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INTERNATIONAL MERCANTILE MARINE

To Holders of United States Mortgage & Trust Company
Certificates of Deposit for Common Stock of International

Mercantile Marine Company:

tion i
establ

wnd Meassrs, Barrow, Wade, Guthrie & Co,, as Accountants, This examinn

tion has just boen completod. In view of the press reports of the Plan in-

tended to he nraposed I'." the Preforred Stockholdors’ Committee, but dis
approved by your Committes, it is deemed proper to present to you at thi

time a summary of the more important facts, together with a statement

of the differences between the two Committees.

Capitalization and Assets of the Marine Company :
The Marine Company has the following capitalization:
Bonds—two issues, 4137% and 5690, cccciecsansnciina. .350.225.11““
Preferred Stock——par value .......cci0000in0nareese 31L,725,720
(accumulated dividends of 7855

Common Stock—par value ,...cioviiiinisnininnas 19,872,110
Annual interest on bonds £3,248,380, Imterest in arrears on bonds
to July 1, 1016, amounts to §7,014,876.60, compound interest ex-
eluded,
The following are the Company's assets:
I‘:‘:”t.:‘i:ln? il‘.r"‘ Tonnage Dee. 31, 10914,

b S In serviee ....... J730,011 tons

Atlantie Transport Lines Under construction,

American Line sE e 0 0 1
- h . approx. s-paid for 222,23 -
Red Star Line pp I d

The Company owns these lineg either directly or through owner-
ship of 100% of the capitul stock of the proprietary compunies,
These properties are usunlly referred to as constituting the Inter-
national Merenntile Marine Co. proper.

Tonnage Dec, 31, 1011,
In service ve e  28R,901 tons
Under construction "

(1

e

(2) Levland Line
The Marine Co. owns approximately 9814 % of the Common Stock
of the Leyland Line and all of the Preferred Stock except £827,430
or approximately $4,000,000, the latter being held by the publie,
The Marine Co. therefore practically owns the entire Leyinnd
Line subject te the claim of about $4,000,000 of Preferred Stock
in the hands of the public. Its tonnage is approximately equul

f the totnl tonnape of the Marine Company, incltiding

i The condition of the Leyland Line has gradually

improved, the improvement being most marked between 1910 and

1618 and during the last two years of said four-year period its net

earnings, exclugive of deprecintion, exceeded 22.300,000 por yenr.

Prior to 1012 the Levland Line devoted substantially all of its

earnings to the improvement of its property and between Jan, 1,

1911, and Dee. 31, 1014, fifteen shipa with a tonnage of 85,080

tone, eosting 85,262,756, were paid for out of its earnings. 1Its

dobenture issue, originally 82,425,000, has been paid. In 10115

the net earnings of the Leyland Line subject to the war tax were

over $12,500,000. For the current year it is earning at an
inerensed rate.

The cost of this investment to the Marine Company with interost
at 414%, after deducting dividends received, was, as of Dee. 91,
1015, over $18,900,000.

(1) Investments. The Marine Company either directly or through
subsidiary compnnies hns the following interest in the common
stovks of other companies:

Tonnage:
Holland-America Line Owned .......... 220517 tons
25%% Under ennstruction. 34,000 *
Tonnage:
Shaw-Savill & Albion Co. Ow ned Canies o'a' .Ff.l!_-h tons
Ltd,, Aprox. 4475 . Under construction. 16,250 *
Tonnage:
George Thompson Co., Owned ........... 41,B1D tons

Under canstruction
(approx.) ...... Booo *

Condition of the Company prior to the Declaration of War, August, 1014:

The International Mercantile Marine Co. was formed in 1902, The
impression prevails that the nssets and earnings of the Compuny bad grad-
ually decrensed until the outhreak of the present war, and that the entive
value of both clpsses of its stock was ereated by the war, This is an r.
The condition of the Company both with respect to assets and gross and
net earnings gradunlly improved from the date of its formntion to Dee, 21,
1914, the end of the year preceding the war. This improvement is shown
by the following comparisons:

Lid., Approx. 307%

1903 1013
Gross YVoyage Earnings, L. M, M, Co.. .. 829,677,756 247,519,404
The year 1913 instead of 1914 is used, as it is the last year in
which the earnings are not affected by the war,

Tonnage: Dee. 31, 1902,  Dee. 31, 1914,
. M. M. Co—In service........608271 tons 783,911 tons
Under construction about
one-half paid for......... 70,000%* * 222034 “
Leyland Line—In service....... 259.566 * 288,931
Undeér construction ....... ....... 15,425
Tolal .vicorvane NIRRT RN 932,840 tons 1,260,501 tons
eNOTE: Tonnage under construotion 1908 |s approximate ;  accurnts

ptatement not readily ascertalnable; 18914 statemant is otficlal

New Tonnage:
Between January 1, 1911, and December 51, 1914, the following

amounts were spent for new tonnage, partly for replacements und partly

for additions: ‘ .
Tonnage. Expenditures,

LM, M. CO. cosivsnsrnaseassnesenss HLHEIL 12,088,270
Leyland Line ....cevveeccaarcancans 83,980 5,262,756
Payments

Under construction Dec, 31, 1914 on atcl.

