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3. The State of Maryland has not, to our knowledge, taken any official action in
relation to this stock.
Respectfully, yours,
MURRAY VANDIVER,
Treasurer of Maryland.
EmersoN C. HARRINGTON,
Comptroller of the Treasury of Maryland.

The Crairman. The following memoranda concerning the Chesa-
peake & Delaware Canal, prepared by Wilfred H. Schoff, secretary
of the Commercial Museum of Philadelphia, will be printed in the
record:

CHESAPEAKE & DELAWARE CANAL.

The Chesapeake & Delaware Canal is a very important link in the intracoastal
waterway chain from New England to Florida, which has been advocated for some
years by the Atlantic Deeper Waterways Association, a body representing important
commercial and industrial interests in the Atlantic seaboard district.

At the direction of Congress the Army engineers have completed surveys of the
entire waterway project, and the Chief of Engineers has submitted a favorable report,
which includes a definite recommendation for the Government to acquire the Chesa-
peake & Delaware Canal and to convert it into a sea-level canal of modern dimen-
sions, free of tolls, for the encouragement of interstate commerce. Those recom-
mendations are contained in House Document No. 391, Sixty-second Congress, second
session, page 95, and House Document No. 196, Sixty-third Congress, first session, page 6.

The river and harbor bill, as formulated in the House committee, carries an item of
$1,300,000 for the purchase of the Chesapeake & Delaware Canal.

This figure is considerably less than the market value of the canal company’s bonds
at present quotations, and it is desirable that some figure be arrived at before the
final passage of the bill which will be mutually acceptable to the Government and to
the canal company’s security holders.

A large and increasing commerce calls for the improvement of this waterway and
its free operation as a public highway of traffic.

Congress has already provided for several of the links in the intracoastal chain in
the section from South Carolina to Florida and in the section from Norfolk, Va. to
Beaufort Inlet, N. C.

The acquisition and improvement of the Chesapeake & Delaware Canal, continu-
ing this intracoastal commerce northward to the head of navigation on the Delaware
River, is the next step recommended by the Army engineers, and its desirability
has been so fully and conclusively demonstrated that is it earnestly hoped the Senate
may consider it wise to amend the House bill by inserting some figure that will result
in an amicable transfer of the canal property to the Government.

The following pages contain a brief analysis of the canal company’s securities im-
partially compiled. The writer has no interest in, or connection with, the property
or its transfer, but voices the intense desire of many trade organizations and business
men from New England to Florida for a satisfactory conclusion of the matter at this
time.

The analysis is submitted merely as a suggestion and in the hope that it may in
some measure assist the members of the Senate committee in arriving at a reasonable
valuation of the property.

CHESAPEAKE & DELAWARE CANAL CO.

Incorporated in Maryland, 1799, in Delaware, 1801, and in Pennsylvania, 1801.
Anthamzed capiiel stockopar 608, .. - ... -l ... il $2, 500, 000
Of which there is outstanding (no dividends paid since 1876)............ 1,903, 238

Cost of canal.

Otigindlidonstrictiony! T8R4LIB2., (1T Drll S0 Vo IVl L svitiv siuiiL . $2, 250, 000
Of which the United States contributed....... ... ... .. .. ... ... ... 450, 000
Statocof Mavlan @i 101 RIIe SR, GORI QUL S85] DIV TH. Laul Jildt 50, 000
Stata. oftEonnrylaiel. £ 10, DL, (0 & 000000, SO LI T VL 100, 000
SEE ODEIS WG -1 O UL DL DI SRl O S L O s THR DT 25,000
Private InVesLors A b1 8 SRS CYRNRTI et 1, 625, 000

(8. Doc. 215, 59th Cong., 2d sess., p. 44.)
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No stock dividends have been paid since 1876, (See company’s report in Poor’s
Manual.)

Fourteen stock dividends were paid the United States Government between 1853
and 1872, amounting to $259,875.

Three cash dividends due the United States, 1873 to 1876, were embezzled by the
treasurer of the company. A suit is now pending in United States district courts,
Delaware district, for recovery of above. (Letter from Assistant Secretary of Treas-
ury, June 14, 1912, C. & D. Canal hearing, Jan. 15, 1914, p. 26.)

Additional cost of canal.

In 1855 the company enlarged its locks, formerly 100 by 22, to 220 by
24 feet and made numerous improvements to the property, for which

a first-mortgage loan was floated amounting to......... .. ... ... .. ... $2, 800, 000
For many years the company has reported the cost of its canal (including
original cost, 1829, and reconstruction, 1855) at. .. ... .. ... ...l 3, 989, 365

(Company’s statement, Poor’s Manual, 1913; also Stock Exchange
Handbook, 1912.) .

A commission appointed under act of Congress, known as the Agnus Com-

mission, reported its appraisement of the value of the canal property,

based on cost,of,reProtUCTI 0N, Blisi-pet s -nimeid <aitt da - S0 brr v apiis sm e 3,708, 186
(S. Doc. 215, 59th Cong., 2d sess., p. 18.)

Chesapeake & Delaware Canal valuation.

