the Pine Creek -
Railway First lortgage 6's due December lst, 1932 in the amount of £3,
500,000, This mortgage has been assumed by the lew York Central Raile
road Company and is therefofe part of its obligations, There are also
some other smaller items inwlving bom!lu of various leased or controlled
companies ineluding the P, MoK, & Y. First 6's, which mature July lst,
1932 in the amownt of 32,250,000, Consequently, New York Central has
to make mrovision on account of its subsidiaries for at least 95,750,
000 in refunding obligations in 1932, representing amounts not listed
in the tabulation fumished by the Dureau of Reilway Roonomics.. These
figures are taken into account in artiving at the total shown in the
earlior part of this memorandun, |

However, the maturities form an exceecdingly mn. part of the
New York Central's problem, They are sald to owe approximately 240,000,
000 to banks, and to have ahead of them very large expenditures over
the next few years for the West Side improvement in New York and for
other large construction programs, It 1s estimated that they will need
to raise at an early date approximately $100,000,000 to cover maturities,
Digitized for FRASER o ey
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bank loans and oonstruwtion programs,

During 1931 lew York Central's net income from railway opera-
tions has been almost exactly out in helf, Assuming no change in dive
idend income the outlook is that they will Just cover their fixed charges
in 1981, It 18 estimated that the proposed rate increase will bdring
them in en additional 710,150,000 annually on the basis of 1931 traffic,
which amount is approximately one-sixth of their Present annual rate
of fixed charges,.

It should be noted that New York Central is wory largely
dependent on outside inoome, Mor the year 1930 total opereting in-
come was 057,000,000 and income from outside sources was 39,000,000,
Pixed oharges totalled 368,000,000 and taxes and other deductions to-
talled slighily over $2,000,000, The outside income. included $14,000,
000 in diviaends,l $6,000,000 interest from funded seourities, $4,000,
000 interest from unsecured securities and ‘sa.m.ooo from rents,
also several other large items of income from outside sources. Withe
out full supporting detailson the outside income, it is impossidle
form any estimate as to 1its probable variation in the near future.

Wew York Contral has very large resl estate interests in the
vicinity of Grand Central Station, They appear to have an investment
of some $14,000,000 in ew Yori Central Bullding end nearly $3,000,000
in the Hotel Biltmore, They also have an investment of $5,000,000 in
the Waldorf Astoria Hotel, in which latter bullding the New Haven also
has an investment of 95,000,000, It is sald that the seourities held
by the Mew York Central snd the New Haven in connection with their ad=
vances to the ¥aldorf Astoria are fairly close to the property in order
of lien and that a large pert of the investment in that bullding was
financed with a junior polltlnn.‘ It is also sald that most of MNew

| - 10 -
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York Central's interest in property in the Grand Central area is now
on a basis of mm.nnta and that where it does hawe 'my interest

in buildings, through advances made to stimulate construction, the
interest is comparatively small and well pt;ctocted. However, there
may be & situation here calling for further investigation if' a large
financing operation is considered in connection with New York Central,
for the reason that this company's interests in the real estate situa~
tion in New York may have an important bearing on its earning power in

‘the immediate future,
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NEW ¥ORX, NEW HAVEN The Bureau of Railway Hoonomiocs tabulation
& HARTFORD R. Re CO.,  shows no maturitios for New Haven in 1932 or
1933, dbut a leased road, the 014 Colony rail-
road, has a maturity of $1,000,000 3i% Bonds due July lst, 1932, This
emount is included in the tabulation at the beginning of this memoran=
dum, This is & well secured underlying lien. The maturity is a small
item, but New Haven has bank loans of arowmd $10,000,000 to $15,000,800,
They have been paying off several small hond-uoun during recent years
and have bheen makinz some advances on real uﬁto'doulomt‘ in the
Grand Central area including an investment of $5,000,000 in the Valdorf
Astoria lotel, as noted above, They have no earnings defioit as yet
and are oxpected %o earn about $3 per share in 19031,

NORFOLK & . Worfolk & Western has maturities aggregating 22,
JSTERN RAILWAY 326,000 in 19352, The road is in splendid condi-
tion finenclally and for the first oleven months of
1931 showed eamnings equivalent to J13 per share on the common stock
umhattﬂwrﬂmﬁrtbmuﬂﬂnwr&eﬁwm. This is
one of the soundest railroad situations in the United States end the
-1l - : I* :
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handling of these small maturities should be quite simple.

