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The years from 1897 to 1903 mark the first very active period of promotion in

American corporate history: larger supplies of funds were available in the United
States for investment than in any previous period. This promotion was due to the
phenomenal trade activity and the prudence which normally characterizes the
early stages of returning prosperity. As profits and dividends mounted, invest-
ments were stimulated and the speculative boom which ensued is strongly remi-
niscent of the more recent mania which terminated in the crisis of 1929-

During this period of expansion, among the favorite promotion projects were
those designed to unite existing enterprises. Many of these combinations were
financially unsound and were later eliminated or reorganized. The International
Steam Pump Company, from its organization in 1899 to its reorganization in
1915, in many respects typifies the difficulties of this group of combinations (pp,
638-639), and its history is therefore a particularly enlightening chapter in the
development of American corporate finance. Its promoters hoped to realize the
advantages of reduced competition, by uniting several of the leading enterprises
in the field (pp. 638, 641-6,p). Largely as the result of an overly optimistic divi-
dend policy and poor financial management (pp. 643-65'2, however, the Com.
pany was forced into receivership, and had to be completely reorganized (pp.
653-664).

!\LTHOUGH the wave of promotion which swept this
n country during the close of the nineteenth and opening
of the twentieth centuries was characterized by tremendous
overcapitalization, the industrial combinations formed dur-
ing this period were, with few exceptions, singularly free
from the burdens of excessive fixed charges due to the over-
issue of funded obligations. Notwithstanding this fact, how-
ever, a large proportion of all the amalgamations conceived
at this time were later forced to expiate their financial sins
through a readjustment of capital structure. Those which
from inception bore a heavy bonded indebtedness began op-
erations under a severe handicap and were overpowered by
the first major difficulties which confronted them. In some
cases, the original organizations were completely eliminated;
in others, a drastic rearrangement of finances became imper-
ative before activities could be resumed.

1The author is indebted to Professor William Z. Ripley, of Harvard University, who
read the manuscript and offered many helpful suggestions.
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On the other hand, even those corporations which were
promoted solely through the issue of non-interest bearing se-
curities did not escape the consequences of the reckless ex-
travagance of the time.' As they were already deluged with
"water," the possibility of supplying any subsequent short-
age of working capital through the sale of junior securities
was definitely precluded, and many of them were therefore
forced to create mortgage obligations under terms which
were unusually severe. It was the necessity for meeting the
required charges on these issues, coupled with the mainte-
nance of un conservative dividend policies designed to give
the enterprises an appearance of success unwarranted by ac-
tual earnings, which was largely responsible for the high mor-
tality among them.
Typical of this latter group is the International Steam

pump Company, the financial history of which commands
our attention not only on this account, but also because it af-
fords an illustration of almost every conceivable technicality
which is likely to arise in connection with the reorganization
of an industrial concern. A product of the most active pro-
motion era, the Company, like a host of other well-known
American corporations, dates its existence from 1899. Or-
ganized in New Jersey; it acquired control of the properties
of five of the largest and most important pump establish-
ments operating in the United States. These were Henry R.
Worthington, Blake & Knowles Steam Pump Works, Ltd.,'
Deane Steam Pump Works, Laidlaw-Dunn-Gordon Com-
pany, and Snow Steam Pump Works. The foreign business
of Henry R. Worthington was conducted by the Worthing-
ton Pumping Engine Company, a New Jersey corporation,

2 It is needless to remind the reader that this was by no means universally true; there
are outstanding exceptions to these generalizations. Witness, for example, the remarkable
case of the Steel Corporation, which managed not only to expunge all the "water" from
its financial set-up, but also to create a large undivided surplus, besides adding materially
to its properties.

,J The certificate of incorporation is dated March 8, 1899; actual operations did not
begin until some days later.

4 This concern succeded to the business of the George F. Blake Manufacturing Com-
pany and the Knowles Steam Pwnp Works.
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over 80 per cent of the stock of which was owned by the for-
mer Company. The domestic branch was handled through
the United States Manufacturing Company, the common
stock of which, being its entire share capital with the excep-
tion of $500,000 preferred stock, was owned by Henry R.
Worthington. The United States Manufacturing Company,
in turn, controlled 60 per cent of the stock of the Holly Man-
ufacturing Company, builders of high duty pumping engines.
While the parent organization dates from r899, the history
of the component companies goes back to the invention and
development of pumping machinery, the earliest and most
famous of these being the Worthington concern, which had
begun as a partnership in r845.'
The production of pumps and allied products is a basic in-

dustry, supplying not only an indispensable element of all
manufacture, but also of all commercial life and enterprise.
Hardly a machine operates but that somewhere there is a
pump doing its share of the work. Whether it be to feed a
boiler for the water supply of a great metropolis, or to drive
oil from the wells through miles of pipe lines to the seaboard,
to operate elevators, or to assist in the development of power
for municipal lighting, the pump plays its important part.
And the plants of this Company build a wide variety of en-
gines, condensers, concentrating machinery, meters, and
pumps to satisfy the needs of commerce and industry
throughout the world. For example, Worthington engines
pump a large share of the water supply of Great Britain,
France, Germany, Russia, and the United States; and they
have been adopted by the British admiralty as well as by our
own navy departmen t. The geographical field of the corpora-
tion's activities is further extended by its other units in the
United States, England, and the Continent, the output of
which reaches almost every section of the globe.
When the consolidation was formed, it was estimated that

5 In 1840, Worthington conceived the idea of applying steam to the propulsion of canal
boats, and the result of his investigations was the first independent single direct-acting
boiler feed pump ever constructed. His first patent was granted in 1841.
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the constituent companies were transacting 90 per cent of
the steam pump business in the United States, exclusive of
high duty engines.' Indeed, one of the most important rea-
sons underlying the whole combination movement of this pe-
riod seems to have been in each instance the desire to bring
together under centralized control the bulk of the business
conducted in the various industries. The advantages which
were expected to follow the successful amalgamation of com-
peting concerns are now common knowledge. It was thought
that the elimination of duplication would result in great sav-
ings of expense; and it was anticipated, though not often
stated, that profits would be further increased by reason of
the more complete control over supply and price, madepos,
sible by the suppression of competition. The accomplishment
of these two objects was sought in the organization of the In-
ternational Steam Pump Company, and it was in the expec-
tation of this accomplishment that a promising future was
predicted for the combination.
Without going into the elaborate details of the prospectus

issued by the Company's bankers in this connection, the
grounds for its enthusiasm were essentially these: the com-
bined net profits of the five constituents for the fiscal year
prior to the consolidation were $1,314,159, and a "conserva-
tive" estimate of the advantages to be derived from the har-
monious co-operation of the competing enterprises under a
single management placed the increased earnings at $1,300,000,
making the total probable annual income in excess of
$2,600,000.' On the basis of the anticipated capitalization,
this sum would be sufficient to provide dividends of 6 per
cent on the preferred stock and more than II per cent on the
common shares of the new corporation. Moreover, to assure
the effectiveness of the combination, and to minimize the

