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Washington, De Co
December 8, 1937

HEHORANDUM

From: Hex Lowenthal
To: Sangtor Horris

The receiwvership of ths St. Paul Reilroed continsud from
1925 to 1928. The receivership was begun on Wednesday, March

18, 1926. On the preceding Sunday, the bankers! lawyers were

s

in conferencse in thelir FHew York office with Ralph M. Shaw, Chicago

lawyer of the firm Winston, Strewn & Shew. Shaw went to Judge
Wilkerson to ask hin if he would be willing to take on the re-
ceivership, snd to suggest to Judge Wilkerson who the receivers
should bes. Judge Wilkerson appointed those receivers.

The benkers were Kuhn, Leeb & Company end National City
Company (effiliaste of the Wetiomal City Bank) of Wew York. Their
gttorneys were Cravath, DeGersdorii, Swmine & Woode The judge~-
knowing that Shew had been brought into the csse by the bankers,
appointed him as sttorney for the receiverses

The Kuhn, Loeb plan for reorgsnization of the St. Panl was
put through in 1928, at & total expense for bankers, lewyers!
feos, etcs, of sbout seven million dollerse The plan was so
poor that withir seven years the roed wex back in bankruptey,
end the bankruptey receivership (begun in 1935) was slso taken

charge of by Judge Wilkersons
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The Kulm, Loeb reorganization was attecked by varioue
independent groups. The bondholders! defemse commlttee
oppoeing the plen repeatedly asied Judge Wilkerson to conduct
an open, public heering on the Kuhn, Loeb plane. Judge Wilker-
aon repeetedly refused toc do so until the bankers were resdy to
have such hearing, in Deceomber, 1926 The ground for rejecting
the request of the independents ias thet the plsn could not
properly be brought befars the court until after the property
had been sold to the banla;-ers' representatives et the end of 1526.

However, In October, 1926, the bamkers'! attorney, Mr.
Cravath, wrote %o the receivers' attormsy, kr. Shaw, consider-
able data sbout the Kuhn, Loeb recorganization plan, defending
it against attecks end showing how wonderful s plan it wase.
Cravath asked Shew to bring those feets %o Judge Wilkerson's
pttention. Shew wired the next day he had sttended to the
matter. Evidence shows thet those facts were not brought out
at eny publioc waerings at thaet tims. Obviously, the bankers
had pleaded their cmse in private smd sgecretly, before Judge
Wilkersone Despite the fact the Jjudpe wma willing Yo do smo
in Gekober, 1925, for over 13 months he refused to let opponents
of the plan aergue the matter before him, even in public.

In addition, letter after letter from Shew to Crawvath

and other membere of his law firm state in effect thet Shew
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atood reedy st sll times to carry out the wishes of the
bankers and their lewyers in the receivership. Letters also
show that the bankers attormeys fully aveiled themselves of
this secret pipeline to the receivership estate and to Judge
Wilkerson.

The record before the Senasite sub-committes also shows
thet independent ocmmitbes who applied to Wilkerson fox
permission to intervene as perties in the receivership pro-
ceedings wore turmed down by him. All application by in-
dependents for intervention wers opposed by Guaranty Trust
Company, of Neow York; g3 trustes undsr ths principal bomd
mortzepe. Guaranty Trust Company has selscted as its Chicago
lewyer, aftsr conference with the beﬁﬂcors‘ attorneys, o Mre
Tenney, who wes a former law sssociete of Judge Wilkersone
Guaranty Trust Company claimed that es trustee under the bord
issue, it had the sole right to speak for all the bondholders
in the court proceedings, aud that no bondhelders hed a right
te intervene to speak for themselves. The independent som=~
mittee said the Guarenty Trust's conduct in the recsivership
on a4 muwber of conorete issues played into the hands of the
bankers end their reorganization plen, and lmrt the position

of the bankers! opponents.




HEMO
P 4
12%/37

Guaranty Trust Company countered this argumemt by say-
ing that it wms impartial end neutral end was not taking
sides ocn the reorgenization plan. During the enftire period
that Guarenty Trust wes so arguing, it was acting as depository
for bonds under the bankers! plen, end recsived for this ser-
vice from theo benkers epproximately $133,000. Guaranty frust
Company alsc had seorstly made n desl with Enhn, Loeb so ms %o
got, through the patromage power that Fuhn, Loeb had, ome of the
new trusbeechips to be created under the Kuhn, Loedb reorganiseticn
plan. Thig gave Guarsanty & fee of $60,000, es soon sa the Kubhn,
Loelb plen was put through. In addition, Guarsnty pot a fee
from Judge VWilkerson of £125,000, as trustee under the ald
wortgage. All told, Gueranty got fess of a third of & million
dollarse Gueranty's lawyers in New York (Devis, Polk, Wardwsll,
Gardiner & Reed) got $250,000, and their Chicage attorney (Mr.
Tenney) got $75,0004

