
prit~tc but very necessary, YOU will see that  it eliininatcs a very large 
area oi potential abuse arising out of the conflict of interest betu-(>en 
~nanagcment 2nd stocliholtlcrs, n i ~ e t l ~ r r  the management happens to 
consist of invcstmcnt banliers, brokers, or anyone vlse. E ren  :z 
hanker or Lrolier, if he cannot buy from, sell to, lend to, horrow from, 
or othrr~vist~ dirc.ctly or int1iscd-y deal as tl principal with an invcst- 
mcnt comp:iny, has only the most thcorc.t~c,al opportunity to harm 
the stockhol(1crs of that  company. You will find, 1am sure, that the 
prohibitions which I have rccom~nciided cover all potrmtinl coi~flicts 
r~scvpt that class of : I I ~ I S Cwhich was nicntioncd the other day and 
which may br  generally described as the necl of ill\ cstn:c>nt-company 
funcls to purchase securities of somc other iompaily for the purpose 
of establishing an investmrmt banlic~r as untlcrwritc~r of the company 
whose securit~cs arc purcl~trsctl. Admittedly, this pohsible field of 
nblisc is open. 

No\) if there %ere to be no other provisions in a scgulatory bill, 
lx~r41:~psthis wolild be serious. Houw-cr, t tit1 prcwilt Id1 proposes 
tlitlt il an inrestnlent company owns more than oile-llalf of 1 percent 
of any ciii~s of secnrities of a portfolio company, nn in\-retmenit benlier 
on tile hi11.d of t11e inrestmtv~t ccmp:rng may not bc all undern ritrr 
for tile portfolio vonipniiy. As I have shown bet'ore, this p i~ r t i~111 :~  
pro\-i4tm :IS 11ow w.ittcn woulcl simply irwnn that rlc. iilvestinent 
ba~!k('r \Voldd be a dir~>ctorof :In irlrc~tnlent col~p:;:lp. Rut siippcrqe 
the ~:;:rc:ilistic cbnr-li:~lf of 1 pPrccrlt n ertl t:) be r:,isct l !o snllw lt:or; 
scri-il,ie figtirc1- for e s a n ~ ~ ; ~ ~ ,  SCCilIh to tw '1 pcrcelitage5 percciii. ~5.11icll 
wt e i w ~l i c w  ill the bit1 : ~ stile poiilt a t  u llic41:in ir!~'cstntwt cmws to  
ht. :r ( ' i ~ h ~ i i ~ !  l ~ of:lfk:iir i t ~ l ( i  b q i ~ ! sto till<(' 011 ~ r l l : i s p ~ t ~i~t f l~ :c i~w.  
41 iblcll.c. \wrc h~lcit :L rcaiirtic. p ~ r t w ~ t : ~ y c1imit:r ti011 \\.r~tteil illto 
tj:e bili, it ~ o u l c l  permit inr-cst:ucmt h:mher s ttr serve ()is t 
I)o:!t(i cl i l~ \~es tn~cn tcornpunic.~ without the ((anger of 1;ttvirq tlrc~ir 
fil-111(- i imin:~t~(l  u~~(!er \~- r i t i~ igfrmn m p o ]  i a ~ t  busill(>s\ n~crcly br(aa115~ 
o f  s ~ m c~ r r i r ~ ~ r:~nd  c : ~ s d  ir iwstmen~ 011 the p ~ r t  of tile itit c~tnlci i t  
I : . 131it tit t!lr samc time s11cll :I prc;~-ision x~ortltl protcct tilo 
slocl.l~oltler.; of tile invc~tmt~rttromp:lriy from tilt. nlibr~sc.o i  tlte 
~ O I I I ~ : : I W ' sfuntls to buy untlerwritil~tr bl~sinrss for I iie b:llilLt~rb. '1'~1e 
S. I.:. ('.'s answer to this m:ly be that thew arc some situ:ltiorls iri \vi.!llc11 
O R ~ I ' P L I I ~of 5 percent of the srcurities of :I coinpang \i~oliltl constitrtte 
b j  t 'ni t:~c largest single lioltling ant1 wol~ld give t 1 1 ~  o w r ~ f ~ rslriti llis 

friends an i ~ d u e ~ i t i a lh a ~ i l ~ e r  voice in clirecting the ul~ti(>ru.riti~l~ 
busin(>h5. 

1 tjm ircv to admit th::t tllcrrb arc. ccrt:~ili theowtirtil sitl1:~tiolls 
rr-l~ckrt, sornrtliing liltc this coulcl l-iuppcm. But tlicg arc rare allti i r ~  
my opinion M - O I ~ ~more than i~d('qllat('ly be 11nl1tllt.cl by the pro\ i- 
sions in tht. proposed bill c:llling for the fnllcst publicity for :ill acts 
and in\-clstrnents of investment cornpnnirs. I t  scyrns to rnc i~tcon-
ccimblc that in the face of self-tlcaliilg prohibitions, l)cscclr~tngc~ iinii-
tations 01)~~~~~~~~~~~riting, ant1 complctc pcriotiic publicity, invrst~llctit 
bnnlwrs, n ha t w e r  thcir intcm tions, u ould bc nbir to : ~ n y  ( ~ : L I ~ ~ C > I . O ~ I ~  
degree to n~isuse their r ( b k ~ t i ~ n ~ h i ~ > s  co~~lpsiilirsto i~ivestrnt~~lt  to tllp 
urr~cticsl tlisdvnntagc of stociil1oltlcrs. 3 s  I 11:~\-cs:~.itl t)c+"orcl, tllis 
is n qilc&on of degree. 