II See the prospectus of the International Steam Pump Company issued by Lehman
Brothers, dated March 8, 1899_

'1 The actual earnings as given above were not available when the prospectus was first
circulated, and for that reason the total future net profits were advertised as $'2,500,000.
This sum consisted of the anticipated increased income of $1,300,000, plus $1,200,000,
which was the estimate of the combined net profits of the subsidiaries, based upon the
business of ten mon the.
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possibilities of renewed competition, the principal individu-
als connected with the component companies were to con-
tract not to engage in a like business for at least ten years.
Suitable arrangements were made whereby they were to be-
come identified with the parent concern.
The assets and earnings of the separate establishments for

the year preceding the consolidation are shown in the follow-
ing table.

Company Assets- Earnings"
Henry R. Worthington ~6, 148 ,355 ~566,:lo+
Blake & Knowles 3,178,000 548,295
Deane5teamPump 1,155,000 69,575
Laidlaw-Dunn-Gordon 800,000 75,785
Snow Steam Pump 700,000 54,300

Total $11,981,355 $1,314,159
a Exclusive of good-will. Figures from prospectus, dated March 8, 1899.
b As reported to the authorities of the New York Stock Exchange in listing number

A-'386.

To obtain control of these enterprises, the International
Steam Pump Company authorized a capitalization of
$27,500,000, divided into $12,500,000 6 per cent cumulative
preferred stock and $!5,000,000 common stock.' Of these,
$8,850,000 preferred and $12,262,500 common were actually
issued, the remainder being set aside for the purpose of re-
tiring the debentures and preferred shares of two subsidi-
aries.
With the issue of these securities, the Company acquired

by conveyance, free of all incumbrances, the business and
properties of Laidlaw-Dunn-Gordon, Deane Steam Pump
Works, and the Snow Steam Pump Works, holding all the
shares of the capital stock of these three concerns. It also ac-
quired all the outstanding ordinary shares of the Blake &
Knowles Steam Pump Works, Ltd., and all but 23 shares of
the common stock of Henry R. Worthington. The capital of
the Blake & Knowles Pump Works, however, included also
10,000 shares of £10 each of 8 per cent cumulative preferred
stock and £24',800 6 per cent debentures; and, in addition

15Consisting of 125.000 shares of $100 par value preferred, and 150,000 shares of com.
men having a similar par value.
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to the common stock owned by the Company in Henry R.
Worthington, there were also outstanding $2,000,000 of 7
per cent cumulative preferred stock, the ultimate retirement
of which has been referred to above. Though the component
esrablishmen ts had thus been absorbed, several of them con-
tinued to operate individually exactly on the same lines on
which they had been working in the past,' but competition
was eliminated by creating uniform price lists.
The International Steam Pump Company began opera-

tions' with combined total capital liabilities of approximately
$32,600,000, of which $II,350,000 was preferred stock,
$1,000,000 was bonds, and the remainder, common stock!
The annual payments on these securities which the corpora-
tion was called upon to provide were $60,000 in the form of
in terest on the bonds and $7 II ,000 as dividends on the pre-
ferred shares, making a total of fixed and contingent charges
of $771,000 per year. While the International Steam Pump
Company issued securities with a par value in excess of
$21,000,000 to acquire total assets of slightly less than
$12,000,000, the form of the capitalization was such as to
minimize the chances of embarrassment from this quarter.
On the basis of the earnings of the subsidiary concerns for
their last fiscal year prior to the amalgamation, the income,
allowing nothing for the questionable anticipated economies
of combination, promised to be sufficient to meet the annual
obligations without too much difficulty. True, the year 1898
was one in which the level of industrial activity was higher

g This was true of the Worthington, Blake & Knowles, and Worthington Pumping
Engine companies.

1 J. W. Dunn was first president, holding office until 1909. when he was succeeded by
Benjamin Guggenheim.

I These were apportioned as follows:
Company Common stock

International Steam Pump $a,262,500
Henry R. Worthington 5,500,000
Worthington Pumping Engine 500,000

George F. Blake and Blake & Knowles '1,000,000

Totals $::10,26:1,500
• Approximate.

Second Annual Report 10 the Stockholders of the International Suam Pump Company for Ihe
Year ended JIst March, I9OI. These reports arc hereafter referred to as Annual Reports,

Preferred stock
$8,850,000
:1,000,000

Bonde

'$1,000,000"

$1,000,000
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than normal, but even if allowance is made for that fact, in-
surmountable financial obstacles were not likely to be en-
countered so long as the capital structure remained as simple
as that with which the combination began operations. But
apparently this was too much to expect. Almost immediately
upon its formation, the Company began to burden itself with
an excessive floating and funded debt, the interest on which
it was unable to meet, and it ultimately failed.
When one looks back over the record of the In ternational

