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Managers and Supervisors: 

With continuing help from government, customers and employees -- much of which 
is a1ready comm~t ted - - a 3,500 mil e IfMi 1wa ukee II can p roduc e i neome fromIf 

operations in 1982 and a profit heginning in 1983. The profits 0t the slimmed­
down version of the Milwaukee Road will increase to levels hich meet tbe 
criteria for return on investment set by the Interstate Commerce Commission. 
Ultimately, "Milwaukee II" will be. able to support itself without ouU,ide help. 
It wonlt even need the earnings of its Milwaukee Land Company subsidiary. 

These are some of the inaications of new forecasts in a comprehensive report 
which Trustee Richard B. Ogilvie filed today with Judge Thomas R. McMillen of 
the U. S. District. Court in Chicago, who is overseeing the railroad's 
bankruptcy reorganization. Judge McMillen is expected to hold hearings on the 
Trusteels report in early June. 

"This new analysis prompts us to reaffirm our concl\'5ion that the effort to 
reorganize I Milwaukee II! should continue," Ogi 1vie sa id as he filed the 
report. "Liquidation is not in the best interest of either the creditors of 
the Milwaukee's estate or of the public generally. Sale of 'Milwaukee III as a 
whole to another railroad may ultimately prove to be. a good move, but right 110\0,' 

that t s an issue for the future." 

Prompted by the ICC's denial last March 19 of the Trus tee! S origina 1 
reorganization plan, the report contains an evaluation of events which have 
occurred since the original plan was filed in August, 1979; updated market 
analyses, new revenue and cost data and forecasts; and an outline of the 
actions which OgilVie recommends for the future. The report represents a new 
edition of many of the elements of the original reorganization plan. 

Ogilvie indicated last month that before May 15 he would file with the Court an 
analysis of three possible .future courses ct action: proceeding with the 
reorganization on the basis of "Hi lwaukee II; 11' at tempting to se 11 "Hi lwaukee 
II" as a package to another railroad; or liquidating the estate's rai 1 
properties. Todayt s report to the Court isn't a new plan of reorganization for 
the Milwaukee,- although it contains much of what will be the basis for a new 
plan. Early next year, according to the report, Ogilvie will file with the ICC 
and the Court a new reorganization plan which will meet the objections the 
Commission had to the first one. 

Here are some of the highlights of Ogilvie's report, which run~ to aboul 100 
pages of text, 50 pages of exhibits, and a confidential appendix consisting of 
lette rs of commitment from 90 shippers and other documents wilicn a re be iog 
circulated to the persons most closely invol.ved in the reorganization 
proceeding under the terms of protective agreements: 

The restructuring of the Nilwaukee j s physical ope-rations has 
materially reduced cash outflo...' ano has already hegun to m<lke the Hi l\;'(l1lkt'e an 



-j 

;, .. 

", I 

effective competitor. C1Sh forecasts current ly indiclte lh"t tlw ~Ii !\,',lUkCt' ('<Ill 

be operated for the n>maind{'r vf 1980 .... j lhollt htHTo.....'lng funds (ol" ,,'(\rking 
capital beyond those already 3uthori7Pd.· St,ll to (''''1\~> -Fr','!!~ th t , ~':':~,',:;1 

Railroad Administ.ration t(, help :;;upjJort .....·orJung \-apiLd is a S30 Ill) J linn loan. 

"Milwaukee 11" ;"'tll lose only ;lbolll $39 miliiOIl from I1pt'r:1ti\,ns 
between May 1 and Decemher .11, ]980, rL:-; allother $31.5 milJjl)n ..,hich r~';dly 

represents expenses 3ssoLiateJ wi.th tot' rt>h.,bi.l·i.tat,011 of track. l'-'c'omuljvps 
and freight ,ars, "Nl1wauke(' II" \-;ill jn,)d~]('e d defi,'it ill {let i{lc,'me c)f $7.:2.:3 
ml.llion in 19B1, which again !'eflecls substantia] rt'habi 1 i tation; \-;i 1 J prodllce 
a net income deficit of $17.5 million III i982; but will produce positiv~ n~t 

income of $24.3 million LII 1983 and $40.9 million ill 1984. In jl)7S ;Jlld 1979 
combined, the M.ilwaukee Road lost more than S200 million. 

"Hih..aukee II" \,.. i 11 produce <} return on net opl.>rdting inveslment of 
12.8% based on its book valm' of $431 mj1l.iull and its prc'.jcded net r;llh.-av 
operating income in 1984 uf $54.6 million. The ICC rejt'cteJ the' Trll~t.t>e's 

original reorganization plan in part because it didn 't sho.... that "Hi lW:HJkpE' J 1" 
could reach an 11% rate of ret.urn. 

Only minor modifications should b~ made to the route structure of 
"Milwaukee 11 11 heretofore planned, assuming that government and shipper 
financial assistance will be available to rehabilitate certain lines and to 
re'luce the Trus tee's cos t of providi ng equ i pmt'nt , The Hiles City lult' is 
marginal but should be maintained in the pllblic interest. Alternatives to 
continuing the New England and Sisseton branches of the !'liles City 1 i.nt' :He 
being explored. Grain 1 ines in northern Iowa and sOLlthern t1illlleSuC'l .ire' 

positive cash contributors and are likely to be profitahle. They ~jl1 r~mdin 

part of "Milwaukee II" if necessary state and shipper rehahilitAtion assistance 
continues, To eliminate "Hilw3ukee 11'5" lines to 1\.311sas City or Louisville, 
as has been discussed by the FRA, would he to ha rm "Hi h,'3ukp{' I I" b,)t h 
financially and st rategicall y. The State 0 f \.,'j scons i n int~ll.-ls to add th~ 1inc 
from Madison to Richland Center to the network of brilOch 1 Illes it \"i 11 acqni 1'<". 

