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A BURNING question in bot/z the United Statesand Canada is how ta pr1event over-capitaliza-
lion of nergers vit ho ut unduly hampering the
manufacturers whlo desire to combine for economiîc
reasons. The intcrests of the innocent investor
should be safegitarded. In Great Britain, the law
compe7ls those who are flùating the bonds and -stock.
of a 'mergzer to telL the public the actual cash price
paid to the orig&ý,a! owners of thse pro perties merged.
TAis is foitnd to be beneficial. It should l'e possib1 e
to go even farther, and allow no merger to be con-
,summated until it had been 'approved'by a govern-
ment commission similar to, thse Railway Comn-
mnissi .on.

WitA this in mind, th.se reader 'zcill find the follow-
ing article interesting. Mr. Coz possesses inside
information concerning Canadian mergers. That
lie favours publicity and regulation is an indication
that the subject is ripe for fuller discussion.AQUESTION often asked nowadays is, why

are so mnany consolidations or mergers
being effected? There would, in a general
way, seem to be three principal reasons

why so n-any industrial consolidations have~ been
put through. They are: firstly, the saving in thse
buying and manufacturing cost; secondly, thse saving
in the selling or distributing cost; and thirdly, the
readjustment of financial conditions whereby inost
,of the principal banks have given up the practice
-of financing various industrial concerns for an in-
definite period, and are making it necessary for
thein to get their working capital from the public
rather than from the banks themselves.

Viewed f rom a straight business or nlatlifnr'tll'..

cox
tory and calling on the same customers. You would
flot have to know the particular line of business that
we were in to know that under such conditions
there must be enornsous wastes, for if we were both
managed from the one central office and only had
the one warehouse in the principal cities and the
one staff of salesmnen, on our selling alone we would
be saving over $10,000 a year on sales of a million
dollars."

But then, the mere fact that there were benefits,
to be derived froin such consolidations opened the
way for people to take improper or unfair advan-
tage of theni, Much of thse unfair advantage would
seeni to corne from thse temnptation there is to over-
capitalize a consolidation of variou, companies. It
is just becauise of such dangers that it would bc a
good thing for the people who are carrying through
the right kind of consolidation to, have some kind
of regulation by government over ail consolida-
tions, so that those which are heing put through
on a fairly reasonable basis might be passed on,
while others that do not afford the investor a f air
run for his money could bc checked before they got
as far as the public flotation stage.

0f course, the man who generally carnies through
the consolidation is the man with imagination rather
than judgment. His imagination naturally enaMles
him to figure out that the country is going ahead
at a very rapid rate and that on this account he
can discount the growth to a very considerable ex-
tent. He reasons that the capfitalizations which seem
very large at the present timne will look very modest
ten years from now. Tht great trouble is to figure
out just what goodwill in connection with any busi-
ness is really wortb, for while one man may figure
it out at ab~out $500,000, another may come along
and show that it is worth nearei . million and a
haîf dollars. Then, azain, tht ezoodwill in certain

varies according to the line of goods manufactured.
Who is to say just what proportion of water is

to be allowed in any consolidation as compared with
the actual cash capital? In 'certain lines of industry
the proportion of two dollars of watered Capital for
every dollar of actual cash would seemn to, be about
the farthest one might go, yet'in others, when due
appreciation is given to the value of a connection
which a company may have built up, throughout the
country for its product, this goodwill might ecven
permit the insiders to figure that four dollars of
watered capital to every one dollar of cash invested
would flot be outside reasonable proportions.

Another way to figure it would be to take the
earnings of the various companies included in the
consolidation over a period of three or four years
and see what percentages such earnings would
show on the proposed capital of the new consolida-
tion. Provided the average earnings showed 6 per
cent, or more, with fair prospects of the earnings
being increased to a 'very considerable extent owing
to the savings that would naturally be effected, the
basis might be considered reasonable. Where, how-
ever ' it was found that the earnings figured less
than 3 per cent., unless there wu: some special
opportunity for greatlyi increasing the earning
power, it should naturally be inferred that the par-
tjetlar consolidation had been over-capitalized.

Numerous as have been the various consolida-
tions which have been effected during the past few
years, there is no doubt that, with the manufacturing
centres confined mainly to the east and with the
great growing markets of the country situated west
of the Great Lakes, the next few years will see even
a greater number of practical consolidations carried
through than have been effected up to the present
lime. 0f course, if they are to be kept within the
proper lines, there must bc some control either by
the Dominion or the province, and the mere fact
of there being some Commission to deal with such
matters would likely have the effect of making pro-
moters, and even the practical interests behind corn-
panies, more careful as to the basis on which they
try to put through various deals. ]Even this ten-
dency to be a littîe careful would result in the public
gradually having greater confidence in them.
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