
3ao Paulo ITorthera Railroad Oompauy, 

"Rio de Janeiro 

Caixa do Correio 363 

Pebruary 2nd 1920 

Meaars. L. Behreus und Sõhne 

Harmannstrasae, 

EiüiáBDHO. 

Cear Sira, 

We hear that you have given instruotions to Mr.Cordo 

to atart a legal aotion against our company ia order to get tae 

mortgage of tha debentures of the old Arara^uara Company reins- 

cribed. 

We are tunat aurpriaed to hear this as such a atep is in 

complete oontradiction with ali your former aots and a^greements 

in the matter. 

e will, therefore, remind you of the oircumstancea in 

whioh ^e purchaaed the railroad andour reapeotive poaitiona con- 

oercing that trausaction. 

7iheu our oompany was forme d for the purpose of making 

} 
a bid for that purchaBe, the railroad waa not earning aalf of 

the interest ohargea on the debentures of the old Company (aa is 
V 

proved 
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by the books of that oompaay whioia are aow cmr property) thougb 

in the proapeotus of issae of these debeatarea it had been erro- 

ueously atated that aaoh earoiaga wers materially auperior to 

the intereat chargea. 

It waa thos avideat that the oompaay coald aot be 

reorgaaised oa the basia of maiataiaing ( or reaewiag) the mort- 

gage deed of the debeatares whioh proviàed for a yearly fijced 

som of iatarest so maoh auperior to the earaiag oapaoity of the 

railroad. Maiataiaiag euoh a mortgaga deed with its olauaea woald 

have roadered a aew bankruptoy aaavoidable immediately after the 

firat oa woald have beea oloaed. 

Oa the other haad, the legal positioa of the debea- 

tares aeoared by that mortgage waa very weak». 

As you kaow, the isaae of those debeatares had beea 

aathorised at a meatiag of the shareholders of the Áraraq.üara 

Oompaay where oaly a miuority of the ahares waa raprasaated, so 

that the issaa, aot beiag legally aathorised, was void. 

Also aoae of the reqairemaata of the Braziliaa la^rs oa 

bearer aeoaritiea were complied with whea the ârarE^aara Oompaay 

issued these debeatares, whioh did aot bear aay sigaatare oa be- 

half of the Oompaay, They were therefore void ( as e aaaaimoas 

deoisioa of the Sapreme Tribaaal of Brazil deoiddd a few moaths 

ago.) 

The orllaary oreditors of the Araraqadra Oompaay were 

well eware of thoae faots aad were prepared to take steps to try 
0 

aad elimiaate the dabeatareholders, or at least to greatly redaoe 

their olaia:s, aaless a satisfaotory settlemeat ooaW be made with 

• A • 
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them, takiag luto accoaat the weak poiata of the debantoreaoldera 

posltioa. 

■7e tried the a to set ap a reorgaalaatloa a chame 

throagh whioh the varioue intereats ia ooafliot tnight be rscoaoilet 

Saoh aa end could aot be attalaed by purohasiag the rail- 

road ia oash as the aaximum amouat of moaey that ooald have beaa 

paid for it at aaotioa would heve beea iasuffioieat to make aay 

paymeat to the ordiaary oreditors (aalesa thea woald have firat 

obtaiaed a Judiolal decisioa decleriag the debeatares void aad 

thaa prevented their holdera from participatiag ia auoh payaeat). 

Oa the other haad, by payiag ia oash the priority olaims 

saon as "reolamapoes reiviodioatorias",traasfer taxes to the 

State etc  aad by giviag aew seoarities to the dobeatarehol- 

dera aad to the ordiaary craditora a reooaoiliatioa of the ooufhct- 

iag iatereata appeared aa baeiag poaslble. 

It waa howaver aeoeaaary that the aew seoarities to be 

offered to the ordiaary oreditora ahoald have, if aot aa aotaal, 

at leaat aone prospeotive v&lue. 

Thia waa impoaaible if the mortgage of the old debeato- 

res waa to be maiataiaed, viz;- if the aew dsbeotares to begivea 

to the debeatareholdera were to be aeoured by a mortgage similar 

to that seoaring the old debeatarea, aa aaoh aa arreagemeat 

would have atopped the growth of the railroay aad of ita earaiagaj 

siace it woald have beea impoaaible to eall aew debeatares of the 

compaay adqairiag the railroad.(Seoarities jaaior to saoh a heavy 

mortgage debaature issae woald evideatly have beea eatirely aase- 
cared, if aot valaeleas, aa the earaiaga of the railroad were 
aot evea saffioiQat to oover the iaterest oharges oa that issae.) 

