August 26, 1948

Confidential

Donald Duncan, Esquire
Hooker, Alley and Duncan
50 Broadway

New York 4, N. Y.

Dear Donald:

I received your undated letten with which you send me
the memorandum of August 16 during the last weekend and just
as I was about to leave Megzico City for a short trip., I sent
you a telegram on August~é’§§1prasslng appreciation of your
memorandum and saying that would be writing you. I have not
replied earlier as we are under very great pressure here,

I wish to say at the outset that I appreclate your let-
ter and your memorandum, which I have given careful thought,
It seems rather regrettable that a question like this, with
respect to Lazard, should arise at this time and make it neces-
sary for us to give it so much thought when, as a matter of fact,
we have so many problems to consider here, not only in connec-
tion with the credit which we are seeking, but with respect to
the many problems which the company has tp face here, financial
and administrative, and these having to do with our meeting our
obligations in Mexico. I have told you before at various times,
when we had the opportunity to talk over lMexlight matters, that
it is really an extraordinary situation which we have to face
in the company. I think it is altogether a matter of coineci-
dence that at the time that I joined the company all sorts of
problems came up which in some respects represent the accumula-
tion of years. There was not only this question of the neces-
8ity of seeking credits, both in dollars and pesos, to enable
the company to go ahead with a construction program which the
developing needs of the Mexican economy made necessary, if the
company was to live, but in general the business of the company
had increased in recent years and a lot of things required at-
tention, The number of our customers had increased rapidly from
several hundred thousand to over four hundred thousand. We are
overcrowded in the bullding which we occupy. In many ways we
are not adequate to take care of the public, and on the whole
the public relations of the company which, as you know in a com-
pany like this are so important, and especially in a foreign
company in a country like Mexico, have been anything but what
they should be, In view of situations which have developed in
Mexico and with which all companies have to deal here, labor has
become a very real concern to us. The technical end of the com-
pany has been well conducted and our plants have been kept in
good shape. Our higher administrative staff has been kept small
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but it is effective and comparison will show that we are oper-
ating a good sized company with what is a relatively small
staff. 1 cannot think of any problem which any company such
as this would have to deal with that we have not had to strug-
gle with,

On top of this, we have had all sorts of unexpected com-—
plications arise in conneection with our credit in dollars that
we are seeking., Just as the Export-Import Bank was about to
grant us the credit, this situation arose between the Export-
Import Bank and the World Bank with respect to short and long
term credits, and we had to go to the World Bank, That Bank is
Just learning to do its business, but 1t started out with a
definite complex against any lending to Latin America., We have
had about every obstacle to overcome that we could possibly
meet, and whenever we had the situation pretty well cleared at
the Washington end, we had complications here, My assoclates
1ere and myself have not been distressed or upset about this
because we realize that it 1e all a part of the times in which
we live, and after all,the policy of the World Bank with respect
to loans towards Latin America has been erystalllzing, and in
many ways we have been the guinea pfg. Just as the World Bank
was ready to grant us this loan, first the interim credlt and
then the full term credit, there comes along this additional
complication of the devaluation of the peso, which 1 can assure
you has ereated all sorte of complications for the Mexican Gov-
ernment and for the Bank and for the company, and to enter into
these and the preoccupations we have had in the last weeks alone
would fill a book,

I have told you about this because kexlight is a company
worth saving and with the measures which we are planning and
have under way, it can be made, and I am sure willl be made, one
of the strongest of the publie utllities south of the Rlo Grande.
All this work and trouble that we are going through is well a2
worth-while, and we here in the company are not discouraged and
I am sure that the members of the Board who appreclate these pro-
blems are not discouraged. I have always kept my assoclates on
the Board fully informed of all the developments in the company
since I joined it, in the fullest possible way.

I have from the outset been entirely willing to assume
all the responsibilities that go with the post which I have ac-
cepted and I have been putting myself into the work of the com-
pany as fully as I have ever put myself in my work during the
last 48 years, and that, for those who know me, is saying a good
deal, You all in the Board have collaborated with me in the
task of putting the company on its feet, and I appreciate the
time and attention which the members of the Board have been
willing to give to the company matters.