Before. leaving this subject, I think I sllonld cl~ll your n ttcntiorl to 
thc fact that t h ~one-half of 1 pcwent rcstrictioll on 1111derw1'iti11~ 
would in fact prclvent a banking firm affiliated wit11 :In i ~ l r e s t l ~ ~ ~ l ~ t  



company froin joining a group niaking a public bid 011 boncls of a 
corrlpany, sktli-tcntlls of 1 p ~ r c e ~ i tof any of whose securities \~-cr.c 
O W I I C ~by tll(> i~~v(v . tn imt  ~01111):m\~. I t  swms inrrcdible that  ailv 
s ~ ~ c i iprollihition was 111 thc niirrd of tlic :~u!hors 01 this provisioir-- 
hut liwrc i t  is. 

Fiirtlw;.--anti fir1:tliy I inust rrlcntion briefly the suggestiorl t l i t~t.  
in t l ~ c  czisc of hrol\c~r 111:~rlagctl invwtrucwt companic~,  thcrc tkxihta n 
ti:~ngcbr that  tliv b ~ o l i ( ~ r  1%ill bc tonlpt id to forco tho compruiy ill to 

tm([inc I~IWCIS.for the dill\(' of inc~.e~asid1 1 1 r 1 ~ t ~ ~ ~ ~ ~ : i r y - c o ~ n n i i ~ ~ i o r ~ s .  
T l ~ c ~ t lmay hv c:ihcas of this. 1 do not hnom. But  uslde fro111 t l ~ e  
pc1ttlncss of 7<lc.l~:I liilltl of iir,propric\ty, ! am quilc certain that  ;L 
cornbln:ltion of q~~: r l ic~r lypubl~ci ty for 11rolier:~gc fws  paid, ancl tlie. 

~ o ~ ~ - ~ i i i i t t ( ~ ~ s11ca1-y ir:intl ol' t l l c  :~ppropri :~i(~ of tliv I2-~LHyorlc Stocl; 
1~Csclr;lngc~c:rn 1 ~ .corilttc ti on to rniirimizr tlrc risk the in\-tstor 1'11115 

011 th '  1s scort'. 
1 liopc t l ~ , ~ t  i r ~  ~n:diiilg clcur lo  you my flin(1i1- 1 li;~\-e s~~coeetlctl 

lucir t it1 belief t 11t1 t the probleiti of r~~ ;~u :~pe rnen t  is :L crucial prubieni 
of the invwtmel~t  c.orriptin:i-. These conip:iuies will stand or fall 0 5  er 
a pt.rio(l of time on their ability to pcrfonn a useful service t,o the 
cwnmurlitj- r ~ l l ( l  I can~rot bclievc tlint their usefulrless \\ill be ell- 
Ii;~r~retlh y  ticpriving tlrem of the services and experience of tliose 
clussc5 of t l ~ c  -hz r i cwl  business :~ntl  finnncinl conirnu~litjr which are 
most e:ipcriei~cetl in the probltms that face in\-cstinent companies. 

hcn:~tor\ \ r . ~ ~ x ~ ~ c .:htlierc~ any cluestions of 1 I r .  R11l1Iit.r:' (Yo
re-;poi~w.) 

If not, we \\ill 11r,rr from hlr .  F.JViltler Bellaniy, of the Nntio~iid 
Bontl h- S l i a i ~Corpol:~tion. 

STATEMENT OF F. WILDER BELLAMY, PRESIDENT, NATIONAL 
BOND & SHARE CORPORATION, NEW YORK, W. P. 

Afr. B ~ r , r , ~ l r r .1 an1 the president of the Nationill Bontl & S h r e  
( 'orporntio~~, closctl-c~tl investrncr~t cmnlp:irl:\- of the manageinent :I 

Iypc, 11a\ir1o. oiitstnntliirg hut one clt~ss of securit:y. I liave i~sl,etl per- 
mission to  :Ippe:w hefore you becal~seour company is sm:~ll co1nj):cred 
\\-it11 those \vllost represerrtatives yo^ hace heard, and because I aru in 
a po~it ion to give you not only t l ~ c  atlitude of i ts nial~ngetnent, hut 
also n w r y  gootl indication of tlic t~ t t i t i~ t le  of the stocliholclcm of this 
corpcx:~tion to\\ art1 this ~woposetl legislatjon. 