E ML M. 0. vvarrsanpssrnsayan AR v & 1 [ 812,811,787
Leyland Line . ovevvrcnarrnnarannane 15,425 816,261

Total new tennage in m-.rvire
and under construction,.....413,267 $31,909,0814

The new tonnage was equal to about one-half of the entive fleet
at the formation of the Company,

Investments:

The stock of the Holland-America Line, the Shaw-Savill & Albion Co.,
Ltd., and the George Thompson Co. Ltd., was purchased after December
31, 1804, the dute of the first pubhs}wd Balance Sheet,

Lisbilities:
The labilities including the bnluimj or funded debt and net eurrent
liabilities of the Marine Co, and its subsidiaries were not increased; on the

contrary these liabilities between December 31, 1004, the date of the first

published Balance Sheet, and December 81, 1914, the end of the period,
setually showed a decrease of §11,902.24,
Net Ewrnings prior to War Period:

The net ¢arnings of the International Mercantile Mavine Co, and the

Leyland Line before deducting bond interest und before ullowance for de-

preciation, but after providing for interest on underlying bends of sub-

sidiary companies and the proportion of preferred stock dividends by

Fredk. Leyland Co., Lid., due to the public, were as follows:

Average, 1903 to 19097 yeurs......es.... 84,888,980 annually
& 1920-11-12-183—4 years...,.sssss.. 5,414,349 -

During the early part of 1914 this Company suffered in common with

all bysiness from the then current business depression, but beginning with
August, 1914, its earnings rapidly increased. This increase has continued
until the present time.

Net earnings stated in this as well aa in other paragraphs, are the sur-

for r

nings svailable for interest, dividends, reduction of debt, eic., buk
'w-lin::mm& ' sspenditures for repairs fad Biain-

m&m

Your Committee has refrained from giving any statistical informa-
to the affairs of the Marine Company, until it :m.v.-nr1;:n-5'.i1.\‘! heen
erd by Messrs. Coverdale, Colpitts & Co., ns Consulting Fniineers,

tennnee, bioth ardipgiry and extraordinory o leducted ol eharged to
income.  The depreciation item is intenided to ropresont the deerensaed vilue
of the shipy and onlly n Pfund for the purchnse of new ships. As itis b
reserve i not an actual expenditure, and as the value of the ships during
the pnst yvenr has | inereased, thie je pot deducted ns an nctunl charge
or paymen The depreciation charre adopled by the Compuny ‘IJ"I'Il'l'
normnl conditiony e 3 of coet, The war tax has not been deducted from
uny of the Hema escept where stated,
Wur Enrnings:

The net eariiines of the Internationnd Mercantile Marine Co, and the
Leviand I ne from the commencement of the war, August 1, 1014, after
it ctings nil charges and expenses exespt depreciation und war tax, have

hoen ns follows:
August 1, 1900, to Decomber 31, 1910, o ovivviinrine.s $6431,650

Janunary 1, 1615, to December 31, 1915, .o o iviesesanns -Il.g.'ﬂi.ﬂ.'iﬁ
Januury, February and March, 1916, approx. ceeeees.. 13,500,000

861,187,686
Deducting war tax not yet paid and estimated to

AP 1, 1916, 0 esevessncenssssssnsnnsasssssssvs 17,000,000
The balance heing net earmings sinee the commende-
ment of the war. ... ... amd Dalesicr e te R s S14,187.686

While all of those earnings cannot be distributed as income and as o
constdershle portion must he applied to the reduction of debt and other
1 po nevertheless, they represent actual additions to the value

t':1]'-?=.:1i

of the assets of the Marine ( mpany reflected in the value of it spcutitios,

The fore sirnines do not inelade the earnings from the Holland-
Amerviea Lin - Il & Albion Co., d., aml Georgge Thompson Coy,
Lid., exe extent that they have been heretofore chistributed in
dividents, amount of '\\.l:i-'li earnines  cannol  be ascertained,
These ¢ hisve phar ol the palicy of declaring but small dividenids

sl devioting the rest of their profits to the inerense of their assets, They
pursued the same poliey for 1915, These undistributed enrnings add value

to the stock held by the Murine Compuny as an investment.

