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HC, 7B 9th May 1963.

Mr. Bateman,

Cartain-teed Producte Corperation

In accordancs wvith your request, I have now examined
the many files connected with the sale of the pipe plants of
K.4 M.Co. to Certain-tsed Products Corporation im order to ascertain
whether thers vas at any time any misrepresentation on the part of
Certain-teed in figures submitted to us. There is no written
evidenoce on our files of any supplementary information supplied by
Mr. Malcolm Meyer and as you know the transaction was coxpleted as
a result of several disomssions with him. .

I was prescant at ene of these discussions and I think
I am right in saying that Mr. Meyer provided a drafs of the amnual
report of Certain~tced fer 1961 whioh showed very satisfactory results,
and there was in general an air of eptimiesm with marked emphusis on
the high market valus of the Certain-teed shares. The final audited
accounts for 1961 disclesed net income of £5,910,623 compared with
$2,386,046 for the year 1960. The net earnimgs were stated to be
squivalent to $2.30 per share for 1961 oompared with 0.98 per share
for the previous year. According to metes dated 29th Maroh 1962
prepared by Nr. J. A. Smith, Certain-tesd expsoted to earn 33 per
share with their own business (excludimg the pipe plamts) in the
1962 finanoial year and before long te be earming S5 per share, and
presumadbly shis information wmst have been provided dy Mr. Mayer.
To this we estimated that Certain-teed would add approximately
$2,000,000 per annum from the eperation ef the K.& M.Ce. pipe plants,
and en the iasue of 380,000 shares this weuld give a return of
approximately £3.3 per share which weuld thus help to maintain the
total profits of Certaim-teed at their ansicipated level.

I think 1% wvas on the Pasis of she 1961 accounts that e

we originally endeavoured te ebtain 800,000 shares fer the pipe
plants. There iz a note of Nr. Smith's dated 22nd January 1962

that on earninge of £2.35 per chare our preporsiem would amount to
£1,880,000 which comparsd vith K.A M.Ceo's antieipated future sarnings
on the pipe planss of $2,000,000 per amnum, and ef course thare would
be no management preblems. It was abeut this time shat I was present
at one of the meetings with Mr. Neyer and i was obviocus that there
was no hope of receiving 800,000 shares and thas he had in mind
somathing in the region of 600,000 shares. From sur point ef view
this would have beem egmal te a price of 530,000,000 at sthe sthea
sxisting market price of the shares. In the event we settled for
380,000 shares and we then estimated thas om earnings of X3 per share
>ur propertion of net prefits weuld equal 1,740,000 en whioh we
vould receive an actusl dividend af §348,000 at the exissing dividenda
rate of 604 per share, and we were evideantly given $o understand

hat there was not muoh likeliheod of an imorease in the rate of o

iividend in the near fusture.

As I have indioated earlier, I thimk we relied %0 a
Large extent on the 1961 acoounts of Certain~teed and in addition
«¢ had a copy of the Argus Research Corporatioa repors en Certain-~
teed dated 10th Jamuary 1962. Deth these documents expressed




‘adjusted profis fer 1961 weuld then have been equal to £1.84 per share
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confidence in the future. The annual repert was dated 27th March
1962 and Mr. Meyer, as President, stated that he faoesd the coming
Your vith oconfidence and enthusiasm, that the company was playing

a leading roll in the ohanging building masterials construot.on
sconomy and that 1962 should add »significantly to its further growth.
On the Institute for Essential Housing (I.Z.H.) it was stated that
considerable progress was made in the year 1961 and that they were
confident of increased sales and profits in 1962. The Argus report
stated that in 1961 the eompany sold about 10,000 units and completed
and included im profiss 7,000 oxr so units. They projected the sale
of 15,000 homes in 1962 domessically and 10,000 abroad. Naither of
these expectatiens came to fiunition and accerding to the 1962 accounts
of Certain-teed only %,971 houses were completed in that Year as com-
pared with 7,010 completed in 1961. The question might be asked,
"Vas Mr. Meyer aware of this reduced level of activity at the time
we were in negotiatien with him?”

In addision, wve nov knev that the company adopted a
change in asceunting in 1962 relating to onetemer instalment notes
reoeived in connection with sales of houses by I.E.H. and the further
question might be asked, "Vas Mr. Meyer aware of this possidle change
in acecunting vhilst we were in negotiatien with him?* Certainly
the brief quarterly reporits issued by Certain-teed for the periods
ended 3lst Maroch and 30th September 1962 (I camnet $Srace the June
repert) did nes mension this master or the ruduced level of astivities
of I.B.H, The Narch repert sheved earaings as the rase of $0.35 for
the quarter cempared with %0.13 for the previous year, but by
September 1962 the net imeeme had fallen considerably and net sarnings
were only %1.02 for the nine wonths cempared with £1.78 for the same

pexried of the previeus year. -

The adjustment fer the ochamged accounting procedure appears
te have been deals with im the December quarter ef -1962 and it was
then disclosed thas if the new basis had deen applied se the year 1961
the figure ef profit weuld have been reduced by £1,387,836 and the

as cempared with $0,3% earned sn the mev basis for 1962. I think

there is no deudt that had we bDeen basing our esalculatiens en a yield
in 1961 of ¥1.34 we would have endeavsured te obtain mere Certain-teed
shares for our X.b M.Co. pipe plants, but vhether we should have been

successful is anether matter.

Presumably Mr. Meyer would tell us that beth the recessien
in the I.E.H., astivities and the change in the basis ¢f acceunting
aress after the coempletion of sur agresment for the sale of the pipe
plants, and under such sircumstances I sannet see that we have any
possidility of re-openiamg the transasties. As mentioned earlier,
we have ne written evidence on our files ef any supplementary informa-
tion supplied by Mr., Meyesr but I obvieusly cannot comment on what he
may havo disélesed verbdally at the varieus meetings; in any case I
wounld expect My, Meyer te honestly believe as that time any statemeats
he may have made regarding the immediate future.

I trust that the above cbservations are sufficient for your
immediate requirements. An additional copy i»s enclosed in case you
Tequire it for submission te Mr. Seothill.