At the conclusion of the hesrings, December eighth, Senator

Trumem suggested this wes & metter for considersation by the

House Judiciary Committes, for impeachment proceedings.
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In 1928 the Interstnis Commerce Jommlzslon conducted
an invesgtigaticn of the £t, Fsul rieceivership. The one
man who knew the facte in the perlod Tfrom the Sunday
conference at tae office of the bansker's lavyeras to the
tlme of the 2ctusl forasl spotlintrent of recelvers =gs
Ralph Shaw, He =3 2olng %o be pul on the withess stand
in the Interstate Conwmeree Joamisslon hesrings. He was
then atlorney “sr the recelvers., [z wrote te the hanker's
lawyers %o ack thew how e ghould testify. They told nim
not to voiuntesr any ianforsmtion, onat facts should be
aoft-pedaled, vwhat tezgtimony ne should zguard himself ngalnat
giving.

when the 5t., 2anl went into hawiruptey in 1936, 1te

managenent oncosed the 7 Tnrt of Congress %o meke mandatory

the zpoointing of trusseeas 2f 4 panorunt rosad snd to ellimi-
nate the previous provialon of 3egtion 7?7 of the Bankruptoy
a0t leaving thiz within the dlacration of the dourt, The
Gourt {Judge “ilkeraon) had salready exerclsgod discretion
uvider the exieting law by lettlang the old management control
the property while 1t wae in bankruptey. In August, 1935,
Congreas paseed the amendment and 1t became'ﬁecessary for
Judge wilkcrson to apooint truevees, He apnointed Henry A,

Yecandretti, uresldent of the road, az one of the truslees,
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Refore the apnolntment went through, the Independent Bond-
holders agoked for the vroduction of Sezndrett'sz flles
showing =l1 cerregpondence bearingz on hie selection =z
presldent in 122¢, {ne [ndenendant Bondholdere clzimed
that he w23 too clogely aifiliated with the bankere and
wag chosen by thews, =candrett esld under oath that he
had no flles and no corregpondence leading up Lo his
selection 23 presgildent, The bankerty sttorney, who was

in Court =ni =ctlog ez sttorney for the =i, Faul, told

the Géurt that Scandrett nud Leen seleeted as president

on the recommendation of dark robvter, onz of the wen who
acted ag recelver in 1625-1524, In fact, however, the
attorneys for the banzxers hed been very active in getting
Seandrett selected as president in 1527 z2nd 1328 znd
Seapdrett had in nla filles over thiriy letterra and tele-
grama betrzeon himself and the bankera or thelr laryere on
the gublect, Hot only were the Court and the Commlaslion
misled on thle noint, butl the Senste Interstate Jonmeroce
Committse was similserly mislnformed by Zcandrett for eight
aonths after the Committee firat sought to et his file

on the zublect, Scandrett was mzade sgnd 51111 in one of

the trustees in baniruptoy of the rosd.
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The memorandum, of which a copy is hereto attached, has been sub-
mitted by me to Hon. Hatton W. Sumers, chairman of the Judiciary Comsittees
of the Fouse of Pepresentatives. The merorandum coniains a summary of
evidence in the record of the hearings of the Wheeler Suibcommittee of the
Senzte Commitiliee on Interstate Commerce. The evidence relates to the
St. Paul railro=zd, whose affzirs were included in the subjects for in-
vestigation a2nd heering by the Subcommittec.

Certzln documentary and other evidence relzting to the receivership
of the road beginning in 1925 and to its bankruptcy beginning in 1935
incidentally touched upon the conduct of Judge James H. Wilkerson.

In the unavoidable absence ofSenator Wheeler, I presided at those
hearings and heard the testimony. I deeﬁ it my duty to czll the facts to
the attention of theGovernment branch which has initial jurisdiction
over the subject of the lmpropriety of the activities of any Federzl judge.
Tnat branch 1s the House of Represcentetives, which in the first instance
acts on such matters through its Judiciary Committee. TFor this rezson
I have submitted the memorandum to the chairmsn of that Committee, whose
o experience 1g wide and of long standing, =2nd who will best be able to

determine whether or not the facts czll for further inguiry or action,

and if so, of vhat nature. Such guestions fail within hls prévince, and

I am of course restricting mysclf to the discharge of my own duty to bring
before him 2 summary of the data elicited at the hearings at which I

vreslded, incidentally bearing on the conduct of the Judge presiding in

thoge proceedings.