HORTH "ACIFIC This road faces no financial problem as yet and has no
RAILJAY maturities in the next two years, but will be faced
by the fact that Burlington, on vhich it has besn
depending so heavily for dividends, will fall short of earning its
dividends by at least 35,500,000 this year end will either have %0
reduce its dividend or borrow money in 1932, This is a problem vhich

may come up for later oconsideration.

ORBGON SHORT LINE Oregon Short Line has no Lmmedlate problems but

BAILROAD COMPANY &~ on August lst, 1953, will have to meot e 34,991,000
maturity, Utah & North Railway First 4's, These

are vory high-grade bonds secured by first mortgage on 484 miles of

line extending from Ogden, Utah to Butte, lontuna,

PERE MARQUETTE Pere larquette faces a matwurity of 93,000,000 on
RATLWAY A July lst, 1932, the Lake EIrie & Detroit River Divis-

_ ional 4%'s, a high-grade bond not disturbed in the
last reorganization, The Company does not owe anything to bdanks and
has enough cash %o take care of its deficits up to the emd of 1931,
but it is acoumulating @ very sorious deficienocy of earnings on mount
of the falling off of the automobile business on which it is so largely
depondent,

Pere larquette has fixed oharges aggregating around 3,000,000
annuelly, and is dependent for these principally on operating income,
its outeide income being quite amall, For 1931, the indications are
that Pere llarquette will not earn much more than one-third of its fixed
charges. The provosed rate inecreasc, based on 1931 traffie, is expeoted
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to add only about £1,000,000 edditional, so that even with this rate
inerease the road will earn only about two-thirds of u;s rixnd. charges.

Therefore, ths indications are that Pere larquette mny need as riuch as

$6,000,000,1in 1932, $3,000,000 for maturi ties and 33,000,000 for operate

ing deficits and various corporate purposes,

READING COMPANY It will be recalled that Reading Company was formerly
a holding company ocarrying oh railroad operations

through the Philedelphia & Reading Railroad Company, and coal mining
operations through the FPhiladelphia & Reading Coal & Iron Company.
In recent years the capital strueture has been changed, stock of the
Philadelphia & Reading Coal & Iron Company has been distridbuted and
the railroad operations have been consolidated and are now carried on
under the name of the Reading Company. Reading also owns about 53%
of the capital stock of Central Railroad of New Jersey.

Thia company does not face any mtﬁﬂﬁn until October ls¢,
1955, wien the Philadelphia & Reading prior lien extended 5's mature
in the smount of $2,643,000, !No data is available as to bank loans,.
Indications are that for the Year 1951 the Company will sarn l.4 times
its fixed charges, which latter item is at the rate of approximately $8,
600,000 annually., IHowever, the Company's e'ut.ddo income is substantial,

* aggregating nearly 95,000,000 annually, made up principally of $2,000,
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000 in dividends and $2,400,000 miscellaneous., Dividends from Central
Railroad of New Jersey have been aggregeting mm $1,750,000 annually.,
As Central Railroad of New Jersey has now passed its dividend, Reading
Sompany will lack this sowroce of income in the immediate future, . The
1931 income, without the dividends from Central Railrogd of New Jersey, °
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wuld have been equivalent %o apwoximately 1.2 times fixed charges.

8T, LOUIS On June lst, 1932, this roal faces the maturity of

SOUTHWESTERN £20,720,000 First Consolidated Mortgege 4's. This
RATLYUAY road has a total funded dedt of $62,000,000 bonds,

$3,000,000 equipneant obligations, and has guaranteed
nearly 35,000,000 bonds of subsidiaries and has a liability of $5,000,
000 as its proportion of other bond guarantees. The bonds maturing on
June lst, 1932 are secured mostly by a third lien end may be considered
as representing the top 405 of the bonded dedbt structure.

There is no data available, for the purposes of this memoran-
dum, regarding the Company's bank loans, except a statement quoted from
a letter of the Southern Pacific Company %o a stockholders' committee
on June 18, 1951, to the effect that floating debs approximated $9,000,
000, ‘

3%+ Louls Southwestern is now a part of the problems of
Southern Pacifie, since the latter company has already sequired a sub=-
stantial part of the outstending stook and has made an offer for addi-
tional stoek, it being reported that Southern Pacific owns, holds under
option, or has agreements for exchange with, 8t, Louls Southwestern
stook up to & total of 85% of the outstending preferred and common.

| It is eatimated that for the year 1931 S5t, Louls Southwemstern
will show earnings of approximately 90% of fixed ohnrsu,l which latter
are at the rate of around $2,800,000 anmally, including incomes bond
interest. It is estimated that the proposed rate inorease, based on
1931 traffio, would add 630,000 annually to earnings l'fa.‘..}l.lbl. for
interest.