Cash Paosition of the Company April 1, 1916:
Cash in the homds of Receiver, the Mortgage Trustees
and subsidiney companies of 1. M. M. Co,, including
the Leyland Line on February 29, 1916, .., ... ... S15,700,000

Add Muareh receipts, (uken as equal to Febroary. ..., 1,500,000

Cash April 1, 1916, ....... oo e een e e 200291000
This is subject to doduction of war tax as stated.

T Receiver and constitvent companies have sinee August 1, 1914,
to date, invested oot of current income over 310,000,000 in the purchase
of new ships, pavment of pnderlying oliligations of constituent companies,

and other capital purposes.

Income of Company on restoration of normal conditions alter war:

A lorecust of future earnings always invelves some uncertainty, The

Controversy wilth rospe
terert, or the balinee of the equity
I

stock, s #ole v hotween thoe Prefe

mittee's estimutes of these pnrnings on return to normal conditiona,

The Preforred Stockholders® Committee's estimate s evidently based
on rates, tonange and enrnings for the preswar year 1913, To the reported

earnings for that year, they have added inereased earnings due to the new
tonnage now umndler construeti nid not then in service, and also the aver-
Age enrnir of the Lestand Line for 1012 and 1913, not actually distributed
in those years, but sated i new tonnnge, together with dividends on
the shares of the threée companies held by the Marine Company as an

mvestment.

We quole the estimate made on this basi

UNCE COPRINES o orsvrrennrervesssses e $16,250,000
Depreciation to be invested in new ships to replace
obsolete or lost ships, ... ociiiiaiaiae T Ty vae  D,000,000

Leaving a divisible ine N S —— . vee e S1L250,000

Interest 3% on 317.4 vassssasseess> BSLGOD

Interest 1V:9% on SH2,5¢ novinipan s a-pns e e d0U 3,248,330

Net surplus ufter depreciation and inferest. .. ........% 8,001,670"

. . ' - . .

Fram this there should he deducted interest on surplus eash

ti=sumed to remain in the Trensury of s vvvveiv e sievensssd THOO00
l.eaving o halanee of..ooovse. I R o Y A T D D ) .. .5 7,051,670
If the Preferred dividend of 67¢ is dedueted from the above

AN Y ¢ s e s C e TR A x e anae e BRSO . 3,101,543
It leaves o balunee for the Common Stock of .. .0 v rnrnnreve. .5 4,148 127

It will be noted that the foregoing does not muke any provision for the
acenmulated dividend in arrears on the Preferved Stock, On the other hand,
it takes gubstantinlly no sccount of the surplus war earnings which are
more than sufilclent in amount, iwether distributed or not, to offset the

cish or commuted value of the acerued dividend,

The foregoing divicion of income, therefore, correctly represents the
tz of the two clusses of stock in the earnings of the Com-
gs ond conditions; with the amount of
¢ than offset by the war earnings not taken

relutive interes
pany on the busis of pnormal eurs
weeumulnted dividends m

into nccount in the foregn

calculution.

Yalue of Assets of the Company for purposes of Reorganication:
Cash after deducting all expenses and war taxes. as of
April 1, 1916 (upproximatelyd. ..o virvverycivas 8 35,000,000
Investments—Holland-America Line, Bhaw-Savill &

Albion Co., Ltd,, and Geoarge Thompson Co., Lid, ... 11,000,000
Cuash puid on sccount of steamers under construction

December 31, 1015, s cicavenncirsosnssrsssvan s 5,925,000
Briftanio [0DEL) cicaive sanatsbnssmmenstsnesssrsos i R ATH.000
Olympig ........ A r AT IARS Y res b nly - , 1,250,000

Paclfic Mail steamers purchased by Receiver (cost). . 5,000,000
Real estate, olfice buildings, ete., book value, .. ...... a2, 500,000
$ 74,650,000
Leyvland Line, cash cost with interest (o date. .. .... 15,500,000
Balunce, representing all the remuining assets of
White Star Line, Dominion Line, Atlantic Transport
Line, American Line and Red Star Line, including
entire Heet as of December 31, 1914 [except Brit-
tanic and Odympie] (69 ships) all other physical
assels, nnd nll current assety after deducting Oce-
anie Debentures and nll current linbilities of the
Marine Co, and its subsidiury companies.,........ 48,000,000
$141,550,000
Net income, after deducting all charges, including
war taxes (estimated), for three months, April 1 to
July 1, 1916, at $3,000,000 per month. ,...,, cessese 9,000,000