At:\- r en~nr l~swill tilke less tllnn 10 ~ n i ~ ~ u t e s .  
Fornletl in Af:~rcli 1929 b! the Kew Tork Stock I4:xc;h:~nge firm of 

l)ominicli 8: Dorninick, of w11i~Li 1 an1 a partner, anti ~nn~iaget l  by tha t  
lirm in the succeeding yenrs untie: a rn:~nageme~~t contract, our cor- 
port~tion llas paid cash divdends in every J-car of its existeuce since 
192!1, anti ns of this (late the asset value of each origiual sliare is 
greater than its 1nluc upon the forniatiori of the corporation, so tha t  
an original investmel~t in l,his company is represented by assets \\.ortll 
rnore in April 1940 t l lm  they M ere in SIarc11 1929. 
513-primary duty  as president of this corporation is to represent i ts 

stockholclers, niltl with that aim in view. nlitl wit l~in a few days of the 
irit,rotlllctio~i of t l~ i s  hill in tbe Ser~a te. I forn-artled to  each of our stock- 
Iloltlers :L c w p ~oi the bill. Becnwe of the length and cornplictltetl 
nature of the bill. 1 tried to explain to the stockholders in a coveriiig 
letter the morc important effects wllic.11 i t  would have on the nlrinage- 



ment of their company. That  letter, which iilciclentally contains 
n mistake since corrected, 1have here, if you should care to see it. 
It makes no recommendation and asks for no action by the stock- 
holders except an  indication by them of their attitucle torvard this 
proposed legislation. 

The K:ttionr;l Bond and Sllnre Corporation is n slnall con~pt~ny.  
I t  1121s 953 stockholders. The management of (he corporntioli to 
date has received from 21 States 205 replies. Of these replies, o f  
wl~ichwe estim:lte 18 came from indiriduuls of close re1:~tionship to 
the directors, 8 expressetl i~ppro~wl  of the bill, a l ~ d  197 expressed cli- 
n p l x o r ~ l  of it .  The replies are av:lilable in the event that n~entbers 
of the committee should care to scc or to inspect them. The?- riinge 
from mere expressions of approvc~l or disappro~nl to long i ~ r l t ttlctwilwl 
ohjrctions to this proposed legisl nt 'ion. 

Sw:rtor W l ' a ~ s ~ n .  illto\Till you put J - O I I ~letter to the sioc~ld~oltlel.; 
t l ~ crecord'? 

RELLAMY.111.. I will, Seililtor. I nlipl~twant to refer to it .  
Se11:ltor T T ~ ~ ~ x ~ .All right. 
M i . .  REIJ~AMY.As president of this corpor:~ tion. I will vielc-o111e m~j-  

step which r ~ i ~ l l y  bellefits our stocliholclers, whetl~er tllis step rollles 
:I-: n r tw~ l t  of legislation or \vl~et l~er  jnit comes 21s a ~ratural ~vol11tio11 
h~isincss practice. I want our stockllolders to lirlow cvcq-thin: ~w-r 
t i o ,  : ~ n dwhj- we do i t ,  a11d 1 wcmt every pr:~cxtict~l s:rfcpuartl ng;~i~l.;t 
acts or policies which niay hurt them, hut  I clo not n-::nt t h a r  t.s-

pens(+ to rise, :ltlcl I do not want t l len~ forced ag:~ilr.;t their mill to 
c l ~ i ~ t ~ g etheir management or the character of their cornpnny so that 
thry firid thenwelres investors in an rnterpr,ise the 11 hole con~phxion 
of d ~ i c l l  has been clinnged without their consettt. 

Because other representatives of the industrj- hare  appeared and 
will appear hefore you, I will limit myself, with yo11r permission, to a 
discussion of those comparatively few provisions in the bill \I-hich most 
seriously affect our company. 

I n m sure that  our company in its relation to its stocLholders and 
in the effect which this proposetl legislation will ha\-e upon i t  niust he 
typical of many others, and for thnt reason I should lihe to use i t  in 
my remarks as n method of illnstrntion. 

The officers antl board of directors of the National Bond cY: Share 
Corporation since its organizntiol~ have coi~sistetl entirely of mcnlbers 
of t l ~ e  firm of Domi11ic.k & Dominick, and that firm 11:ls actetl :IS its 
mfinager antl principal broker. This relationsl~ip \\-:IS I < I I o \ ~ T ~to rtll 
of the origiltal purcli:~sers of its stock. I n  fact, 1 tl~inli i t  fair to s:t:\ 
that it was in the firsl instance, and h i ~ s  contit~uetl to be, the pri:lcipt~l 
induwmmt for the tlcquisition of the securities of the corporatioil. 

Section 10 prohihits the corporation from having :I ho:ircl of clirwtors 
of which more than a minorit:i art: rnemhers of ally one firm or are 
pevso~swlm regularly act :is its 1nan:lger or as its brolier. Section 10 
i~lqo prohibits ang person wl~o  is the regular broker for thc corpor:~tio~l 
fro111 d s o  nctinz as it% rn,zn:lger. The theory of tlle.je provisions is ap- 
parently based on the hppotl~esis that  oile who acts as brokrr find 
niantl:::ei may tlisllonestlp undertake the purchase ant1 s:& of seourities 
for the account of the corpor:~tion in order to n1:11ie comlnissiol~s for 
himsclf. a n d  t11:tt this temptation i-, irresistible. 

Swnlol. T 4 ~ 7 .Yo11 <:I? that tl:ic: is :I c In~~d- (w( lcOII:lifill>.. JITh:~tj 
ot1)c.r typcl is tlrcrc? Divc~v~ificfltiol~'?Srnull l o t s  of :dl liilitls of mwi,? 