If the ordiaary oreditora were to be paid ia seoarities 
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whiob ooald reooive au iaooaie oaly after the acoamalated intereat 

oa tbe entire amouat of tbe old debentures Tfould bave been paid, it 

waa, tbarefore, avideatly Deoesaary, ia order tbat auob seourltles 

migbt bave aome value, to maka arraQgemeata ia ordar tbet tb» growtb 

of the reilroad (aad tbe ooaaeqaent iacrease of its earniags) shoald 

aot be atopped, ao tbat tbe ordiaary orsditora migbt bave bopea to, 

one day, receive aome dividenda and soe their new aeoaritiea adquire 

a market value. 

If a mortgage ideatioal totbe old one bad been oreated 

to aecura tbe aew debsatures, givea ia paymeat of tbe old oaea, tbia 

would bave been obviouiy impoaeible ainoe tbe growtb of tbe rail- 

road would nave been atopped. 

Tbe idea of giving to the uew debentures a mortgage identioal 

to tbat of tbe old debentures baing tbus disoarded aa unpractioal, 

tnere were two waya open to raoonoile tbe interaata of tbe debenture 

boldera and thoae of tbe ordinary areditors# 

I.- Tbe firet way wea to reduoe tbe face value of tbe 

new dobenturea (giving, for instanca, a new debenture of ten pounds 

for every old debenture of twenty pounda), tbe amount neoeaaary to 

pay tbe yearly intsreata on auob a reduoed isaue of debeaturas being 

only one balf of the amount neoeaaary to pay tbe intereats on the 

old debenturaa iasue. Tbe ordinary craiitora would tben bope to, 

inaide of a reaaonable lengtb of time, reoeive some return on tbair 

new securities. 

II.- Tbe aacond way was, not to reduoe the faoe value of 

tbe old debentures ( tbua iasuing new debentures of twenty pounda 

as against tbe old debentures of the same nominal value), but to 

issue new unsecured debentures inatead of mortgage debenturea. 

w 
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It woald thas beoome poasitle to oreate an" aell other 

àebeaturea gaaraateed by a mortgage ia order to permit fiaauoiog the 

ooQstrviction of branch liaes and extenaiona of the existtng railroad 

and so to inoreaae its aaminga. There woald thaa be saffioieat 

probabilities of inoome returna to the ordlnary oreditora to tuake it 

possible to obtain their oonaent to a aoheme raoonoiliag In that 

manner their intereata with thoae of the old debantareholdera. That 

sscond ayatam waa ia faot alopted in the reoent reorganisationa of 

moat of the large railroad oompaaiea;- Saint Loais and 3an Franoiaoo, 

Brazil Railway eto..   

"Then o ar ooopaay waa formed we diaoaaaed toe two ays tema 

above oatlined with yoar repreaeatative, Mr. Littaaun, since it waa 

indiffarent to our company on whioh one of these two aystema we woald 

base our bid. Mr. Littnann however deolared to as thet you were, 

withoat aay doabt or heaitatioa, ia favoar of the aeooad abatem ea 

a^ainst the firat one aiaoe it made it poaaible to avoid any perma- 

aeat loaa of capital or of iatereat to the debeatareholdera: with 

that ayatem they woald oaly auffer a temporary delay ia the paymeat 

of their coapona, but woald fiaally reoeive the entire amoant dae to 

them ia the waa of iatereat before the orlinary oreditora of the old 

company (or the ahareholderea of the aew oompaay) ooald reoeive aay 

paymeat-/\^ 

We thea deoided to preseat a bid baaed on the seooad syatem 

above oatlined, at the aame time as we formed a ayadioate to olfer 

15 millioa fraaoa for the railroad ia oaae it woald prove impeaible 

to obtain the agreement of the Ither intereatea partios (ordinary) 



- 6 - 

creditora, etc ) to oíir other bid. 

ihe üutter ^aa tnen aettled bef.eon ua and ;:r. Ilttmann 

inforrod us taat you ontirely agreed wlth our x^oapeotlve bid. 

.» our flnanoial arran^eitiaata wero .dlfferect for the case 

wüere we írould purohase the railroad ontirely In oaah and the caeo 

^hre the bid above raferrad to would b© aooeptod and, in caae euci. 

bid waa aocepted, T?a did not jriah to tia up too large aü ^ ount of 

our íunds laiaidiataly, wo took atapa to obtaln a loan frors the 

.ioci.'té anôn^nne Leu ft Cs. o:' zarioh ia ordor to provida for nart of 

the -roney neoseaary for the flret expsnaee in oonneccion wlth the 

purchaeo on the baaie o? the bid raforred to. 