$150,550,000
Iussmuch #5 no reorganization can be completed by the actual issue
of securities before July 1, 1016, and as the entire tonnage of the Com-
pany is booked until sfter that date, we have added to the foregoing
values the net income (after deducting war texes) at the present rate,
from April 1 to July 1, 1914, cr §9,000,000,

The value of the assets, including cash as of April 1, 1816, of $141.-
£50,000, is substantially equal to the value made by Mr, P, A, 5, Franklin,
Receiver, His valuation was $128,000,000 a5 of December 31, 1815, He
has not classified the assets or made the valuation of the items as above
stuted, but has valued the property as a whole as at present constituted
and on the basis of being operated as before the war. If the earnings
for the succeeding three months to April 1, 1918, after all deductions,
including th:‘ar x, ar? nddsd. it 'oll.!ld m:.ke_IQIJBt{,Srg,U&P; Taking into
account earnings fvom . to ’ Aggregate
Nivdudmumwﬂbwm’mmmhm o

! .

t to the surplus earnings in excess of the bond in-
in the property and the divizion of the
red and Common Stockholders® Com-
mjrh-u--, nna we iwre prepared to accept the I'!'lli'i,-lll-nl 51-1-'|.hn!1|l'l‘i' ('nﬂ'l-

-

The war tax is levied on the Dritish, but not on the Ameriean Come
panics, and as to the British Companies it applics only to the excess over
the pre-war profits,  Allowance has been made, not only for the present
war tax of Bil%, but for the incrense Lo 60 recently recommended, as
well an the rocommended increase in the normal British Income Tax,
The :|kllu-.\-un--v__ though estimated, is deemed to be ample; any possible
orror in t_h-- estimate or in the method of caleulntion should not reduce the
l‘:'.T_ enrnings to the extent of more than $500,000 per month, leaving
FE000,0000 instead of 23,000,000 net carnings per month as above set forth.
“iﬂ'l‘ru-ﬂ‘r'vq between the views of the two Committees with respect to the

virious proposed plans:

These arise otit of the following considerations:

Assels at above valuation April 1, 1916, .00 vvvnnen. .. S141,550,000
Income, April 160 July 1, 1916, 0. evrrnnrnnesnsnnes 9,000,000

150,550,000
Capital Liahilities: e

Bonds, 4139% and 5%....cceesrnssoesscsessssses.$ 70,226,000
Interest 10 July 1, 181B....cvecreescaresesssnsees 7,014,878

Preferred BUOOK vuisvisrsosnsansnssacssssionssss Bl 785,730
Warrants for accumulated dividend. ...,.00...00.. "19.655.994
$148,622,590

SNOTE:  The fotonunt of warrsits
Atiount conditionally fxed in the Iy

OF commuted valus o S BT
$hin AMBTOL [ the accrued div

r the necomulinted dividends is the
read Etockholders' Plan ; the present
iIdend doos not, In our apinion, excebd

fore r”_ii‘ '[‘nlhnhnrll of the Common Stockholders’ Committee is that in the
Aot !:-Ill_r1s].. \:\Iu‘ntmn a large portion of the nssets have been included at a
f”'_""' 5 depreciated value, and many elements of value wholly disregarded.
I‘l-h surplus, or equity, belongs to the Common stock. The position i
iased on the following considerations:

X (1) - That in the valuation of $141,560,000 the entire fleet of the
Marine Co. and o{ the Leyland Line has been taken at a depreciated
vonlue far l‘mlnw either cost or actual present value. This fleet, as of
Doecember 21, 1915, had a tonnage of over 1,105,000 tons. In the
fpregate value of $141,650,000 this fleet is included at its depreciated
value; that is, cost less depreciation. The deprociation is assumoed to
be 4% annually, but, inasmuch as it was not charged by the Company
every year, the total is slightly less: but substantinlly, however, the
fleet is included at the depreciated book value.

c For the very Inrge increase in the value of tonnage due to
increased cost of construction, as well as the inerease in market vnlues,
no allowanee whatever has been made in the foregoing valuation, so
that the excess of the actual value of 1,105,000 tons, over the value
tiken, belongs to the Common Stock,

The extent of the difference between the depreciated and actual

\I‘nhl{'n may be illustrated by taking the twenty oldest boats in actual
gerviee,  These cost originally $23,102,000; their depreciated value on
December 81, 1004, taking cost less 4¢; annually for the entire period
would be $4,779,000. In 1915 these same ships alone earned more thén
+7,000,000, subject to war tax,
- The difference between the actual and depreciated value is strike
ing in the case of the older shipa: but more significant when upplied to
the whole fleet; the net earnings of all the ships, after deducting war
}_:1.-\'., from the beginning of the war to April 1, 1916, being more than
i0t% of the price at which such fleet would be included in the above
valuation,