1\11,. BEI,I.~JIT.YPS. Thc policy is to invest sn).nll anlourlts in 
rcwtlily markctttblr sccuritics. I t  is all common stocks. 

Scxrtor T ~ F T .1s thcrc any considcmblr yut.stion a t  all rcluting to 
tlw niatt'cr of control of other companic~s? That control nc.1 r r  ditl 
113~( ':IIT ptirti~ultrr i n f l u ~ n c ~  in thr  ~nanagcmcmt of st~cll n rompan?-, 
(lid it,? 

Mr.  BELL\MY. NO, Svnii,tor. This is only a $9,000,000 corporation. -
Tilt. problcm prcsrntcd is of pitrticular importul!ccl to rt srnali 

corr~ptiny such as ours, for the time, troahlr, and r.spc~ritmcr nrct1ssary 
to ni:i~l:ig:.c~ a fl~ncl of %0,000,000arc) nearly as grrvt as i~rc. ncwsrary to 
rnwniqy a f l~nd  1na11y timw largvr, SO that wide t l ~ c  cost mtly bv 
apprmimatdp thc. snmc, tlic~ pruportiou 1s I i ight~  for thcb snla1lt.r fi~ntl. 

T ~ I P  for tht' (~xist(~licc~ i n v ~ s t -cilivf ji~istilictrti~n of any mant~gt~n~(mt 
mrnt c.orrlp::ny iis to (\11ii1)1(' thc inwstor to obtain aticq~~:rlr~ tlivcrsdi-

riuillagt~nlc~ritcation of in\-(1-lnitwt untl c~s~~1)ricwcc~tl i ~ ta it 1101 (1'::-
propnrtio~i:~:vto tllr :~(lv:rrlt~igvs tlrc~rc~by.:~cl~icbvcd 

Thew is :I l r w  dy :r I l c ~ : i \  y t:ix hr~rtlrn lipon invtstrwnt ~011tpi\i: i e ~ ,  
a ~ u li f  tllrro is ntlt!cltl t l rc~r~~totoo grmt w hurtlcn lor mantlgctniwt 
cspchrisr. t l ~ c  mnnagorncmt invcstmcnt company no longcr sor~-c\s n 
11scbful purposic 

Svction I 0  wLnls  to 111(~lo ncwssittltcl: 
i1 ) ,211 intl~~prntlvnt board of tlircctors. 
( 2 )  I'ossibly m ilitlrpcwrlcnt invf~strrirwt officer or offict~s. 
( 3 )  Brolit'lh who lltivc I t ~ s  than 50 pcrccnt rvprcwntiltio~~ (111 t!ic 

boirr'tl of dirtsctors. 
(-1) Possihl:,- ;L rnali:lgclr u-110 hiis :I sirnili~slyrrstrictcd rc.presctittitiori 

on thc bo:wtl. 
-2cco1di1,gly. o w  conlpany is confrontrtl with thc, ~irtcrs-it\- of 

crnplo~-ing:md paying srp:trt~tcly a t  lmst two, ant1 p~ssibly L111.w. 
tlifTc.rclnt groiips of pcssol~s for thr  pc~sfosrnn~ict~ tliosc iurlctio~is of 
u-hicl~ in the past Il:r\c bccn p~rfoi-mcdby one prol~p aloncb. It 
h a p p c ~ ~ ~i r l  tl~c. pii~.ticul:rs caw of tlw S;itiond Bo~lc-l and Slit~rca ('(01.- 
por;~tion that t11r cornn~~ssions on 111~ purchnsc i111tl stih of st1cilri:its. 
the alnount of w11 icli is rcpxtcd cr~rrcmtly to tlic storl~lioltlt~r-, the 
S. E:. C., an(1 tlrch no\\^ 3-01'Ii Stock Eschangc, lla\-c. b ~ ~ l  the> 0 1 1 1 ~  
co:npawqat;orr p:iitl fol. all of tlwsr sim iccs This is the casts tw-arise 
thc origini~l nin:u~gc~rrirut contrrrct p r o d o d  for cort~pc~nsatioliw 
consl~rrativi~ n l t w i ~irom tllcl stantlpoint of thc stocklroldc~r that no ~ N L ?  
therclintlrr 11nvc c ~ c r  brcomc dur. 

In  :111y cq-c~nt. it 1s apparent that if tllc bill in its prCsmt f'or~ll is 
ennctctl into ir~rv, this corporation cannot carry on u-itlloilt a n  inclmsc 
in its clywnsr). 

-3lthough I heartily disapprove of the philosophy wl~ich condemns a 
business relationship completely disclosed to, and thorougl~ly under- 
stood and approved by, &e respective parties thereto solely because 
there may exist in any degree therein a "dual relationship," never-
theless, I believe that  the election of an appropriate number of inde- 
pendent directors under whose scrutiny and criticism contemplated 
trmsactions would m s s  for review would furnish a desirable protection 
both for s toclrhp~krs and management and, in my opinibn, u-onld 
rernore any critlclsm of such so-.called dual relationship as may rlou-
esiqt in broker-managed companies. 