Steam Pump Company, it is at once apparent that the con-
cern has never been very strong. Indeed it has always been
regarded in financial circles as among the weakest of the in-
dustrial group, and justifiably so. The essential details of the
results of the Company's operations from 1900 to 1913 are
indicated in the accompanying table.
The first thing which strikes the eye is the obvious dis-

crepancy between the actual earnings and the estimate of
those earnings as advertised in the bankers' prospectus prior
to the consolidation. In not a single year was the extravagant
optimism of that publication realized, or even remotely ap-
proached. Far from showing profits in excess of $2,600,000
annually, as predicted, the Company failed by a wide mar-
gin to equal that figure in anyone year, even before the de-
duction of bond interest and other necessary adjustments.
Taking account of these items, the average annual net in-
come for the entire period was approximately $1,000,000, or
considerably less than the earnings of the component com-
panies for the last fiscal year preceding the organization of
International Steam Pump. Of more importance than this,
however, is the fact that the Company's showing became
progressively worse over the fourteen-year interval. When
the necessary deductions are made from net profits as re-
ported in the income accounts, it will be seen that the re-
turns for the first year are more favorable by a wide margin
than those of almost any other similar period. This notwith-
standing the fact that the combination's manufacturing ca-
pacity was greatly increased through the acquisition of
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additional subsidiaries in the later years. It is significant that
the net for 1900 is substantially larger than that of 1912 or
1913, the last two years preceding the receivership.
It should be observed in this connection that one can never

be certain of his ground when undertaking an analysis of the
accounts of the International Steam Pump Company. The
annual reports are full of descriptive phrases and figures but
withal are very meager as regards informa tion given to stock-
holders. Conflicting statements abound, and the investigator
is confronted at every turn with a maze of difficulties the so-
lution of which, if possible at all, is largely a matter of per-
sonal judgment. Of the five different interpretations of the
corporation's reports which the writer has seen, no two agree
as to many of the essen tial details. Whether the accounts
have been purposely drawn up with a view to befuddling the
reader is hard to say, but it is certain that the object could
not have been more effectively attained had the attempt been
deliberate.
There is no ground for argument concerning the inade-

quacy of the charges made against depreciation during the
greater part of the Company's existence. With an average
write-off of $372>479 against a property account which ap-
proximated $30,000,000 over the fourteen-year interval, the
depreciation is roughly 1U per cent, an amount totally in-
sufficient for a business such as this, subject to rapid changes
in technological processes. The need for a more conservative
policy in the matter of depreciation was recognized by the
management in 1913, when it stated, "All expenditures for
modernizing and maintenance of machinery ... have been
charged against operations. As expenditures of this nature
have heretofore been charged to capital account before de-
ducting the appropriation for depreciation, it will be seen
that the amount actually written off for the year in reduction
of capital assets is considerably greater than that for any
previous year since the formation of the Company." Again,

3 Fourteenth dnnual Report, September 30, 1913, p. 10.
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Messrs. Price, Waterhouse and Company, in looking into the
affairs of the corporation for a period of five and a half years
prior to the receivership, at the request of the reorganization
committee, reported profits after "full reserve for deprecia-
tion" considerably below those which received wide circula-
tion in the annual statements" While it is always well to bear
in mind the circumstances under which accountants render
their findings, the increased allowance for depreciation thought
necessary by Price, Waterhouse in this case is unquestion-
ably more nearly correct than the actual sums charged against
that item in the annual reports.
The neglect of the International Steam Pump Company to

follow a conservative practice regarding depreciation was in
line with the more general policy of making the accounts ap-
pear in the best possible light. Charging to capital all expend-
itures for modernizing and maintenance of machinery, to
which reference has been made above, is one illustration of
this. Another appears in the Third Annual Report of the Com-
pany for March, 1902,' where the sum of $138,188 is credited
as "Appreciation of in vestment in the common stock of Blake
& Knowles Steam Pump Works, Ltd .... " Still another is
contained in the Annual Report for 1913,' in which a deficit
in excess of $173,500, incurred in the operation of a subsidi-
ary, is carried as a deferred charge against the future, instead
of being deducted, as conservative accoun ting demands, from
the income of the period in question.
Another striking aspect of the table is' the steady growth of

fixed charges. Originally not overburdensome inamount, the
burden mounted by leaps and bounds from slightly over
$135,000 in 1900 to more than five times that figure in 191 I,
when the maximum was reached. So rapid indeed was the in-
crease that the earnings were unable to keep pace with it,'

4 The regular accountants for International Steam Pump were Touche, Niven & Co.
of New York. See Plan and Agreement of Reorganization, International Steam Pump Com,
parry, dated August 5, 1915. p. iii of introductory remarks.

i P. 9. 5 P. a.
7 This was admitted officially in the Annual Report for September 30, 1911, which

states, "These large capital expenditures have materially increased our fixed charges and
we have not yet derived the corresponding benefit in increased sales and profits."
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as a result of which a default in interest payments occurred
and failure ensued. The extent of the increase can be judged
from the fact that the average of fixed charges for the entire
period was almost three times as great as the required inter-
est payments during anyone of the first three years, and sub-
stantially more than the obligatory charges of anyone of the
first six years. When this constantly mounting burden is con-
sidered in conjunction with the Company's program of ex-
pansion, the financial difficulties subsequently encountered
are easily explained. Confronted with the need for new money,
recourse was had to bond issues as the only available means
of raising the required funds. The anticipated increase in
sales and profits did not follow the large capital expenditures;
interest payments were allowed to lapse; and the combina-
tion was forced to submit to a drastic readjustment of its af-
fairs, before it was allowed to continue as a going concern.
Events leading up to the failure, however, were far more

complex than this simple statement would seem to indicate.
Behind the default which precipitated the receivership lay
the more involved fundamental causes of the Company's fi-
nancial difficulties. The more important of these were: the
inheren t weakness of the original organiza tion; the ill-ad vised
expansion of plant capacity; the presence of an increasingly
powerful competition; and an over-readiness on the part of
an inefficient management to pay dividends.
When, in March, r899, International Steam Pump began

operations, its five constituents displayed no extraordinary
earning power. Taking the only figures which are available
for these subsidiaries, those of the last year preceding the for-
mation of the combination, we find average profits approxi-
mating IOper cent per dollar of assets, exclusive of good-will, 8

II The ratios for the separate companies follow:
Company Per cent earnings per dollar of assets

Henry R. Worthington 9.2
Blake & Knowles 17.3"
Deane Steam Pump 6.0
Laidlaw-Dunn-Gordon 9.5
Snow Steam Pump 7.8