The maturity of this bond issue on June lst next, apparently
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will necessitate a final settloment of the whole question of Southern
Pacific control of 3t. Louis Southwestern, and, if Southern Pacifie
gontrols and the road is to be taken into the Soﬁthern Pacific system
throuwh the acceptance, by the remaining stockholders representing a
15¢ minority interest, of the offer of Southern Pacific of three shares
of the latter company for each five shares of 5t, Louis Southweastern
preferred and one share for each three shares of 3t, Louls Southwestern
common, then Southern Pacifle will I-aoém the interested party in the
refunding operation, and the whole problem of ocollateral, terms, ete,,
will be very different from the one vdu.oh will be presented if 3%,
Louls Southwestern is t be assisted solely on the basis of 1is own

performances,

50 RN W, Except for equipment trust maturities amegaun-a
$4,000,000 MIIa Jouthern Railway hes no maturity
problems over the next fowr years. The Company does not owe any mer'
%o banks and has been able to carry itself so far in spite of the fact
that for the year ending December Slst, 1931, its earnings apparently
will be at the mate of only 73% of ﬁnd gcharges, which latter aggre-
gate apyroximately §17,000,000 annwlly, In: 1950 eernings available
for dividends were only $9,000,000 and dividends were paid to the extent
of J13,000,000, leaving a deficit of $4,000,000, In spite of this '
strain, the Company had $12,000,000 cash and $17,000,000 U, 5. Treasury
notes on December 31, 1950, During 1931 to date $6 per share was paid
on the commwon and Moathﬁ preferred, or & total of $10,800,000 in
dividend u;bunmnu_. Taking into account the uf!:ott in earnings
as compared to fixed charges, the indications are that Southern Railway
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during 1931 will have used up at least 516,000,000 of the $29,000,000
cash and Treasury Notes aveilable at the end of 1930, :

Apparently southern Railway can carry itself for some time
as far as defiecits are oconcerned, particularly since the proposed
freight rate inerease would add $2,745,000 annually on the basis of
1931 traffic. liowever, the Company faces the necessity of dragging
Mobile & Ohio, which in turn presents ocertain special problems, though
they are small in their effect on Southern Railway in proportion %o the
great wolume of business handled by the latter, and earnings acoruing
thersfrom, under normal business conditions, :

Southern Railway guarentees §5,650,000 Mobile & Ohio S8tock
Trust Certificates, ollling'for dividends at the rate of 4 annually,
Through the guarantee, these apparently are & definite obligation of
Southern Railway Company both as to principal anﬁlintmnt. lobile
& Ohio failed to earn fixed charges by $930,000 in 19350 and in 1031
will not even earn operating expenses, The situation of Mobile & Ohio
iz said to have been rendered espociaslly critical by the competition
of GCovernment operated barges on the lississippi River and the VWarrior
River, Southern Rallway will soon be faced with the problem of either
supporting Mobile & Ohio to the extent of iis entire fixed charges,
which aggregate approxmetely $1,700,000 annually, or losing the road
and 2till being saddled with the durden of the stock trust certificates,

Jouthern Reilway 1s elso contesting a suit brought by cere
tain Mobile & Ohio minority stockholders claiming that 9,000,000 in
dividends paid by lobile & Ohio to Southern Rallway should have gone %o
Mobile & Ohio stockholdera.
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Thus 1t appears that while Southern Reilway is a fundamentally
sound situation, which should come back quickly with the return of nore
mal business conditions in its territory, and while Southoern Raillway
in itself has no pressing financial prodlems, there are collateral
problems with relation to its interests in !obile & Ohio vhich may
call for specisl consideration. "

WESTERY PACIFIC This road has no maturitiecs, but it owes around
RAILROAD - $3,000,000 to 34,000,000 to banks and in addition

will need about $4,000,000 during the first half of
1932 to take care of acoruing defiocisncies, This company has kept to
the policy of putting the road in good shape end it has been exteniing
its lines northward to connect with the Great Northern extension South-
wvard from Klamath Falls, Oregon and open up a new lumber producing area,
vhich latter atep is rather wunfortunate in ti';'e light of the present |j
condition of the lumber market, The indlcetions are that for 1951 |
Yestern Pacific will earn only about one-quarter of its fixed charges,
which aggregate around £3,500,000 annually. This road 'pruents a rather
complicated systen of holding and subsidiary compenies and has a good
deal of construction work under consideration or under way and no doubt
will require & great deal of special investigation to determine what
type of security may be availadle for financial transactions.