I t  hns always seemed to me that broker management of a company 
of this character should be eficient mnrlagement. The operat1011 of 



investment companies in this country is a comparatively new industry, 
but i t  involves the kind of lmowledge and experience which have been 
gained by many in the brokerage business over a long period of years. 
I t  must be remembered that the brokerage business and members of 
registered exchanges are a t  the present time more closely regulated 
than almost any other group of businessmen in tlie country. 

I think the S. E. C. will agree that the brokerage fraternity as a whole 
11as submitted to regulation by the Corn~nission with a spirit of cooper- 
ation and that. in the great mujority of cases h s  shown an honest 
endeavor to comply not only with the letter but with the spirit of the 
law and the Conimission's regulations. 

Therefore 1completely disapprove the provisions of those portions 
of section 10 of this bill which provide for what appears to me from a 
p r~~( . t i cdpoint of view to be a segregation of brokerage and lnanngerial 
fm~rtions. 

Section 5 and section 13 have a far-reaching cfl'ect on the whole 
int111str.y because they seek to classify security companies by their 
rate of portfolio turn-over and provide that once a company has fallen 
into the clt~ss of n low turnover company i t  may not substantidly 
increinse its nctivity u-ithout the consent of its stockholderq. 

Senator T a m .  You mean. in buying and selling securities? 
1I r .  BELLAMI.Yes, sir. 
Senator T wr. Tunling them over faster? 
J l r .  BELL\ M I .  Yes, I am not using exact figures, because you get 

into too many complications if you do. 
I-rider these provisions a low twn-over company u 1ric.l~lrad reached 

tlw upper limit of its class's activity, even if sudtleiily fticed by panic 
o r  boom colditions. could neither sell nor buy securities u-ithout the 
:~ppmvalof its stcwl;holders, to be obtained a t  a meeting for which 
$\erl\s'notice nlmt be given. This provision appears to rile to be an 
c~l~tr ichtchllger to investors, not a snfeguilrd. 

1 think that Judge Healy spoke of some tiis atlvantage which might 
lw  rwornnlended for comp:mies having certain clraracteristics, arriony 
tllein that  of low turn-over. This seems to me to add danger for 
the investor because the directors of tt company a t  the top of the lo#- 
t U I . I I - O V ~ ~  limit, believirg that either selling or baying was to tlw 
:id\ mtage  of their corporation, would hesitate to act since in addition 
to the resporisibility for the wistlorn of the conternplated action they 
rni,lGt i\lso bike t l i ~  responsibility for incurring t,he liability for nddi- 
ti01:iil taxes. If the l~ist~ory of the last 15 years has proved anything, 
it has proved tliat the practice of allowing investment policy to he 
corerned by tax consitlerntions rather tllun econornic conditions 11;~s 
been tlisnst rous. 

If there were any for~nlilil for the llandling of money whicli guar- 
nnteetl success. I think it would be universally in use, but unfor- 
tunately there is none. On the contrary, while there are many theories 
u i ih  regard to the llalidling of money, success or failure depends 
primarily on the wisdoni with which these theories are applied. 1am 
strongly in accord with the principle that tlie stockholder should know 
the ycrrcral policies of the companv in which he is an investor, and I 
an1 strongly in accord with the principle that  the man:~gement of his 
corporalion should not go b ~ y o n d  the known scope of its policies with- 
out the npprovd of the stocBliolders, but I am us strongly opposed 
to :In?- leyisltltion that linlits the activities of management within this 



known scope because I know that  such legislation is bound to iiiipair 
the efficiency of management. 

I will not speak of the general restrictions upon directors which seem 
to me to defeat their very purpose and to insure the election to boards 
of this character of only incompetent directors, nor will I speak of the 
provisions governing the settlement of lawsuits, the restrictions 01) 

dividends, the registration of officers and directors, the enornlous 
amount of data to be filed witjh the Commission, but I cannot close 
my remarks without commenting on the tremendous reservation of 
power to change tlie rules which would place tlie industry constantl- 
in the position of not knowing what i t  could or could not do. These 
restrictions and provisions, in my opinion, present insurmountable 
barriers to the successful operation of the kind of a company which I 
represent. 

The stocliholders of this corporation are well informed as to its 
affairs. Many from time to time rnake close inquiry and learn of our 
mistakes as well as our successes. 

This fact, together with the replies of our stocliholders giving their 
views on this bill, indicates to me that  the stockholders of this cor- 
p ~ r a t ~ i o ndo not want to be subjected to the provisions of this or any 
similar bill, that they are a t  the present time satisfied with their 
manngement and that they wish i t  continued. 

There hare, however, been flagrant abuses and niany mistakes in 
this industry, ant1 to any reasonable regulation which will make less 
likely their repetition in the future no reasonable man can object.
I am in favor of such legislation if i t  is simple in form and easy of 
ndministration. 

I approve of the six points suggested here last week by hIr. Bunker, 
with which I think the greater part of this industry is in coinpiete 
accord. A simple, ensily administered law containing such provisions, 
together with the already existing regulation by Federal and local 
authorities, the liabilities, civil and criminal, to which officers ant1 
directors are subject, would accomplish the result of giving adequate 
protection to stockholders without disrupting an industry which I 
believe is destined to play an increasingly important part in our 
national economy. 

Senahor TAFT. YOU say you have only one class of stock. What are 
your views as to the question, not of the importance of changing exist- 
ing ones, but your future policy with reference to that? 