.. Probably before interest on outstanding debentures.
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and even this showing was made possible only by the high
returns of one of them. While it is usually unsafe to general-
ize from the results of a single year, it is important to remem-
ber that that was a year of more than average prosperity,
and therefore affords a not altogether unfavorable basis for
estimating the probable normal earning capacity of the com-
ponent companies. And, if this be correct, it is difficult for
the dispassionate observer to understand how the consolida-
tion could possibly be expected to prove a brilliant success.
Of course there were economies to be effected from the har-
monious co-operation of heretofore competing enterprises;
and, in financing the combination, the parent concern did, in
fact, capitalize the anticipated profits. The possibility that
the expected savings might not materialize was not a deter-
ring influence; the item of $16,009>463.40, exact to the last
cent, found its way into the balance sheet of 1900, as repre-
senting patents and good-will."
Now, it is a fact that old plants which were perhaps suffi-

cien tly satisfactory for the purposes of the independent estab-
lishments have often turned out to be woefully inadequate
when the separate units were combined. That the properties
acquired by the International Steam Pump Company at the
time of its organization were not up to the highest standards
of efficiency becomes at once apparent from the large expend-
itures for renewals and additions which were undertaken al-
most immediately upon the beginning of operations. Further
evidence of this is available in the huge losses which were ne-
cessitated by the scrapping of antiquated plant. Not a single
year passed without substantial sums being written off to
"improvements" in an effort to concentrate and co-ordinate
the productive facilities with a view to reducing costs.
During the fiscal year ending March 31, 1902, for exam-

ple, it was thought advisable "to substantially enlarge the
plants.'" Additions were made to some of the shops, and ex-

9Annual Report, March 31, 1900, as submitted to the authorities of the New York
Stock Exchange and reprinted in listing number A-2386.
1Annual Report, 1902, p. 5.
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tensive new building was begun for the Worthington com-
pany in order to make it "the largest and best equipped pump
manufacturing plant in the world". 2There was also purchased
during the year the Clayton Air Compressor Works, and, be-
sides the new additions to existing facilities, large expendi-
tures were found necessary to increase the efficiency of the
tools and machinery. Again, the Report for 1903 notes a ma-
terial development in the way of new buildings, the most im-
portant of which were: "the new foundry for the Laidlaw-
Dunn-Gordon Company ... ,the new foundry and machine
shop for the Snow Steam Pump Works ... , and the new
warehouses for the George F. Blake Manufacturing Co."
Instances such as these could be multiplied almost indefi-

nitely, but there is really little to be gained from a further de-
tailed analysis of the corporation's program of expansion. In
its later acquisition of the Power and Mining Machinery
Company, the j'eansville Iron Works, the Prescott Steam
Pump Works, and the Denver Rock Drill and Machinery
Company, the story is much the same. Always striving for,
but never quite reaching, the goal of efficient operation, the
parent concern dismantled this property and moved that,
until scarcely a vestige of the old organization remained But
sustained and substantial progress was not attained: the weak-
ness of the original consolidation was apparently too much to
overcome, for whenever one economy was effected, several
addi tional expenses seemed to spring up from the roots of the
old charges which had been but recently cleared away. Al-
most without exception, the hope that the new and improved
instruments of production would add materially to the earn-
ing power of the combination was doomed to disappoint-
ment, and, in not a few cases, large sums were written off as
a result of the poor investments.
The money required for all this was obtained by bank loans

and by resorting to bond issues. In 19°2, there were author-

% Ibid., p. 6.
8 Ibid., 1903, pp. 5 and 6.
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ized $3,5°0,000 6 per cent debentures,' the proceeds of
$2,500,000 of which was used immediately and the remainder
reserved for issue at a later date.' These bonds were converti-
ble into 10 shares of common stock for each $1,000 par value,
and accordingly the amount of authorized common was in-
creased from $15,000,000 to $18,500,000.' On August 12,
1909, the stockholders voted $12,000,000 first lien 5 per cent
sinking fund gold bonds, of which $8,500,0007 were sold at
once for the purpose of retiring the outstanding debentures
and "for the acquisition and construction of additions and
improvements to, .. plants and properties. , . ,'" Previously,
for essentially the same reason, the capitalization had been
again increased," and funded obligations approximating
$3,000,000 were also created for two of the principal sub-
sidiaries, the Worthington Company and the Holly Manufac-
turing Company. Thus, in an effort to surmount the obsta-
cles of inadequate physical facilities, the management suc-
ceeded only in substituting others of a more imposing nature.
The original organization had at least one saving virtue: the
possibility of failure from a lapse of interest; payments was
practically negligible. Now even that safeguard had been de-
stroyed, and the corporation was rendered wide open to at-
tack by foreclosure proceedings at the first signs of default.
A partial, but none-the-less important, explanation of the

financial difficulties subsequently encountered is to be found
in the persistence of an increasingly powerful competition.'
Formed originally to eliminate competition, the combination
was itself crushed by it. It is quite evident from what has al-
ready been said that instead of meeting its rivals by more
efficient methods of operation and by improved products at

~These were dated January I, 1903, and were to mature in 1913. The underwriting
agreement was drawn up on December r, 1902,

5 Issued April I2, 1905.
, At a special meeting held December 2'1, 1902.
7 $1,500,000 more of these bonds were later sold.
l! First Mortgage and Deed of Trust, dated September r, 19°9, p. I-

i On May 8, 1906, the preferred stock was increased from $12,500,000 to $15,000,000,
and the common from $18,500,000 to $24,000,000.

1 Concern over this factor was expressed particularly during the last three years pre-
ceding the receivership. See the Annual Reports for J9I1, I9I:1, and 1913.
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lower prices, the International Steam Pump Company fol-
lowed the practice of buying them up. While this policy is
sometimes effective, it is also very expensive, and in this case,
at least, it served to hasten the failure.
I tremains for the dividend record of this corporation, how-

ever, to point out the most glaring aspect of its financial mis-
management. The entire history of the International Com-
pany seems to center around the effort of the directors to
"put up a good front" in an attempt to arrest its rapidly de-
clining credit. In keeping with this effort, earnings were dis-
tributed absolutely without regard for conservative practice.
The preferred stock, entitled to 6 per cent cumulative divi-
dends, received that amount regularly from the time of or-
ganization, in 1899, to February, 1913. A rate of 4 per cent
was initiated on the common stock in 19°1, before any of the
water was squeezed out of it through the application of in-
come to working capital and the plant account. This rate was
maintained until the effects of the depression of 1903 com-
pelled a reduction to 2 per cent in 1904, and its complete
abandonment in 1905. Of the total sum available for divi-
dends during the first 14 years of the Company's existence,
no less than an average of 88.6 per cent was distributed as
such, and in 5 of those years, the amount paid was substan-
tially greater than the funds actually available for that pur-
pose. In every year, save one, the dividend disbursements
exceeded all reasonable bounds of conservatism, and in 1904
regular payments were made in the face of a sizeable operat-
ing deficit. A more flagrant and inexcusable abuse of sound
principles of corporate finance would be difficult to find any-
where in legitimate enterprise.
Had the directors been more careful to conserve the liquid