You will appreciate, therefore, why I am a good deal dis-
turbed that at this particular time lMr., Mayer and Mr, Murmane
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should ralse what I believe are entirely unnecessary questions
and to make what I belleve are entirely unnecessary complications
for us in carrying through one of the most difficult tasks which
we have had. 1 sometimes wonder whether, if they fully under-
stand the situation, whether they would wish to ralde such com-
plications, and in spite of all that appears in your memorandum,
I must say that they are complications., With the experience
that they have in matters of this kind, they must apprecliate
what the problems are which a company like Mexlight must face
in these times. 1 think that Mr, Mayer, who has been so long
assoclated with the Sofina group, will appreclate what some of
these proovlems are and would not wish to complicate them,

You know the reasons which led the Board to choose the
First Boston to study the plan of reorganization of the company
and to aid us in carrying it through, You will recall the dis-
cussions we had in Toronto at the snd of June when you were good
enough to go there for the meeting. You will recall that at
that time I sald to the Board that there were a number of filrms
which we could consider and among these 1 mentloned Lazard.
After a very full discussion, we were all agreed that, taking
into account all the factors which we had to consider, it was
preferable to ask the First Boston to do this job and that we
felt that it was better not to have any other firm assoclated
in the task, There was, as I recall, rather full discuseion of
this point., In view of the fore-going, I did not consider that
we had to discuss the matter with any firm other than the First
Boston, as this wae certainly a mandate of the Board.

I am somewhst new in some of the work involved in the
reorganization of a company such as this and 1 certainly do not
know all the details of what you refer to as the "Codse of the
Street", but certainly it did not at any time occur to me that
because Mexlight decided to ask one firm to do a certaln plece
of work for it{, that we would have to approach a number of other
firms and explain to them why we were not asking them and why we
were asking the First Boston. 80 far as 1 personally am con-
cerned, if I had felt that this were necessary 1 would certalnly
have felt that there are three or four other firms in New York
and at least one in Philadelphla to whom we should have sald
something concerning our plaens, 1 am sure that you and 1 and
Mr, Helneman and other members of the Board have friendly assc-
clations with quite a number of individuals in some of the
leading investment housee and banks in the United States, but
I must confess that I cannot understand a "Code of the Street”
whieh would involve one golng to everyone in the businesss to
explain what one was doing and why one was doing 1it.

I do not know of any other investment house which has
raleed any question concerning our decislon or which has shown
any feeling about 1t, and in view of the fact that lir, Mayer has,
to my knowledge, not shown any interest heretofore in Mexlight
matters, and so far as I know 1ittle interest in the problems
of other Sofina subsidiares, I really cannot understand why, just
because he i8 on the Board of Sofina, that he or any assoclate
of his in Lazard, should feel that their prestige 1ls 1injured,
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personally or that of the firm, because they are not consulted
on & Mexlight matter. I wonder if anyone on the Street has
thought of thls or would have thought of 1t unless Nr. Mayer had
not himself raised this guestion. I am not going to enter into
a full disecussion of the memorandum, which again I wish to say 1
appreciate very much, S50 far as the First Boston 1s concerned,
when Mr. #hrlich and kr. Lorid accompanied me together on our
first vieit, I sald at the end of our ¢onversation that we had
eonsidered verious firmsa who would be able to ald us in this
work, but that after careful consideration the Board had instruct-
ed we t0 ask them,and that we had the fseling that 1t would be
better in this particular instance, as it d4id not involve the
vsual financing and banking operations and did nof invblve the
placing of securities,/to ask othsr firms to be assoclated with
them. %hen I made thal observation, neither M¥r. Addinsell nor
Er. %Woods nor Mr. Townsend, who ware present, made any comment,

I do not know what should have prompted the conversation
whleh you cover 1ln ths memorandum and xhion ¥r., Love had with
you. Nor am I aware of how the Flret Boston should have ralsed
the epecific guestion of Lazard. It 1s, of course, quite obvious,
and in this respsct 1 understand the Code of the Strest, that 1if
one firm raises a questlion of this kind that the First Boston
should naturally say the things which you have indieated in your
memorandum they have sdld, By the same token, I can understand
why, when A meaber of Lazard mentioned this to ¥r. MeCloy under
the circumstances which you dseserlbe 1ln your memorandum, that
¥r. ¥cCloy should have sald "Fine"., 11 cannot really see whst,
under the oclrcumstancss described in your memorsndum, the First
Boston or #r. ¥eCloy or #r. Love could have sald other than what
you say in your memorandum.

I do not wish to unduly preolong this letter, but I think
you will be interested to know that ¥r. Hopkinson, of Drexel and
Company, took what I consider is & very proper attitude. You
- know that Hlekey, the Fresident of the United Cerporation,is
employed, by ths World Bank as its consultant on electric utili-
ties and # besn glving a great deal of time to the study of
our credit and our company, and has been doilng a constructive
Job, and the report which he has made a2nd the further raport
which he is going to make are of great importanece to our com-
pany. He hag had elose relations with Drexel and Company, and
1 am sure mentioned to ¥r, Hopkinson that we night be doing
some reorganization, and I feel sure too that Mr, Hickey was
hoping that we would uss Drexel and Company, You will recall
that 1 mentioned this at the Board meeting in Toronto, but that
I sxpressed the certainty that Kr. Hickey and Drexel and Company
would understand the situation and that our not using them would
not influence kKr. Hickey's attitudse towards our credit. As &
matter of fact, when I was in ¥ushington this last time dining
at the Shoreham, Kr. Hopkinson happenza to be there and ecame up
to our table and sald that he had learned that we were going to
use the iirst Eeston and that he wanted me to know that we could
not have done better in making this cholice. He expreesed regret
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that we were not going to use his firm, but reiterated that "we
could not have done better", and said that if at any time Drexel
and Company could be of use to Mexlight without in any way beling
assoclated with the operation, they would be very happy to be of
any service possible.