In eddition to the db;:w. there are one or two other
situations vhich will need further conaideration later
on. As an illustration, Great Northernm has nothing 'muﬁ.g at the
moment but has a maturity of nesrly $42,000,000 in August, 1933 end
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as the problem of refunding this arises, presumably in the early part
of 1933, the matter of deficiencies in Burlington eernings will also
require consideration, Purthermore, Denver & Rio Grande may present
some problems at a later date on account of an order from the Inters-
state Commorce Commission to go through with its contraot to purchase
Deaver & Salt Lake for $3,000,000, and as Denver & Rio Grande, while
facing no maturities, owes about 91,500,000 to $2,500,000 to banks and
has a deficiency in earnings, the whole question of finaneing this
purchase in combination with existing bank loens end aesruing deficien-
oies will require speciel consideration.

12 !.’/31
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January 30, 1932

‘Hon. Bugens Meyer
1624 Crescent Place
Wﬂﬂhington’ De Cs

h Dear Mr, Meoyer:

\ Enclosed herewith is a memorandum covering certain broad

- features of the railroad financing problem, based on vhat I have .
been able to see in it to date., It seems to me that there are
certain broad problems ealling for fary early consideration, so

- that a pollcy oan be adopted in comnected with tho applications

as they come in. As an illustration, it might be thought desir-
able to call a conference of banking interests and @get some under-
standing as %o .the attitude of banks in connection with their
loans, I believe that the Interstate Commerce Commission will
defer action, without prejudice, in connection with applications
for ths repayment of bank loans and make recommendations regarding
other purposes in the thought that some general policy as to bank
loans can be developed before the specific question of any one
loan is passed upon by them,

' I am of the opinion thet we will be able to make some kind
) of very satisfactory arrangements with or through Coverdale &
Colpitts for assistance in the investigation of railroad applica-
tions, and this, I feel, will be a very happy solution, for they
‘.‘ are generally aonai.doreﬁ outstanding suthorities in such matters
*% and have a nationwide reputation.
!

v Sineerely yours,

HGMHF
ENCL
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MEMORANDUM ON PROBABILITY OF IMMEDIATE RAILROAD REQUIREMENTS

From the applications being presented, it seems clear that
many railroads will ask assistance for about the same general type of
purposes, Ilany applications will cover all of these purposes and
some will cover only a few, but it seens important to get a grasp of
the problem as a whole s0 that some common policy may be developed,

Aside from special problems inwlved in new construction,
completion of large construction programs, or special cases of small
roads, the purposes covered by the applications will be as follows:

1. To pay up accumulated audited voucherss

2, To meet maturities of equipment trust obligations.

3., To cover earning deficits.

4, To cover additions and betterments.

5. For the retirement of bank loans,

6. To meet maturities other than equipment obligations.

1., TO PAY UP ACCUMULATED AUDITED VOUCHERS, This situation is @wes~

ented already in the application of the Wabash and in the application
of the Erie. Wabash asks $5,000,000 for this purpose and Erie $2,000,
000. The Wabash situation represents the acerual of unpa id audited
vouchers up to the date of receivership and Erie represenis accruals
in excess of normal, The point made by the applicants is that they
sre behind on payments, that they are being pressed by creditors, that

the creditors need the money badly for their own purposes and have
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often assigned their bills to banks, deposited their accounts with
banks as collateral and in various ways become frozen themaelves or
assisted in freezing the banking situation generally throughout the
country. It is stated that meny of the large roads are in good shape
in this respect and not behind on their bills, but that many other
roads such as the Van Sweringen lines in general, the Frisco, Roock
Island, Mobile & Ohio and Wabash, are pretty well behind on paymentd

of bills, The names of these roads are given without authority except
that of discussion among informed circles, representing comment coming
through from supply men. It is reported that the emount of money
involved in this situation may be somewhere around $25,000,000 to 330,
000,000, In other words, 1t is thowght that the railroads as a whole
ars behind on their payments on audited vouchers %o this amount in

excess of normal, and that they are freezing industry, and indirectly,

banks, to this extent. It is possible that this proposition may in=-

volve as & collaterel an undue pulling down of cash deposits on the
part of a number of rallroads, thus making them sail very close to the
wind from their own standpoints end also affectilng the deposits of the
multitudinous banks in which their accounts are carried all over the
country, It is obvious that crediiors of this type become in receiver-
ship, to a considerable extent at least, potential holders of liens
underlying the bond issues, yet from a practical standpoint 1% does not
appear that it will be possible to finance them except on liens junior
to loans still payinz interest, or at least liens pari passu with those

of moat junior securities sti1l paying intereste.