resources of the Company, the constantly recurring short-
ages of working capital could have been largely avoided. Had
they followed a more prudent dividend policy, it is even con-
ceivable that the failure might have been indefinitely post-
poned, if not entirely averted. As it was, continued adverse
conditions in 1913 forced the suspension of payments on the
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preferred stock,' and gave rise to considerable talk of ali im-
pending receivership. In answer to these rumors, the follow-
ing official statement was issued: "Attention has been called
to the affairs of the International Steam Pump Company be-
cause for the first time since its organization in 1899, the pay-
ment of dividends on the preferred stock has been passed.
Much of this comment is so unfounded and so misleading
that some brief statement is deemed appropriate. Temporary
conditions, due to unusual competition, greatly impaired the
earnings of the Company during the past fiscal year. N ever-
theless, the Company kept its organization and plants up to
standard, and maintained its volume of business. [The] Com-
pany has rigorously adhered to its policy of promptly meet-
ing all its current obligations, and its present earnings are
well in excess of requirements for fixed charges and dividends
on the preferred stocks of its subsidiary companies."
Despite all denials, however, conditions became steadily

worse during the remainder of 1913, and, by the following
summer, the affairs of the corporation were heading rapidly
toward a crisis.' In August, 1914, official notice was given
that the first-lien 5 per cent bond interest, due September I,

would not be paid,' and on August 26, without opposition
from the Company, C. Philip Coleman and Grayson M. P.
Murphy were appointed receivers.' On September 2, the
Guaranty Trust Company of New York, as trustee, insti-
tuted proceedings to foreclose the mortgage, and the receiv-
ership was extended to the foreclosure suit.' Protective com-
mittees for the various security holders were promptly

! See circular dated March 31, 1913.
a Boston Post, May 7. 1913.
4 Events were correctly reflected in the almost uninterrupted decline in the market

price of the Company's securities. From highs of 88:%"70, and 1831 in 1913, the bonds and
preferred and common stocks slumped to 43, II. and 3, respectively, in June, 1914.

r; For details, see Commercial and Financial Chronicle, vol. xcix, p. 61.
e In the United States District Court for the Southern District of New York. In De-

cember, 1915, Mr. Murphy withdrew, leaving C. P. Coleman as the sale federal receiver.
On January 8, 1915, Gilbert Collins was appointed as separate receiver for the New Jersey
properties by the State Court of Chancery. On January 14, 1916, W. D. Lewis succeeded
Mr. Collins, who resigned.

7 The Supplemental Bill of Foreclosure was filed December B, 1914.
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established," and work was begun on the difficult task of
drawing up a satisfactory plan of reorganization.
The Joint Reorganization Committee, its membership con-

sisting of representatives of the bondholders and stockhold-
ers of the International Steam Pump Company and of Henry
R. Worthington, went about its business in a most thorough-
going manner. A complete investigation of the properties and
affairs of the Company was undertaken under the supervi-
sion of Mr. J. E. Sague, formerly vice-president of the Amer-
ican Locomotive Company and subsequently a member of
the Public Service Commission for the Second District of
New York. The books and accounts for a period of 5Y2 years
prior to the receivership were examined by Price, Water-
house and Company and the plants were appraised by Coates
and Burchard Company of Chicago, and by a special group
of the corporation's plant managers. In framing the plan, an
effort was made to remedy those defects in the organization
and financial structure of the Company which brought about
its failure.
I t was almost exactly a full year before the proposal was

formulated, but, when finally submitted to the stockholders
for approval,it gave evidence of having incorporated not
onl y the findings of the various experts, but also provisions
for correcting the errors of the old organization. Simple in de-
sign, the plan was drastic in its effect. A new company hav-
ing a much simplified capital structure was to be incorpo-
rated with a view to reducing or eliminating the subsidiary
organizations in order to effect the needed consolidation of
operations. New money was to be obtained by levying rather
heavy assessments upon the old stockholders in an amount
thought adequate to provide for the retirement of underlying
securities, and to enable the enterprise to deal more efficiently
with a substantially larger volume of business than it had

B No attempt will be made to list the membership of the various committees; those
interested may find the names given on p. I of the Introductory Statement to the Plan
and dgreement of Reorganization, International Steam Pump Company, dated August SJ
1915.
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hitherto done. Finally, provisions for securing a new manage-
ment having a direct interest in the financial success of the
new corporation was made by reserving for that purpose
$1,5°0,000 common stock.
When the plan of August 5, 1915, was drawn up, the In-

ternational Steam Pump Company and its constituents had
outstanding the following securities:

International bonds-
Subsidiary bonds." principal amount
Subsidiary preferred stocks"
Preferred stock of International Company, par amount
Common stock of International Company, par amount

Total

$9,347,900
69~,100

2,460,556
II ,350,000
17,762,500
$41,613,OS6d

• Firstlien 20 year 55.
b Represented by ~492,IOO first mortgage 5 per cent bonds of Holly Manufacturing

Company and $200,000 first mortgage 5 per cent bonds of Jeansville Iron Works Company.
e Including '$2,000,000 of Henry R. Worthington stock and $460,556 of Blake &

Knowles stock.
d For convenience of tabulation, 23 shares of common stock of Henry R.Worthington

not owned by the International Company arc disregarded. For details, see Plan and Agree-
ment of Reorganization, pp. I and '1.

To effect the transfer of the properties represen ted by these
securities, the new Company created simply three classes of
stock, two of them preferred, the other common, and the ex-
change was to be made on the following basis:"

t The figures for accrued interest and dividends as given in the plan were estimates
based upon the expectation that its consummation would be effected by November I, 1915.
The precise terms under which the preferred and common shareholders would participate
were contingent upon the amount contributed by the owners of the common stock. As a
matter of fact, assent to the proposal was not obtained until April, 1916, and even then not
all the common stock elected to pay the required subscriptions, so that these various sums
had to be altered accordingly. The revised terms of exchange are given below. I t will be
noted that the underlying principles of the plan remained essentially unchanged.