xhat cosi aay opened ue a credit on the baala that, ao t aon 

*a the aale would havo talcon placa and the nortjjagíi «ecuring the old 

debanturoa "fould have baaa oanoellod C ao every auch mortç.age nuat be 

oaacellad aftor tue Judicial aole of tua pTOperty-nortgagod; a na 

ffiortriage would be made to aeoare a nm ioaue of dabonturea, purt f 

whioh would be depoolted in guarantee of the credit orten to ua. The 

balance of auoh debenture laouo wae to b© uded for the general pur- 

©haoao poeea of the comiony, bullding branoh linea, etc  

in vlew of the very b»d financial conditlona then exloting, 

it waa oonaidered advisable to limit the authorliied areount of sach 

new debenture issue to 3 1.000.000.00, bar our coapany rorainod fre© 

to repay and repluoe it by a largar issue of nortgAge debenturea es 

soon as financial ooodltiôua in general 4tnd the oredot of ^our coicpan; 

would perrait. 

Our intention waa to aoon after^arde float a nvff 

0 2.000. :DO.00 a.ortgage debenturea issue, in order to repuy tuat -i st 
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l.OOO.OOO.OO debenturea laaue and to finança the building of varloua 

branch linea and extenaions of the rallroad ^hich -.ve were contempla- 

ting eto...* 

fou .vere kept closely poated as to'the detaila of tlxat 

transaotion and entiraly agreed vrith It ao that, on behalf of the 

Société Anonyme Leu à C you finally guaranteed to the Banco do 

uommercio e Industria de 3ao aulo ali the payi-enta to be made in 

oaah by our oompany in conneotion wxth our bld. The Banco .do Uon- 

mercio e Induatria de 3ao Paulo gave in their turn their guarantee to 

the Judge of the bankrupty in January 1916. 

At the eame time you sent instructlons to the Banco do 

Coiamercio e Induatria to have the aiortgage securing the new debenture 

iasue, above referred to, inscrlbed as aoon as the sale would have 

taken place and ie would wish to take advantage of the credit open to 

u.8 by the Société ^nonyme Leu à Cá., ( The Banco do Commercio e In- 

dustria has confirmed thie to ue in writing.) 

Áfter we nad thus come to an agreement with you on that 

baels you sent instructlons to ür. de hote, your reureBentative in 

3ao Paulo, ia order that he should aupport our bid when it would be 

reprasented, 

ür. de hote, prefering hxroeber to aupprt the bld of an- 

other group refuaed to follow your instructiona to that effect ;nd :a\ 

ua an excuse that he ob^ected to the fact tnat the debenturea to be 
> 

iasued in paynent for the old ones would not be guaranteed by a mort- 

gage. 

7 
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iou theB re^lacad hirn by ir. -/iesiager, 

Aa Sár, iaaingor also appeare Iriolined to favour another 

bid, and declared that he waa not prepared to support oara (givliig 

the aarae excuae as Kr, de Hote, vlz:— that he objeoted to the new 

debe.iturea not being raortguge debentures; youjc replaced him by Wn* 

íeber and gave to the lattor instractione to support our bid ( pre- 

vided, ot couree, that, at the auction, no bid '.vould be preseuted,that 

the three liquidatora, the Curador das Kaasaa and the Judge '.'ould con- 

sider as better thoA oura for ali the oreditora of the ..raraquara Coa- 

pany.) 

üur bid ama however consldared by ali theae gentlensei; us 

better thaa aay of tne other bida preaentad, either froza the point of 

vlew of the debentureholdara, or from that of tne other oreditora, 

sinos the fact that the new debenturee would not be morttage aebentures 

perraitted to reooncile the vurious interesta in oonfliot. 

The fundaraental basi» of that bid and of its being accepted 

^as thus tnat the new debenturea given in payrent for the old debe..— 

turea ahould not be seoured by a mortgage. 

It waa so obviously solely on acoount of that feature of 

our bid that it waa poaaible to reaoh an agreenent with tne other 

oreditora of the old oom^.aay taat the âu-<lg«# whea authoriaing the aale, 

terrtlnantly forbade that the new debenturea ahould be guar&nteed by a 

mortgage. 

un the other hand, after our bid had thua been acoepted and 

rendered effectlve, your representative, Mr. litt-rjann moat dlatinctly 

inforaed us on several ocoaeiona of your ooaip5.ete agreesaent on the 

itatter. 
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-ou, yjuraelvas re eatodly dll t.© au-re, «xplicitly ot irü- 

pllcitly, as for Instance -rtsxi you au.. asted to ao t .at our cootract 

witia th# QoclCiê aioayme Leu a C». enould be tratuefered to your fira. 

to aua up tce oisuatlon : 

let)- .ou a^reed iaoet poaltively tnat tho Be^ debea- 

tur«« of ou^ «oapaay to be 1b ;>u. teiit 01* t le ol^ de-, e-.t jroa n .ouiú 

aot b« mor^uge debenturea. 