Mr. BEI,LAMP. Senator, our coinp:lov was formetl really a t  t l ~ e  
request of the cliwts of our firm. The stock W:E never puln1icl~- 
offered. There has been some public distribution, b ~ l t  it was --:old 
ill the first instiwce privntely to our o u n  cl ie~~tq.  This was tlrc kiljtl 
of a company they wante'd, hecause thev wnntetl us to de:il in secun- 
ties somewhat freely; and for that purpose it is my opinion tlwt n 
plain co~nmon-stock SF-up is better. I can see 110 reason wh>-ti1cr.e 
sboi~lcl not be many tlifferent classes of stocl~ o~itstmltling. For our --
piwtici~l:~rkind of a company this seeins most approprii~te. 

Senator WAGNER. Poll said 111 the course of your te\t,imony that 
you (btl believe in the election of some irldependent directors? 

ILir. BELLSMT. 1 do, Senator. 
Senator WAGNER.Have you in rnintl wllether there shoulcl he rt 

specific minimum of i13depentlent directors prorided? 
Ah- .  B E L I , A ~ ~ - .To put i t  the other w:ty, hfr. Chairnln~l. I tlLiikI 

shoi~ld say the muximuin. I do not think that a corporation of ~ i r l .  



cl~aructer, Senator, the nlanagemellt of wllich by us is the principal 
tlung on wllicl~ the stockholders relv, should he forced, not because 
of the mar1:lgernrllt but because of the stockl~olders, to surrender or 
to allow others to get control of the b o d  of dnectors. LIT.opinion 
~vonltlbe that i t  would not l l ~ l i e  much difference what number i t  was 
so long as it did not come up to 50 percent. 

Sellator JI-.IC;~E R .  I11 other words, in your opi11io11 it sl~oilld be n 
mi~lority representa~tior~? 

Mr.  BELT, \MY. 1ciumot see mr representation that  could be sup- 
plied by :L miijority that co~lld 1;ot be supplied by a minority, for, 
:rfter all, Senator, the cold llgllt of day is the thing that keeps people 
from doing tlii~lgs t l ~ z ~ t  ;we wrong. As u rule the nli~writy directors 
can see that  the llgllt of publicity, is turned on trarsnctions just as  
we11 ws the majoritv can. 

Senator \~YAGXER.~lowevcr ,  yon do agree t h t  i t  is desirable to 
l ~ a v esome intlepeldent directors? 

l l r .  BELIAMY. I do. 
Senator VAGNER.These letters are not included in your testimony, 

so I will put them into the record a t  the conclusion of your testimony. 
Seimtor FRAZIEI~.  Does your company l ~ v e  some subsidiary 

intertlst? 
l l r .  BELLANIYes.. 
%natJor F R A Z ~ E R .  Just one c,ornpany? 
3 lr. BEI,I,AMI-. yes. 
Scnator F 'RAZ~ER. What do you think of the proposit,ion of having 

n tlozen difrertwt companies, as some of them have? 
1.1~.BELLANT.1 am not really competent t'o disci~ss that,  Senator. 

hIp experience has bwn,  as you see, very limited in the management 
of n vwy srnnll compimy, and 1have ne\-er giren any consideration to 
any other form of operation. 

Senator WAGNER.Thank you, 5Ir .  Bellamy. 
(Copies of two letters, dated, re~pcct~ively, March 2'7, 1940, and 

April 9, 1910, from F. Wilder Bellamy to tJlw stockholders of Nat.ionrt1 
Boritl and S11:lre Corpornttin, :we here pri11te.d in full as foilows:) 

XATIONALBOND& SHARECORPORATION, 
S e ~ r1-orli, -1'. IT.,J l n r c h  27, 1.9.iO. 

T o  t i !? .StorI;hrrltlers c~f ;\rtioi~u,l B o n d  SI S h a r e  C'o,.porutiort: 
\b-e feol i t  our dut,j- to call to  yonr sttentioil the encloscd hill which has been 

il~tiodr~cedrccv1it.1~- in the Senst,e and ill t,hc Ilorlse of Represe~itativesof t,he ITnited 
Statw t ~ )pruvide among utlier tllirigs for the registration and regulat,ion of illvest- 
Imnt  companics. T h c  I~ill is long and con~plicated but becalm of the effect it 
will lmve upon the q)eration anti nlanapement of National Bond Sc Share Cor- 
poration, m~ earriertly T C C I I I C S ~that. you study itsprovisions. 