Received:
Having "A" "B"

Each $1,000 of: paid preferred preferred Common Cash
International bonds $1,104.17 $386.46
Worthington preferred stock $1,000.00 $169.17
International preferred stock $134·'10 134·'1.0 352·39
International common IZ5·00 1'15.00 170.00

Holders of Holly Manufacturing Company bonds received for each $1,000 principal
amount, '$900 in new 5 per cent first mortgage bonds and '$47.50 in cash for accrued in.
terest.
The entire issue of'$460,sS6 of 8 per cent preferred stock of the Blake & Knowles Steam

Pump Works was subsequently purchased for '$114.29per share of '$100 par value.
Details are given in a circular issued to the various security holders by the Joint Re-

organization Committee under date of Aprilz6, 1916.



EPISODE IN AMERICAN CORPORATE HISTORY 655

Y. Holders ofInternationaI 5 per cent bonds would receive for each$I,OCXJ
of principal with $83.33 accrued interest:
a. Class B 6 per cent preferred stocks
b. Common stock>

2. Holders of 7 per cent preferred stock of Henry R. Worthington were
to get for each $1,000 par value with accrued dividends:
a. Class A 7 per cent preferred stocks
b. Cash. at rate of $14 per share

3. Holders of International preferred stock would receive, on making
payment of $12.50 per share, for each $1,000 par value:
a. Class A preferred
b. Common

4. Holders of International cammon were to obtain, on making of pay-
ment of $12.50 per share, for each $1,000 par value:
a. Class A preferred stock
b. Common

5· Holders of first mortgage 5 per cent bonds of the Holly Manufacturing
Company would receive for each $1,000 principal:
a. New first mortgage 5 per cent bonds of Holly Manufacturing

Company
b. Cash for amount of July I, 1915, coupon

1,000.00
14°·00

900.00
~5·oo

• Non-cumulative for three years, then cumulative, and preferred as to assets and divi-
dends over the common stock. Amount authorized $11,000,000.

b Authorized issue $15,000,000.
11 Preferred as to assets and dividends over class B and common stock, but preference

over class B preferred stock continued only until both classes of preferred should have
received full dividendsfor three consecutive years. Authorized $10,000,000.

d These amounts were to increase, as explained below, to the extent that holders of
International preferred stock were required to make payments not made by the owner»
of the common.

No provision for the assumption of the securities of the Jeans-
ville Iron Works and the Blake & Knowles Steam Pump
Works by the new Company was made; these were to be
dealt with in a manner to be determined later.
I t was also contemplated that approximately $3,600,000

of new cash would be required to supply working capital and
to meet the miscellaneous expenses incident to the successful
completion of the reorganization. It was these funds which
were to be provided by the assessment of $12.50 per share on
the preferred and common shareholders of the International
Steam Pump Company. The preferred stockholders were to
make such proportion of the payments of the non-partici-
pating common stockholders as the par amount of their pre-
ferred shares bore to the total par amount of preferred out-
standing. In other words, every owner of International pre-
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ferred stock, by assenting to the plan, became bound to pay,
in addition to his own assessment of $12.50 per share as a
holder of preferred stock, such proportion of the payments
of $12.50 per share required from the owners ofInternational
common stockholders but not covered by their subscriptions.
Under this device, if none of the common stockholders

elected to retain their in terest in the property, it became in-
cumbent upon the owners of the preferred to provide all the
new money. An example or two will perhaps serve to make
this point clear. (a) In case all the common stockholders paid
their assessment of $12.50 per share, each share of common
would receive $12.50 class A 7 per cent preferred stock and
$17.00 in new common. Each share of preferred would then
pay $12.50 and get in return $12.50new preferred and $34.00
in new common. (b) If the holders of one-half of the outstand-
ing common made their payments and the subscriptions on
the other half were taken up by the preferred stockholders,
each share of common would contribute $12.50 and obtain
an equal amount of new preferred and $12.00 in common,
and each share of preferred would then be required to pay
$22.28 for which it would receive $22.28 in 7 per cent class
A stock and $47.30 in new common. In short, International
preferred was required to underwrite the subscription of the
common stockholders.
The plan was no sooner announced than it met with op-

position from a hastily and specially established protective
commi tree' for the minori ty holders of the preferred stock of
the International Steam Pump Company. In general terms,
the complaint was that the preferred shareholders were being
unduly harshly treated; that there was no justification for
the original default which precipitated the receivership; and
that the requirement of the plan which compelled the owners

1 Composed of: McDougall Hawkes, chairman, R. S. Sturgis, C. K. Beekman, C. H.
Wiltsie, and T. J. Carmody. The existing committee, previously established, represented
the interests of both the preferred and common stocks. Its membership consisted of the
following: L. L. Clarke, chairman, W. V. King, L. T. Haggin, A. N.Parlin,and a.Marx.
Two of these men represented the stockholders on the Joint Reorganization Committee,
and the plan was, of course, approved by them.
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of the preferred shares to underwrite the payments of the
common stock was uncertain and unfair.'
The plan as finally promulgated was the result of prolonged

negotiations, in the course of which, having regard for the
condition of the properties and business and the magnitude
of the obligations involved, the best possible terms were ob-
tained for all the interested parties. As a matter of fact, the
bondholders were called upon to make substantial conces-
sions to the junior securities in surrendering their mortgage
and thereby relinquishing their right to take the en tire prop-
erty and reorganize it solely for their own benefit. They con-
sented to dividends on their new class B preferred stock being
non-cumulative for three years; and they submitted to the
creation of a 7 per cent prior preference stock to represent
the new capital, which the shareholders were asked to con-
tribute. In view of these concessions, the bondholders were
entitled to a substantial interest in the equity and an increase
in the rate of return upon their security. Under the circum-
stances, it was only fair that the stockholders should be re-
quired to furnish the new money in return for their interest
in the new enterprise.
There is little foundation for the statement that the de-

fault could have been avoided.' Enough has already been
said to emphasize the seriousness of the situation with which
the Company had to deal. It is quite clear that the directors
assented to the receivership only after a full realization of the
obstacles which confronted them, and after an earnest effort
had been made to avert it. It is true, as claimed by the ob-
jecting stockholders, that the aggregate appraised value of
the property as reported by the investigators for the bond-
holders committee' was considerably in excess of the debt of

2 See especially the circulars issued by this Committee under dates of August 28, 1915,
and September, 1915.
1The specific charge of the complainants suggested collusion between the various par-

ties with intent to defraud the preferred shareholders. In answer, the U. S. Circuit Court
of Appeals, in a decision handed down February 16, 1915, said, "There is not a vestige of
evidence that the Company or its directors colluded with the bondholders or the common
stockholders to destroy the interests of the preferred stockholders."