2nd)- íou Trare iaatruaeatal In iBtroduoing cur bld 

fraaiad «loag tuoae líaoa to t..o Baaoo do .:or ciaralo o Industria. 

2rd)- ou guarunieed taut bld, 

4tu)- ou took atapa to aav© a bow ortija^ e croatad to 

guaraateo tii« aew debenture iaaue ( whioh iia.a aot to ba piron to tha 

toldara of tbe old d^benturoa) no llait being fixed to the m ount of 

the aubeaquaot aortgage debanturoa leauoa. 

5tii)- ou diettlanad two of your rerraeentatlvoa be- 

os-uao ttay objactad to tbo soa. laortga^e feitura oí our bid. (Wa bo^e 

wrlttaa proofa of tbece facta. 

6tBJ- The faot that no mortgaga would ssoure the reTr 

dabaaturaa ntkm tha ground on ^nlch that bld wae aooaptad and, 

7th^- iha Judga of tha banitrupty, ta.clag the above it- 

to conoideràtloa, forbada tàut asy a.rtgaga/ almllar to the old oBay 

ahould oecure tha navr dabanturas. 

j.nd novr four yoars aftar the aale üaa takoa pl<ACo you give 

posara to a layyer to take stej o to havo the caortrp- a «ecuring tho old 

debentureo reiascrlbod, thuo actln^ in ;o j late contrudictlon «fit; 
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^ a. *. 14. <4^ - «-o 

ali your fcsxoaut forsar aots and agroemeat on the mattor durlng those 

four years or bafore: 

If auca lasvruotloaa ooald be oarried tarough, thay '.vould 

cuuse a very great and un^uat prejudioa to our company, almoe it 

would meaa that our dabenturaa, ciivea to the old debecturebolderiB, 

svould be void and that our oompany afould have the sume ixeavy fixed 

ehar^es wnlch caused the bankrupty of the old oompany and whicb the 

Ecost ordixmry oojüon aenoe would huva prevanted ua from aoceptin. . 

e íaust aay that the icipresalon oaused In iao ãolo by 

your action uao beon very bad aa .t is oonaidered as a fla^raut 

braaoa of taa oontract aolenmly antered into bst-reen your firm anr 

the ropreoantatlves of the varlouo other interests oe Vc .ruary 7th 

1916, srhlle overybody icaovíB ia Suo Faulo that you were in complete a-re- 

aaant with taat contruct «ua tue v.irloue facte related above ure there 

a matter of public knowled' e, 

it woold really be too ©asy if one oould thus ni.ke a 
♦ 

transaotlonal agreeaant, obtuinlag that the other party .ould gire up 

part of his claima ul . ainst one^ oorroopondiug a^oriflceo axd if 

aíter^arda one oould olaim the aame ri^hta aa one aad theoric.illy 

before the tranauctional agreenent,(though such theorlo^l ri hts 

íLight eaaily been deatroyed by the other party if the tranaactlon hud 

not been made, ) ' 

Oí course no tribunal oould serioualy coneider auoh a 

dojiund oince taere ia « Judgement, conflrmed b;. ú final decieion in 

uppeal, forbiding thut the new debenturee should be Uarunteed by a 

mortgu, e. 

.a ure therefore not afrald in the leaet as to the oon- 

aequaneea of your aotion (ali the more ao thnt ve can easily rove 
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ali the faote jantlonod above), but we full to uaidoretand way you 

have declded to adopt suoa a hostlle and unfalr attltu.de a^alnat our 

co-n any, and thla In fia, Tant braeoh of ali your previoua u^retaionta, 

i1 • 
publlo or private. 

In hearlng of the suit etarted on your behalf by !ir.Gordo, 

?• have sont you the followimg cable to nklch we are e-.íalting your 

rsply: 

^ Gordo noua fait prooes «* votre non, dieant (iue 

" payaaea auoun ooupon dee obllc atlone et que vous 

H êtee pa» d^ccord avec aotre aohat oherBln de 

H fer otop Tálé raphiez iramedlate ent ai approuvez 

" ces actes de votre reproaentant pour que pule- 

^ alons u^lr Immédiatement en coneéqueace, défen- 

" dant noa droits avec docu.nente en notre possea- 

" Bion11 (a) ^'o^the^n,,• 

r.3, e will be obliged if you will addreaa your lettere to ua In 

Youra very traly, 

3ao— aulo Northern Railroad Gom-.Any 

future at the followlng addresa ; 

" Jao /aulo liorthern Eailroad Companj'" 

Caixa do Correio, 363 
\ 

J\i0 de Janeiro, 