Iiy t'he terms of the hill all iovestine~lt companies, their officers and directors, 
lni~st  register with the Secnrities and Escl~arige Coirmlissiorl a d ,  anlong !)ther 
t.i~iiigs, its provisio~~s ha\-c to do wit,ti t,he type of securities ~ u c hcompanies rnay 
issnc.; their size in terms of total asset value; tlieir capit'ai structure; the declaration 
o f  dividends; the est,c.nt to  which they may own securities of other corporatioils; 
t"l~t.irlrtke-1111 of thei~,  boards of directors; t,tleir rualiagcment; thcir investment 
po1ic:-; thcir r e l a t i o ~ i ~n-ith hrokers, undcnvriters, arid financial institutions; 
the r)l~r!!hase for retirement of tlieir outstanding securitics and the proviaioris of 
tlicir charters, l-~y~arss, and inde~iturcs. 111 addition, and over and a h o w  all, 
t h e  I>ili provides that the Securities and E ~ c h a n g c  Conimission, from timr t,o 
tirr~c, rnny prrsrril)t~ such rules alld regr~lat~ions within the provisions of the bill 
as t h ~Colnrnission map dcrm necessary or appropriatr. I n  otlier words, in 
aridition to  itq specific provisions, t,he bill vests in the Sccl~ritics and Eschange 
Cl-!wmlssion a con t in~~ing  s1:pervision not only of the management of investment 
con~pnnics brit of s r ~ b ~ t a ~ l t i a l l yevt.ry j11lase of activity in which s11c11 companies 
mn:- engage. 



For the information of t,l~ose who have become stockholders of Xational Bo~rtI 
& Share Corporation in recent years, t,he following facts with regard to the 
corporation are of interest.. The corporation now has approximately 950 stock-
holders of record and after adjusting for the two-for-one rplit-up in 1938 t,lie 
presently outstanding capital stock of the corporat,ion cor~sists of 360,000 shares. 
These shares are duly registered pursuant to the requirements of the Securities 
Exchange Act of 1931 and are listed on the New Tork Stock Ecshnnge. Sinrc 
March 1929, when t h r  corporation commenced doing lx~siness, it has paid dir-i- -"'.
den&, in cash, equivalent to  $8.90 per present share and the l iq~~idat i !~g v:tlric 
of its stock as at, the date of this letter is approximately 325 per share. 'Phis 
compares, after adjust,ing for the t'wo-for-one split-up, \vit,h $25 per share initially 
paid in March 1929. The circular prepared in connect,io~~ with the origir~al sale 
of the corporation's stock represent,ed that the board of directors woilld be coni- 
posed exclnsively of the partners (general and special) of the firrn of Domillick & 
Dominick and that such firm wo~lld be the managers of the corporation under a 
contract TI-liich had been entered into hetwccn the corporat,ion and thc firm :rnd 
set fort,li the compensation to which t,hat firm would be entitled as  inailngcr.5. 
In  addit,ion to compensst,ion the management contract a,lso provided, among 
ot,her things, for the payment to  Ihrnit~ick & Domitiick of the 11sua.l brokerage 
commissions on t,he purchase and sale of a.11 securities etFect#ed by that  firm for 
the account of the corporation. The compensatiot~ payat~le to Domiriiclc & 
Dominick as managers was to be compnted upon an a m o n ~ ~ t  of net profits \\.hicall 
has never been realized so that such firm has never received any compensatio~i 
escept what it has earned by way of commissions on the purchase and gale of 
securities. Furthermore, no compensat,ion has ever t ~ e e i ~  paid t,o the partnrrs o f  
Doniinink Q Dominick as the principal officers and directcra of the corporation, 
the only officer of the corporation receiving any co~nperisation being its sccretarg 
who has no affiliation with that  firm. Thr amount of brokcrnge cr~minission p i c 1  
to  Dominick Q Dominick is regularly p~~blished in the corporation's serni:tr~nual 
and annual reports. 

If thc bill referred t,o is enacted into law in its present form it will affect tllc 
~nanagemet~t  manner: Section 10 (a) prohibits of your corporation in the fol lo~\- i~~g 
the corporation from ha.ving a hoard of direct,ors of which more than a minority 
are persons who rc~gt~larly act as its manager or as its I~roker. Section 10 ((1) 
prohibits any per sot^ who is a regular broker for t,hc corporation from also acting 
a s  its manager. The practical application of these prorifiions is that if it is 
desired to  have the fir111 of Do~ninickQ Dominick continue it,s connectio~l with 
t,he corporat,iorl in some cn.pacity, the alt,ernat,ivcs ni th  which your corporat io~~ 
will be confronted will Iw either: 

( 1 )  To have part,ilers of t.lie firm of Dominick & Donrii~ick co~~t , inue to coil- 
stitute the board of directors and to be thc principal officers of tile 
corporation-in which event t,lleir firrn could ~~citllc,ract regularly 
ah manager of  nor as hroker for the c -or l~ora t io~~--a~~dto pro\-id(: 
adequate coinpmsation for their services as such; or 

( 2 )  To have a board of direct,ors, t,he ma.jority of \vhom are independent 
persolls having no afiliation whatsoever wit11 T>ominiclt 6: Dominick---
in n-hich event the minority of the board ran col~sist of partners of 
that firm-and &her 

(a) To enter into a contract of ma~ia.gcment ni th  Dominick & 
Dominick on a basis of compc:nsation satisfart,ory to  thrru 
and approred by the holders of a 111ajority of the outstand- 
ing stock of t,he corpora.t,ion ; or 

it)) To e l~ te r  into an agreement \vheret,- Dorui~~ick8r Donlinicli 
undert,akes regularly to  serve as hroker for t,he cor11oratio11- 
srich an agreement being permitted by the t,erms of tlw 
bill if authorized and approved by a majoritv of tht. dirw- 
tors of t,he corporation esclusivc of any dirmtor \\-lrc is 
int,erested, direct,l?- or indircct.lg, ill snch agmrment. 