'This appraisal gave the plants a value of '13,387,000; that of the Company's plant
managers reached the figure of $101537,000.
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the old corporation, but it should be remembered that the
appraisal was made upon the basis of the Company being a
going concern with adequate working capital. These same as-
sets at forced sale would unquestionably realize very much
less than the debt, which, with interest, aggregated in excess
of $10,000,000. Accordingly, if the creditors elected to en-
force their rights, they would be in a position to absorb the en-
tire property and nothing would remain for the stockholders.
That the device under which the preferred shareholders

were called upon to supply the new money required under
the terms of the reorganization was intricate and highly un-
certain is true; that it was unfair is quite another matter.
The complexity and indefiniteness of this phase of the plan
was, indeed, its weakest feature. Every such scheme, which
calls for subscriptions from stockholders in amounts which
vary in accordance with the opera tion of forces beyond their
control, is bound to meet with opposition. It leaves open to
considerable fluctuation the amount which they are likely to
be required to contribute, and, as such, is objectionable, be-
cause it is the exact opposite of incentive or bonus schemes
in which the amount to be received is the varying factor.
But this is not to admit the allegation of unfairness. Quite

the contrary; the assessments called for under the plan, though
heavy, were entirely just. Any sound proposal for readjust-
ing the corporation's affairs had of necessity to provide for
the urgent need of additional working capital. The power to
force a sale of the properties placed the bondholders in a stra-
tegic position and made it impossible to compel them to sup-
ply the deficiency, which left as the only remaining source of
the new cash the owners of the preferred and common shares.
Nor was there anything unjust in this development. Either
foreclosure of the mortgage or liquidation of the business
would unquestionably have completely wiped out the equity
of the stockholders, and it was only right that those who
approved the plan should be called upon to contribute the
new money in return for the interest which they were allowed
to retain in the new organization.
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I t is not surprising, however, that the recen tly established
protective committee should be dissatisfied with the treat-
ment of its constituents. Representing the next ranking is-
sue, it felt that its standing justified more consideration than
was actually received. And this was no mere attempt at
"hold-up" either; its resentment was the result of a sincere
belief that better terms were due the preferred shareholders
than were in fact provided under the plan of reorganization.
As stockholders, however, they had assumed a risk which
they were now called upon to bear, and it was to be regretted
that conditions had reached such a serious stage that their
preferred position, with respect to the common shares, availed
them Iittle,
As things turned out, those shareholders who became par-

ties to the reorganization fared slightly better than those who
disposed of their holdings prior to the announcement of the
plan! The rehabilitation of the Company's finances was ac-
companied by an improvement in the market quotations of
its securities which, notwithstanding the assessments that
were levied, resulted in a pecuniary advantage to the con-
sen ting stockholders.
But the objections of the opposing stockholders were not

easily overcome. Applications for leave to set up a defense
against the suit brought by the Guaranty Trust Company
were made in the New Jersey Court of Chancery,' and in-
ves tiga tions were forthwi th conducted to determine the real
status of the corporation. It was finally decided, however,
that the contentions of the Hawkes Committee were wholly
groundless, and that the trustee of the bondholders was en-
ti tied to a decree of foreclosure and sale.' I t now remained
only to comply with the various technicalities incident to the
final consummation of the readjustment. On December 17,

, We are here concerned, of course, only with the period immediately preceding and that
immediately following the reorganization .

• This permission was granted to Ethel Elms and McDougall Hawkes on September '25,
1915_

1 Report of the Special Master in the New Jersey Court of Chancery. dated November
19.1915. An appeal from this decision was taken to the United States Circuit Court of Ap-
peals in New York, but the original opinion was confirmed on February 16, 1916.
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1915, the Court ordered the disposal of the properties at the
upset price of $6,293,000, and the auctions were duly held.
On April 25, 1916, it was announced' that the Worthington
Pump and Machinery Corporation of Virginia had succeeded
to the business of the International Steam Pump Company
and its subsidiaries," and the reorganization was completed.
All things considered, the plan under which the rehabilita-

tion of the International Steam Pump Company had been
accomplished was a good one. New money was furnished by
the stockholders in an amount sufficient to supply the ur-
gently needed working capital and to make possible the re-
designing of the corporation's products and facilities, which
were necessary for carrying out a progressive manufacturing
policy. Provision was also made for the co-ordination of the
subsidiary establishments with the parent concern, thereby
eliminating the waste resulting from the operation of indi-
vidual units and making possible the sort of harmonious co-
operation which formerly was sought after but never attained.
In this connection, the preferred stock of Henry R. Worth-
ington was treated more liberally than perhaps the relative
position of those shares with respect to the outstanding bonds
justified. But it was thought wise, in order to get rid of the
necessity of maintaining a separate organization for that en-
terprise,' to make the offer to those shareholders so attrac-
tive as to encourage, if not actually to insure, their assent to
the plan.
The financial structure of the new corporation was dis-

tinctly superior to that of the old. A material reduction was
brought about in the new capitalization, which was confined

8 In a circular, dated April :26, 1916, issued by the Joint Reorganization Committee.
9 The Worthington Corporation was incorporated on April 20, but did not begin oper-

ations until two days later. For purposes of accounting, however, business transactions as
of April I were assumed by the new enterprise.