I have given this matter a lot of thought, and naturally
I have teken into account your letter and all the situatlons
which you raise in the memorandum. Naturally, in a matter of
this kind such as putting Mexlight on its feet, and that involves
more than the dollar credit and the reorganization, someone has
to bear the principal burden, That is true in any enterprise.
I am not going to proceed arbitrarily in any matter which affects
the company., It has not been my practice in the past in other
matters, and I would not do 8o now, I have been acting, so far
as all major questions are concerned, after keeping my colleagues
in the Board informed, and will continue teo do so. I am con-
vinced, because of the intensive work which I have done on this
matter, that it would be disadvantageous for us and for the
near and long range interestes of the company, to do anything at
this time which changes the situation, so far as the First Bos-
ton is concerned, We asked them to earry through thies task for
us., There was no guestion of anyone in the United States being
assoclated with them in this task. We have informed the World
Bank that we have asked the First Boston to do this job and
that it 1s working on it. I feel that we would be committing
& grave error to ask the First Boston to agree to have Lazard
or any other firm assoclated with them in the work which we have
asked them to do. For this reason, I do not feel that we can
ask the First Boston to assoclate Lazard or any other firm with
them at this time, If we did this, we would have equally, and
I believe more cogent reason, for asking several other firms
and this would unnecesgarlly complicate the task and certalnly
lessen the interest of the First Boston, which from all I can
learn, is really giving our probklem flrst-class attentlon,

During the first conversation which we had with the First
Boston, the point was raised by me that it would probably be
na2cessary for us to make some very direct approaches to some of
our security and equity holders in Zngland, and perhaps in
Burope, and in this connection I asked whether the First Boston
had a branch in London. They saild that they had had a branch
but no longer had it, but that they had close connections with
certain firms in London and on the Continent through whom they
eould work. The way the matter was left, as I recall it, was
that that point would come up later, and if 1t was found desi-
rable to use a London or continental firm, the First Boston
and Mexlight would tslk this over., 1 still consider 1t very
important that we make these direct approaches to some of our
security and equity holders in England and pernaps on the con-
tinent go as to assure ourselves of an adequate majority in
the various meetinge, and on this we cannot take any chance., I
must say that I had in the back of my mind, when I was talking
with the First Boston, that Lazard in London might be a firm
which we could propose to the First Beoston to help in making
these approaches. On the other hand, there are firms in Londen
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like Baring Brothers, Schroeder and several othere with whom
Sofina has had close contact and peérhaps c¢loser than with Lazard
and who might, becéuse of considerations of major interest to
the company, be able to be more helpful than Lazard.

As a matter of fact, Donald, I think in this matter we
have to be entirely impersonal, and so far as I am concerned, I
have been keeping and can keep in mind only what I believe is
the best way to 4o the jJob which Mexlight has to have done. 1
don't see how we can compllicate it by any personal considerations
or even by the interests of other subsidlares of Sofina. Sofina
has an interest in Mexlight and wants to see Mexlight prosper,
and it cannot be made to prosper by getting Mexlight matter com-
plicated by all sorts of other conslderations which have nothing
t0 do directly with Mexlight. I repeat that I think we have to
be as impersonal in this matter, when the interest of lexlight
18 involved, &8s I am sure that Lazard would be 1f the interest
of Lazard were involved,