,--

In a.ny went  it is apparent t,hat, if the hill in its present f o r ~ ~  is enacted into 
1a~1-, your corpora.tion cannot carry on without an increase in its overliead a i  
neither t,he firm of Dominick & Dominick nor any other persons can be espected 
fairly either (1) to serve as manager of the corporation or (2) to constitnte a ma-
jority of it,s board of directors unless adequate compensation is provided for E \ I C ~ I  
services. 

With reference to the investment. policy of investnlent conlpa~lies, sectioil .i ( h )
classifies such companies into, among others. (a) "diversified inr-estment C ~ I L I -

panies" which are limited in their portfolio txrnover (as defined in the bill) t o  



1 

one and one-half times in any fiscal year and (b) "securities trading companies" 
on which no such limitation is imposed. During the 11 years which your cor- 
poration has been in existence its average annual port,folio tmn-over has been 4.07 
times, the highest turn-over having been 7.44 times in the fiscal year ended 
February 28, 1930, and the lowest turn-over having been 2.55 timea in the fiscal 
y e r  endcd February 28, 1933. Because of this rate of activity your corporat,iol~ 
wo111d be classed in the first instance as a securities trading company but if in 
any subsequent fiscal year the turn-over of its portfolio was less t,han one and 
one-half times, your corporation would auto~natically be classed thereafter as a 
diversified investment company and under section 13 (a) of the bill your corpo- 
ration could not again function as  a securit,ies trading company unless such 
change is authorized by the holders of a majority of its outstanding stock. In 
s time of unsettled conditions and uncertainties any limitation on your curpora- 
ti~jn's ratc of portfolio turn-over might well be to  it's definite disadvantage and 
pending the obtaining of the necessary authority of its st,ockholders to become 
again a secnrit,ies t,rading company, your corporation might be obliged to conduct 
its affairs in a way which would be contrary to its best interests. 

'The Conlmittee on Banking and Currency of the United States Senate, to  
which this bill has been referred, proposes to have public hearings on its pro- 
visio119, these hea,rings t.o begin on April 2. Because it is probable tha t  one or 
marc, officers of pour corporat,ion will appear beforc the Senate committee In 
this col~nect,ion, me will greatly appreciate i t  if yon will let us krmm whether 
vou approve or diaapprove of this legislation and in addition it. will be particularly 
helpfu! if you will give us the benefit of your co~nmcnts and suggestions. For 
this pnrpose, 11-e cnclose herewit'h a stamped return addressed envelope together 
with x form on which you may express your veiws. Because of the short timc 
which will elapse before these public hearings commence, may we ask that  yo11 
f a ~ o ~ .11s with your reply as soon as possible. 

F. WII.DEKRELL.*.>IY,Pres iden l .  

1 3 0 ~ ~S A T I ~ S A I ,  $ SHAKECORPOR.~TIOS. 
.V/,w l*or/:, .I-. I- . ,  :t,uvil .9. [!I ; I ) .  

To tlrc. d~loci~holrlc~~sof 
.\'~riionnl Rourl IC Sh.crrr ('oi.po,~ctiorr: 

We wrote ~ O I Iunder datc of hlarch 27 with reference t,o thr  \)ill now pcnding 
bcfore t'he Be!latc. and the House of Represrl~tatives in Was11inet~)n to l)ro\.ide, 
a.mong o t i~er  things, for the registratioli and regulat,ion of in\-est,n~e~lt co~~lpauiea. 
In our lcttcr wc ~ n a d ethe stat,ement that by the t,erms of the bill the part,ncrs of 
the firm of Dominick & Do~uiniek could continue to  constitute the board of tiiroc-
tors and be the principal officers of National Bond R: Share Corporation hut tliat 
in s!wh crcnt their firm could act reg~~lar ly ncither as manager of, nor as brokcr for, 
the r~~rpora.tiou. A furthw study of t,he provisions of the bill \\.odd see~u  to 
indicnt,c that  this statement is incorrect and that  there are no co:itlitions under 
vvhii>h the mcmhrrs of any partncrsl~il) co!~lti coustitrit,e :t majority of tl:e h a r d  
of clirc~ct~ori; of  all in\-cstment compaliy. 

Vc~rj- t r i~ ly  yours, 
F. WILDERBELLAMT, 

Presirlr~~it. 

STATEMENT OF RAYMOND D. McGRATH, EXECUTIVE VICE 
PRESIDENT, GENERAL AMERICAN INVESTORS CO., INC., NEW 
YORK CITY 

Smntor WAGNER(chairmiw of the subcommittee). 111.. Ru~-~noi td  
1 1t G r ~tli, please. 

JIr. ?tlc(;r:ith, you are an officer of the General Americi~r~ 111wstors 
Co.? 

31r. LIC'GRATH.Yes, Semtor .  
Seiiator I T  ~ G K E R .  We :ire glad to bear from you. 
?\ IT.  J ~ C G R A T H .Tha~l l i  you, sir. 
1 nm ewcutire  ice president of General Amel.icnn 111-\-cqto?aCo., 

. Ye~wnstllp,nlttlou$~ I wa? in the investment banliirlg busiriess 
for a nuniher of years, I now have no investment brtrlking connections. 