The company’s statement of cost carried on its books and stated to be an
expert accountant’s figure is.. . ..........
The company sets forth other assets as follows:
Real estate on line of canal (not required by the Government and
ot De SPPATatoly SO .~ oo o o T oot =i et e £ i b s e L 30, 385. 80
Investments for contingent fund. ... ............... 49, 130. 97
(These include $11,633.66 of Reading securities; §
Lehigh Coal & Navigation Co. securities, both salable and not
required by the Government; also $13,597.31 of the canal com-
pany’s own bonds, which would merely be applied to reduce
1ts liabilities and would not be acquired by the Government.)

$3, 989, 365. 07

Cash and accounts in course of collection........................ 38, 812. 87
(These would not be acquired by the Government.)
Brofis sudiloamev.o:f foplair pntnisaas g adin, it go i oty o3 483, 717. 36

(This unexplained item represents no value which the Govern-
ment would acquire.)

Total assets:stated by-canal cOmMPANYi . «.okfe Sorimsiviemns iemrsore 4,591, 412. 07

But as the assets outside of *“ Cost of canal” would be disposed of by the

company’s security holders, the maximum figure that could be asked
afbtBeiairarnmont wanld Be. . oo m oy o e 3, 989, 365. 07
And this figure is unexplained and probably includes original cost (1823-1829), re-
construction (1855), and various betterments subsequently made, with no offsets for

depreciation. : :
The Agnus commission reported the following figures as “ Cost of reproduction’’ in
1907 (S. Doc. 215, 59th Cong., 2d sess., p. 18):

Dry excavation, 15,000,000 cubic yards, at 16 cents. . . ................. $2, 400, 000
Dredging, 1,435,760 cubic yards, at 14 centa! . ..... .. ooiToci doiiiiios 200, 996
Revetnient, 80,000 R ear Fept! M58, SRtluey 1 o iafl oy 6 JeR a8 i iy 70, 000
Masonry, 44,000 pércies; ‘at S84 LMo TR Ay MUY Rl &0 L 1anh SO 60 132, 000
Dock At Pelaware Giby.« it g8 i crizisiiziissossnaraduasissomad 120, 000
Lock at 8t. Georgent Rl A 48 DAs DO VIDEOM FFer apliiu gy 118, 220
Lhck St Clemapenlke -City T, DAUUW SutexDSI G 1090 194 U901 DIOSL A1 147, 970
E hivithngs, :000 acreg ali®b0: 1 1 s in 100 ool o il s Dl Bl S 400, 000
Summit level stpply FISH0ILG, 803 184 I9VIRAL _SE0NRgoD. st 5, 000
Bridgesc Y < . ;U7 HEURIGINE S800 SRARTICHT My IUHene ARHSassut Juant 31, 000
Houses, offices; Bté"%: SDPIINUTHT MABSES 10 ARSI IG00D J1ey 30t 1. 30, 000
Tools, machinery, 6tc. J.:-, ... ooibiys. - - SHIOSNE S0 JONIEReIIs) 90T 1, 000
Telephone line™.-: &8 8 - DOUT ISOSQNAGD 1L DESE ISGTINR 8 H008II8) 2, 000

Moml ¢ copt of Yeproduction, 1T ot Sl I ek 3, 708, 186
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This figure would be increased by additional revetment and masonry and

other improvements made from 1907 to 1914 by an amount not over....  $100, 000
O, say, p maximumfigureal.. (-t 0o o0 Eianes b e a L BRI 3, 808, 186

But the Agnus commission further reported the above figures to be ‘‘too high for the
Government to pay when considered in connection with the construction of a free
and open waterway "’ (p. 20).

The reason is that the Government proposes to build a sea-level canal of larger
dimensions than the present canal, which has a 16-foot summit level.

Consequently all locks, gates, supply, pumping plant, revetment, etc., would be
worthless to the Government, and much of the present excavation would be worthless
because the canal would be widened and all earth now piled along the banks must be
moved once more by the Government.

Therefore, the Agnus commission abandoned all valuations based on past expendi-
tures of the company and adopted as the only practical basis of valuation the out-
standing securities.

These are as follows:

$1, 903, 238. 50

Capital stock and script

(This amount is outstanding of the authorized issue of $2,500,000

in 50,000 shares at par of $50, at the time of incorporation; Maryland

1799, Delaware 1801, and Pennsylvania 1801. This stock has paid

no dividends since 1876 and may be considered absolutely worth-
less.)

Mortgage loan

This is the amount outstanding of an original issue of 30-year bonds in

T8h5 b SpATIneD s Of s 1x e nie RO LT S EI0mE 131009 SN 2, 800, 000. 00
By purchase of its bonds the company had reduced the mortgage by
Maiy81- 1885 (date of explralion)ifor oow oo sues Gt SAUT 0 00000 1, 993, 750. 00

The loan was extended in 1885 for a further period of 30 years at 5 per

cent, falling due May 31, 1915; and when the new bonds were ex-

changed for the old it was discovered that there had been a fraudu-

lent overissue, on the company’s certificates, of.................... 609, 200. 00

By advice of counsel the company assumed these fraudulent
bonds, and its mortgage is therefore placed at.............. 2, 602, 950. 00

The company’s bonds issued in 1855 at 5 per cent, and renewed in 1885 at the same
rate, were reduced in 1893, by consent of the bondholders, to 4 per cent, in order that
a contingent fund of $100,000 might be accumulated; at which time it was agreed 5
per cent payments should be resumed.