1 It appears that the creation of a funded debt for Henry R. Worthington by the di-
rectors of the International Company without the consent of 75 per cent of [he preferred
shareholders of the former corporation may have been a violation of a special clause of its
charter. It was the desire to avoid complications from this source which played an impor,
tantrOle in fixing the relatively favorable terms of exchange as described above. For details,
sec circulars issued by the Stockholders' Protective Committee of Henry R. Worthington
under dates of July 24, and October IS, 1914.
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to what may fairly be regarded as the value of the Company
as a going concern. Total securities previously issued in ex-
cess of $41,000,000 were reduced in amount to less than
$30,000,000 and practically the entire cut was made in the
outstanding bonds, a feature of extreme importance. Most,
if not all, of the water formerly present was eliminated from
the new financial set-up under which the appraised value of
the assets, including the new cash but excluding good-will
and patents, exceeded the par amount of the preferred stocks
and underlying securities by more than $45 per share upon
the common stock on the lower appraisal and more than $65
per share on the higher. As the new enterprise had no bonded
debt, except the liability which it assumed on two small is-
sues, aggregating $623,400, it was now in a position to face
periods of stress without anxiety. The absence of a consider-
able fixed charge would undoubtedly improve its credit, and,
with its increased flexibility of action, it would probably be
able to pay dividends upon the preferred stocks more readily
than it could earn interest at a lower rate upon an equal
amount of bonds.
Finally, the plan took particular care to cure the defects

of the old inefficient administration by reserving a large block
of common stock which was to be used for the purpose of
in teresting manufacturers and other business men whose ex-
perience gave them special qualifications for successful man-
agement. Additional insurance for the proper supervision of
the business of the new enterprise was provided by placing
the voting control in the hands of trustees' for a period of five
years from April I, 1916.
From the poin t of view of the long range welfare of the suc-

cessor corporation, it was fortunate that the reorganization
ofIn ternational Steam Pump Company occurred when it did.
Had the receivership and the readjustment been postponed
another year, the return of prosperity would have made it
impossible to carry through as drastic a rearrangement of the

S Composed of L. L. Clarke, G. G. Henry. P. Jackson, R. W. Leigh, and C. H. Sabin.
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Company's affairs as was actually accomplished. Almost im-
mediately upon the consummation of the reorganization, the
effects of the European conflict and our own subsequent par-
ticipation in it were reflected in a very material improvement
in the volume of production and earnings of the Worthington
Pump and Machinery Corporation. Unfilled orders and bil-
lings rose rapidly, and the urgency of war-time demands sent
prices soaring. The outcome of this combination of events
was that the enterprise experienced by far the most profit-
able period in its entire previous history.
The figures for net earnings available for dividends depict

fairly accurately the progress of the corporation from its or-
ganization in April, 1916, to the present time. During the
first six years, the sums actually available for distribution
were greater than ever before, notwithstanding that heavy
charges were made against depreciation and maintenance
and subs tan tial reserves established to provide for possible
contingencies. This showing was, of course, largely the con-
sequence of the abnormal conditions of the War and post-
War years, and therefore affords no adequate basis for judg-
ing the success of the reorganization. But there are, never-
theless, certain other straws which indicate quite clearly that
a considerable improvement over the old organization had
thereby been effected.
Where formerly the fixed charges absorbed a large and al-

most constantly increasing share of the income, now the pro-
portion of earnings applicable to interest was practically
negligible, and, thanks to the retirement of the last of the
outstanding obligations in 1926, even this payment was ulti-
mately eliminated. Furthermore, the strong disposition of
past years to resort to various devices designed to give the
old Company an appearance of strength unwarranted by ac-
tual conditions has definitely disappeared. Instead, every ef-
fort was now made to understate rather than to exaggerate
the real earnings. Evidence of this is available partly in the
large sums charged to depreciation and maintenance, but
mostly in the policy of creating substantial reserves to pro-
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vide for possible exigencies.' Beginning in 1916, for example,
a general reserve was established which, by 1919, had reached
$5,000,000. This fund remained undisturbed until 1926, when
the dismantling of plant and the liquidation of slow-moving
inventories necessitated a material reduction to absorb the
losses incident thereto. Had the new organization been as
negligent as International Steam Pump in the matter of fail-
ing to provide for the future, it would almost certainly have
been unable to withstand the shock of that occasion.
The dividend record of the new management, while not

perfect, is distinctly superior to that of the old. During the
first four years of the corporation's existence, when orders
were accumulating and profits mounting, care was exercised
to conserve the resources. No dividends were distributed on
the common shares, notwithstanding the unprecedent earn-
ings, until 1920, and were promptly omitted later, when con-
ditions became less favorable. Even the payments on the
preferred shares in bad years can be justified, when regard is
had for the other conservative practices of the directors,
which enabled them to build a relatively large surplus from
which they could draw for precisely such purposes.
Beginning in 1921, when the stimulating effect of the post-

War boom had definitely passed and the whole world was suf-
fering from depression, the new organization and its execu-
tive administration were put to their first real test. Earnings
declined rapidly and the business was apparently experienc-
ing a recurrence of the difficulties which were a constant
source of irritation to the old enterprise, but the new man-
agement was equal to its task. Under the able and conserva-
tive leadership of Mr. C. Philip Coleman,' formerly receiver
and then president, the problem of concentrating and co-

a Illustrations can be found in almost every annual report.
( Mr. Coleman was vice-president during 1916. In 1917, he was elevated to the presi-

dency, which office he retained until 19'26,when he became chairman of the board. From
this position he resigned in 19'27.His successor, Mr. L. ]. Belnap, continued the policies
of his predecessor and demonstrated an equally high capacity for the job, which he now
holds. Messrs. E. H. Wells, T. F. Manville, H. Williams, and A. W. Burchard consented
to serve as an executive committee under the plan to interest men of ability in the manage-
ment of the business) and for which purpose ~I)5°O,ooo common stock was reserved.



M. J. FIELDS

ordinating the manufacturing facilities was tackled with
extraordinary vigor. Inventories were revalued; obsolete
manufactured products werewritten off; engineering and de-
velopment work was intensified; and several more or less im-
portant subsidiaries were either sold or closed! In all, the
improvements undertaken were of an almost revolutionary
character, and the program, so far as can be gauged at the
present time, seems at last to have brought to the Worthing-
ton corporation a high degree of stability and at least a fair
level of prosperi ty.
But the future of the Company is by no means assured.

Operating in an industry in which the competition is severe
and the technological changes rapid, it will require the ut-
most industrial and financial capacity and conservatism to
maintain the relatively favorable position which it now en-
joys. With the present management, or one equally good, in
control, however, there is every reason to believe that the
mistakes of the old organization will not be repeated, and
that an able and energetic administration of the corporation's
affairs in the years to come can be relied upon.

Ii These operations are described at length in the annual reports for the period 1921-30