A study is under way to dc>termine whether some of "tli lwaukee II's" sel'Ond:lry 
lines in southern Wisconsin may be eliminated. '1'11<> report contf'mplatcs 3 

"MIlwaukee II" of some 3,500 fili les of 1 ine 31ld operating rights. 

If a contemplated sa]{'-aod-le<lseh:-lck program ('an hC' implcm('nt(',] l,.. 
finance t.he rehabilitation of locomotives and cars, Lhe on.lv fed!:')'.'! 1 
rehabilitation assistance needed in the future may be to l'omplete projects on 
tlMilwaukee II's" Chicago-T....'in Cities main lint> and to rehabilitate lts coal and 
grain line from the Twin Cities to Niles City, and to upgrade its line fmm 
Milwaukee to Green Bay. Applications are pending with the FRA for f'lju'i.pment 
rehabilitation and for fllnds to upgrade port.ions of "Milwaukee 11's" Chic,go­
Twin Cities and New 1,1 sbon-Wausau lines. 

The suggestion that il $72 million tendt'r offer be m'ide for Uw 
Milwaukee's mortgage bonds will r'emain part of the phln of reorganizatioll but 
is contingent on interim federal financing w'!li eh isn't assured, The {'a$!I ­
forecasts in the report assume thJt the tender ,) [fer <,,'o\llJ be f ill,lllced in ] 9S 1 
from the sale of property from the esLatt> ,",'hi dl i. sn' t part 'Jf "NJ h,'<lllk{,c II." 

Under the allspi ces 0 f Llw FRA, mall.lgt'lIwnt <.Ind 1<lbi))' r('!' «'ode'lt t .I t 1 \'CS 

have formed a task force '...-hich is identifying ,-inc! planning to jllll,l"IiI~'llt ,1 ~,i<ll' 
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range of improvemt>nts In pl-oJuctivil)'. Alrc~,jdYl SOlnt' changes .lrc belng lH.ldc ,l!l 

all experimental basis. 

"Nilw'311kee IT" IS providin,g st'rvin' fOl' 74"/.., of the shipml"lIts which 
the entire Mih'i111kee Road carri.ed j Jl 1979. .\tlOul 40';;" l)f rOnnel" ~!J \ ....·.1ukee 1\0,'1.-1 
shipments have service ei ther thr011gh "/'h 1"'8Ukf't' ] r," through 0p,'r:Hllln~ 

performed by other rai! roads under ICC 01- {:ourt orders, or bec,1usf' atht'l' 
railroads have bought former Hi ]"'.1ukee Rhid I iJles. Future sale .3gn'elll{'nt~ 

,",'hich are expected to take place ,,;il1 bring lb~' total coverage to 97,!~. NE',lrly 
all sales which have been negotiated to dat<" \"l11 he consummated dr,HUH} thE' end 
of 1980. 

Sale of the Milwaukee's profitable MilwaukeE' Land Company subsidIary 
may be desirable and is being investig3tf'd by the TrusteC'. NOIW of the 
proceeds of such a sale have be('[l included 10 tilt' rcpo!·t's fill:illl':i;ll 

projections. 

Because the sale of "Milwaukee II" as a going concern might hen("tlt 
employees, shippers and the Hi hiaukee 's es La tE' i tse If, the Trus tee ha s begun 
talks with several railroads. 

Ogilvie indicates in his report that. th(' future of "Milwaukee II" mllst depend 
on its pe rfo rmance dur ing l he rema i nde r () f 1980, and on 0 t be r ('ven t s j nc Iud i. fig 
adequate support from shippers and labor during this pt·riod. The rem.lining 
eight months of 1980 will produce actual operating experience to c0nfirm or 
contradict the Trustee's revenue and income nnalyses; a1Io ....· the ft>Jel-dJ 
government to provide funding, shippers to provi de !lew business, alld 13hor to 
assure higher productivity; allo~' the Tmstee the opporlunity to pursue the 
prospect of sale or merger of "Hilw3ukee. J I" wi th 3tlotlwr rai 1road 01' other 
entity; and allow the continued orderly sale of propf'l'ties and materi,1ls ~·hich 

"Milwaukee II" won I t need wi thout g1Ilt t iog rna rke-ts. 

The Milwaukee Road filed its petition for rporganization unde.r the federal 
Bankruptcy Act in December, 1977. Since tht'n, the railroad has "..eaLht'n:d t\o,'O 

severp winters and an almost continuous cash crunch. Sioep the reorganizdtion 
began, the Trustee has received the authon ty of the ICC at" the Re~)rg3ni2ati()n 

Court· to abandon nearly 4,400 miles of uopconomiral line and has on tilp 
applications to abandon about 2,000 miles more. Since April I, the Trustee has 
been operating only what approximatE's the reorganizable: "Nilw'aukee II" ~('gm('nt 

of the railroad under the terms 01 ,1 courl order which enabled him to t'mbarg\) 
commercial service over the ({'st. Concentratillg the locomotives and freight 
cars of the entire railroad on this segment and the upgrading of much tr".k and 
equipment with borrowed and internally gen{'rated funds have enahlt'd "Hi h'3Ukef" 
II" to make a stronger' showing than W<l:> cuntemplated in the ori gina t 
reorganization plan of last August. 