This 1s getting to be a terribly long and rambling letter,
but there is one other point which I wish to cover and on which
there ie apparently some misunderstanding. It was my definite
impression from what Mr, Ehrlich said to me and from what yocu
sald t¢ me over the telephone in Washlington, that Lazard was
-offering its services to Mexlight. There may have been, &s you
gay in your memorandum, somée misunderstanding, but unless Lazard
hed offered ite services and wae interested in participating in
this matter, I really don't see what all this is about, If it
is a question of prestige, 1 repeat that I do not think this
would have occurrsd to anyone and will omecur to anycne, unless
Lazard themselves should ralse the gquestion. I wonder how many
people on the Street know who is on the Board of Sofina, and I
don't think that tod many of them know anything about Sofina,
other than 1te name, The more 1 think of this, the more I am
confused es to what 18 giving the ecncern to Mr., Mayer and lr.
Murmane, 1 know Mr., Mayer slightly and I do not believe I know
Mr. Murmane, but it is really difficult for me to understand
why such an issue should be made of this matter, even to the
point of Mr., Mayer saylng that he would resign from the Board
of Sofina. What contribution he has made to 3ofina in the past
by this membership on the Board I do not know, but I 40 know
that he 1s not addlag anything te Bofina or adding Mr, Helneman
in any way by even thinking of ralsing a question of resigna-
tion from th® Soflina Board because of this Mexlizght matter. I
cannot help but feel that if Mr. Mayer and Mr, Murmane know all
the facts, thesy would appreclats the position of the company
and the procedurse which it has been following and realize that
we have in mind only the interests of Mexlight, and of course
of 8ofina, and would therefore not raise any questione which
can complicate the problems of Mexlight and Sofina, rether than
add to their solution, It would seem to me that if, with your
knowledge of the problems which face Mexlight, if you will even
partially make clear to MNr, layer what these problems are with
respect to the credits and the politieal, dabor, and other pro-
blems thet we have in Mexleco, that kr, Maysr would feel that as
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a member of the Board of Sofina, he would certainly not wish to
resign at this time, As I have said before, I do not know Mr,
Mayer well, but I cannot conceive of him wishing to do anything
but what may be constructive and helpful.

I have dictated this letter at the end of a long day as
I have wished to get this letter to you as soon as possible., 1
am not gofng to try to give you an ldea of all the problems that
we have to deal with here., Completely aside from the credits
which are of course essentlial, and the reorganization 1s an
integral part of getting the credits, we have problems here with
respect to rates and programs which are as complicated as any
that the company has hed to deal with in its &lready rather
long history. There 18 not any one z:spsct of the work of the
company that we are not willing to give propsr attention, but I
do feel, in conclusion, that this ie not the time to raise sither
with the World Bank or with the Firet Boston, the cuestion of
Lazerd being asesociated with the reorganlization plan in the
United States on which the First Boston is working. Sofina can,
as you suggest in the last oarspgraph of your memorandum, ask
entirely on 1its own that Lazard give 1t their opinion on the
reorganization olan, but I believe that this would bs unwise,
I do not see that any ocurpose would be geined by Jofina so doing,
for I think we csn all depend upon the First Boegton doing its
Job, keeping in mind the intereats of all concerned and the way
that they have bsen spproaching the problem showeg that thsy are
keeping in mind the intereets oi all eoncerned, inecluding Sofina.
If Sofina aske Lazerd to advise 1t on ths rsorganization plan,
it »11l mean a3 certain connectlion with First Boston, even 1if
indirsctly, and no one could mske me belisve that First Hocaton
will be very happy about it. They might accept the situstion
and might even do 1t gracefully, but they would not iike 1t,
But the most imoortant n~oint 1s& thaet nelther ilexlight nor Sofina
could gailn enything by such a procedure. If Sofina wishes to
agsk lLazard to advise 1t on ths plan on ites own account, 1t is
entirely within the provinee of Sofina to do this, but it is
my considered judgment that it would not L2 helprul to Sofina
or to Mexlight, and I therefore hepe thav it ¥ill not bs done.

1 wish to close by saying that thers is ncthing parsonal
in anything thsat 1 havs sald as affects Lazard, Mr, kaysr or lir,
Murmane. 1f they nadc apprcached me about thie mattsr wshile I
was in New York, I would have bLeen very glad to sze them and
exrlain to ther why we had selscied ithe First Eoston., I would
have peen very glad to glve them any furthsr inlormation io
supvlement what you and zhriich told them, to give them an
understanding of the reascons for the company's decisiocns. When
I am in New York sgzin and they wish (o ees me, 1 will be very
happry to explain to them the position of the company and 1is
probleme, if they have thie intsrest in knowing them., I hepe
that Mr. Maysr will not congidsr it necessary to send in his
resignetion as a member of the board of 30fina, for as a mambar
of the Board, I think he would wlsh t0 be helpful at this time
rether than otherwise, and sending in his resignation at this
time would not be helpful.
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I feel, thercfore, that we must leave this matter as it
atands. If later there is any question of a possible use of
Lazard or Baring or Schroeder or someone else in London, it is
something which I think we must discuss first with the First
Boston and when that time arrives,

Do forgive me for having imposed so long a letter on you,

‘but I know your interest in the company's problems and appre-
elate it.

With all good wishes,

Cordially and failthfully yours,

George 8. Messersmith
Chairman of thse Board

Gal/cbe