This contingent fund amounted May 31, 1913, to $84,773.57 and it will probably
reach the required $100,000 on or before May 31, 1915, when the company’s mortgage
falls due.

But in order to resume 5 per cent payments the income of the company would need
to rise beyond any figure reached since the reduction to 4 per cent was made, and it is
doubtful if the loan could be reissued in 1915 at any higher rate than 4 per cent. Pres-
ent annual interest payments at 4 per cent amount to $104,118.

R e h e e U L T e S e e R iy e $130, 147. 50
The net income in the fiscal year 1913, the largest in many years, was.. 118, 328. 16
The Agnus commission reached the conclusion that, taking present in-

terest payments as an average figure of earning capacity and capital-

izing that at 5 per cent, a conservative appraisement of the property

U T e e TR e s e S e A e i Beosd i e L f 2,083, 600. 00
Since 1907 the net earnings have steadily increased, and at the last year’s
figure of $118,328.16 the 5 per cent capitalization would be.......... 2, 366, 560. 00

The Agnus commission considered, however, that the purchaser of the
property would necessarily assume the mortgage loan, amounting to.. 2, 602, 950. 00
From which it made certain deductions, of salable proportion not re-
quired by the Government, as follows:
Market valuation of securities held in contingent fund. $73, 310. 30
T s T S S SRR U S I 15, 350. 00
S I T 88, 660. 30
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And reported as the maximum price to be paid by the Government, the
difference (888 DI 2o Bt sttt et i bl S S s e $2, 514, 289. 70
Which was confirmed by the Board of Engineers in 1912 (H. Doc.
391, 62d Cong., 2d sess., p. 95,) and by the Chief of Engineers in
1913 (H. Doc. 196, 63d Cong., 1st sess, p. 6).
We have then a range of valuation between—
1. Capitalization at 5 per cent of present annual interest payments
on mortgage, these being considered as average net earnings.. 2, 083, 600. 00
2. Outstanding principal of mortgage loan less salaple items figured
among company’s assets, which amounted in 1907 to......... 2,514, 289. 70

Whether the stockholders of the company could legally sell its property for an
amount less than that for which it was mortgaged, is a question of law to be considered
by Congress.

3ut under its charter and by-laws bondholders vote like stockholders, and the hold-
ings are largely identical; so that as a matter of fact any price agreed upon would
probably stand.

This introduces the question of the market value of the bond issue, which amounts,
at par, to $2,602,950.

In 1903 (lowest quotation) it had fallen to 43, representing............ $1, 119, 268. 50
In 1905 1t was quoted at 48, representing. .........ccceeiecinennaann 1, 249, 416. 00
In 19061t was quoted atib0, FePReRetINE. & 22 <o vcivscnalticnosos Sunk 1,301, 475. 00
In 1910 it was quoted at 63, representing. . .......ccccecececeancnnn. 1, 639, 858. 50

1,691, 917. 50
1,717, 947. 00
1,770, 006. 00

The upward tendency of these bonds is justified by the steady increase in the canal
company’s earnings and tonnage, and a further rise may be anticipated.

In 1911 it was quoted at 65, representing
. : ! ), mng
In 1912 it was quoted at 66, representing
In 1913 it was quoted at 68, representing
| ) g

At a quotation of—

T DODECHERBINE. s 5 s S e e dishe b R G N $1, 35. 00

CROIREROI AR e, o s vt Sl S s S e e T e L, 2. 50
s T SRR N e ot e 0Dt PRS0 e g I B i d el 2, 004, 271. 50
R TEbreRBTInR . =2 U s s B G S AR S s e 2, 082, 360. 00

A 5 per cent bond, the interest on which is reduced to 4 per cent, and
resting on a property appraised about 50 per cent higher than the
bond issue, and showing increasing earnings may be conservatively
valued at 80. At this figure the canal valuation would be........ 2, 082, 360. 00
This figure would hold good indefinitely owing to present improb-
ability of resumption of 5 per cent interest payments when the bonds
come to be renewed in 1915.
Deduct contingent fund, securities, and cash (May 31, 1913) to be

separately sold or distributed before passing title.................. 84, 773. 57
Or a2 net valilationeors - s S s s a2 S S S i3 1, 997, 586. 43
Or, in round numbers, as a present fair valuation..................... 2, 000, 000. 00

Respectfully submitted.
Wirrep H. Scrorr,
Secretary Atlantic Deeper Waterways Association.
MarcHu 25, 1914.
The CuarrRMAN. The subcommittee will now adjourn.
(Thereupon, at 1 o’clock p. m., the subcommittee adjourned, subject
to the call of the chairman.)

38821—14——10
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