(2) No allowance in the foregoing valuation is made for the
lnrge current earnings of the Company. Based on the avernge for
the Iu_s-:t #ix months, thesc earnings, wfter deducting all charges,
il'l('hl't‘f!!ltf wir tax, are approximately $3,000,000 a month, or at the rate
of $56,000,000 per year. Deducting interest on the entire bonded
debt, together with the current dividend on the Preferred Stock, leaves
n l-n].':m'v_m excess of $20,000,000 a year. The continuance of such
carnings is necessarily uncertain, but the prospects for their con-
tinuance for the next year are quite as favorable as the prospects for
the pust year's earnings of £30,000,000 net, were a year ngo,

(3) The valuation alko makes no allowance for any increase over
the pre-war enrnings after the termination of the war. We are gdvised
that the shortage of tonnage due to non-building during the war period
as well as to the destruction of ships, is estimated to exeeed 2005 of
the world's tonnage, and it is reasonable to expect an increase in rates
aver pre-war rates for a considerable period after the termination of
the wur.  An increase of 200, over the rates prevailing during 1013,
assuming that only one-half of the increase is saved for net, would add
over $6,000,000 of net earnings per vear to the normal profity.

. The allowance of the Common Stockholders by the proposed Plan
is stated to be $12,600,000 of new stock. The acceptance of this Plan by
the Common Stockholders is, thercfore, substantially equivalent to a sale
by the Common Stockholders to the Preferred Stockholders of their
interest in
(n) the fleet of substantially 1,105,000 tons at a price which wholly
disregards the increase in the value of tonnage, and at much less than
its actual or market value;

(b) war earnings which for more than six months have been averaging
§3,000,000 & month, or about §36,000,000 per year after all deductions
including war tax; '
(¢) prospective post-war earnings expected to be considerably in excess
of the normal earnings for a number of years, 5

The whole consideration proposed to the Common Stockholders for
this Interest is §12,500,000 in new stock which would have a probable
murket value about equal to the three current months' net carnings of
the Company after deducting war tax; or n market value less than the
net earnings actoally realized between the time the former plan was pre-
sented in December, 1913, and this date.

The acceptance of such a proposition cannot he considered,

We have not stated the amount of the excess of the market value over
the deprecinted value of the fleet, nor the amount of the prospective war
earnings from this date to the conclusion of the war, nor the :nmuu-nt of
the prospective increased carnings for the period immediately following the
termination of the war, We omitted this J«li!wrah-ly, as the figures are so
large as to be apt to mislead, and we suggest caution in any attempt to
ascertain or use the figures we have refrained from stating. s Without
therefore, undertaking to state the figures, und making all possible allows
ances for the necessary uncertainty of any cstimates, it must be evident
thut the real equity of the Common Stoekholders, based on the actual or
market value of the fleet, and on the current and prospective carnings, is
far too larges—their position far too strong—to justify an udju:'.mum'un
any such basis as has been propesed.

We have sought in this statement only to summarize the important
facts, We have not dealt with the much discussed question of the validity
of the default or prosecution of the foreclosure. Whether the defsult be
valid or not, the accumulation of earnings and the improvement in the
condition of the property makes the oft-threatened extinguishment of the
Commeon Stock impossible,

1t is evident that the Company can readily pay its debts 3
and partly by refunding. Furen:{)surv proceedings cannot %:nlgriln ::d:
means of enforeing the collection of the accumulated dividend on the Pre-
ferred Stock, It is wise to attempt to reach an adjustment between the
two classes of stockholders, but in view of the facts stated, the Common
Stockholders are not justified in surrendering their rights in the assets and
future of the Company, save on terms that fully compensate them. If mo
agreement is possible, the debts should be paid, the property restored and
the controversy between the two clusses of stockholders left for setilement
in accordance with their actual rights or by future sgreement. This has
been the position consistently taken by the undersigned Committes and will
be maintained.

Dated, New York, April 8, 1918,
WALTER C NOYES,

ALFRED A COOK,

EDWIN G. BAETJER.
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% NCE R '
A . STACY C. RICHMOND,
S Codar Btrest. WILLIAM C. VAN ANTWERP,
e Committee.
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JOHN W. PLATTEN, Chairman,
LEWIS L. CLARKE

DONALD G. GEDDES,
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