2¢ TO MERT MATURITINES OF EQUIPMENT TRUST OBLIGATIONS, This problem

involves in the case of Wabash, and in the case of Seaboard,if an ap-
plication should be presented, a comparatively amall amount of maturing
equipment obligations already in default., The total amount of equip=-
ment obligations maturing during 1932 for ell of the Class 1 railroads,
is estimated at $110,000,000, A large part of these no doubt represent
the obligations of strong roads which can meet such payments out of
depreciation reserves, or whose credit is still good enough to permit
fineneing them through existing chammels. However, accruals from depre-
ciation charges are of no use unless the cash is available for the pur-
pose of meeting the maturity, end a very large number of roads may apply
for assistance in meeting these maturities. The applications will be
made on the theory that equipment is vital to the roads and also oun the
theory that the maintenance of the integrity of equipment trusits is vital
to railroad finance.

The question of making advances for the purpose of meeting
such maturities will present some specific problems as 10 security,
for equipment obligations are, o a certain extent at least, to be
considered as a prectical underlying lien, on the theory that the
equipment is necessary for the operation of the roads. However, there
will be eertain difficulties presented in attenpiing to continue the
lien on the equipment if money is advanced for ths purpose of meeting &
certaia maturing obligation, If the maturity is paid and cahcelled,

it would seem that in meny cases the remaining equity in the guipment,

sub jeet to later maturities, would pass under various morigages




through the operation of after-acquired property clauses, If the mature
ing part of the obligation is kept alive, either through purchase by

the railroad or by assignment to the loaning agenoy, it may be that a
lien on the equity can still be kept, but that this lien will be sub=-
ordinated to the liens of all later maturities.s The question of the
desirabllity and the practicability of trying to keep a lien on the
equipment will require a determination of poliey since it will be a

problem common to every application for this purpose,

d¢ TO COVER EARNING DEFICITS. It is the theory of the Railroad Credit

Corporation that impounded monies resulting from EX Parte 103, the
order authorizing the freight surcharges, will be available as loans
for the purpose of meeting operating deficits and interest require-
mentss This application is not available for roads already in the
hands of receivers, the funds may not be available to some roads at
a sufficiently early date, and the increase in revenues resulting

from these surcharges may not come up to expectations,--gonsequenily

there may well be many roads which will ask essistance for this purpose

either before, or coincidental with, applications to the Railroad Credit
Corporation, While each case will present® special problems, there may
be a problem common t0 all and warranting disecussion as to gencral

policy.

4, TO COVER ADDITIONAL AND BETTERMENTS. Aside from large special

problems of improvement oOr new construction, every railroad has a
normal program of small additions and betterments, and these are nors

mally met out of surplus income, It is therefore probable that each




road making an applications for an advance, these no doubt being prin-
cipally roads having a threatened deficiency of income, will request
assigtance for the purpose of carrying on these ordinary minor progranms.
It would appear that such requirements cannot be financed through the
Railroad Credit Corporation, though this point may require further
investigation. A%t any rate, the problem will be a common one presented

frequently.

Bs FOR THE RETIREMENT OF BANK LOANS. This problem is being presented

in the applications first coming to hand and it is a very large and
fundemental one, It inwlves the question of whether or not the banks,
which generally speaking are about the same group of'large banks, are
going to continue in their présnnt financ ial position with respect to
the reilroads or whether they ere to be repaid, In a few cases, where
receiverships are inwlved, the maturity of the bank loans has been

accelerated by legal action such as receiversiip. In most cases,

however,these are short-term loans not yet matured but perhaps mature

ing at & comparatively early dates, I% would seem that this problem
must necessarily be met in principle as a whole, and not piece~-meal,
though specific problems will be presented in individual cases. NO
exact data is available as to the amount of such loans except a general
statement that they may total somewhere around $260,000,000 for all

Class 1 reilroads,

6, TO MEET MATURITIES OTHER THAN EOUIPMENT OBLIGATIONS. This presents

the simplest problem of asll since the amounts maturing in 1932 aggregate

only $60,000,000 and for 1933 $181,000,000, Each ease is a separate
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and distinet one, involving questions of earning power, value of physical

property, character of security available, such as the possibility of
extending the mortgages securing the maturing obligations, possible
marketabllity of the obligations created and such speciflec questions
of a nature peculiar to each case. These maturities do not seem to
present the general common problems inwolved in connection with ad-
vances for unpaid audited vouchers, maturing equipment obligations,

or bank loans,






