
tloing vsactly the same t l~ lng  to the> senior scmwititas of any h i c r i c a n  
b~lsiiit~ss. 

And now lct iiic coincl t o  t\vo o thw  trry~lut.nts that  h a \ e  bwn 
ad\-anccvl. Tlm- siry that t h  wc~lrit ic~sof thv invcstmcmt conrpnny 
should o ~ d yhi> corrinmil rtocl, l i L t  hnnlis tri~d ii~surnncc co~p : i l~ ; r \ s .  
Tlrt\?- swj- thc>y 11:1v(. 110 sc.llirir w ~ u r . l t ~ t ~ s  oi~tst::rltling. T11is is? 111 

opi~rio~r ,  tnr(1,  hlit I t i l i ~ ~ ktc~cilr~ic~,~lly it o~11y t d i s  11:1lf th(,  s tory;  it is 
o d y  :I l1:df t:.lllll. 

I c v n  ~ , : I I I ~1 ~ 1 l : t i r c ~ c ~s11(~!1,otrk :I: ~ J i l l \  t~ytri)t~r~t :~ntl ou \vill sc3c 
or) tht. l i :~t)il i t-  sitit) t i r e 1  hontl- out.--t:i~ltli:~g, tlrv ~ I : I I I ~ \ lo:111s ii r!rc~rc. 
arcb :tny. anti tilth prc~ft.rrc~tlsioc.1, iri~tl the, common stock. T11c.y arck 
S I I O M  I L  its Ij:~hilitic~s oE t l ~ vi l l \  ~ ,s t i l ) t~ntcolr,pirny. T11o ixmk h n s  
II:I \  I ,  :I, fixv(1 ~ ) , t \ t ~ l r r t y ;  t 1 1 ~l)oi~(iy ]]:I\ (, :I fiuvl n ~ t r r r i i y ;  hut t l~il  

( t i ' (  i I ( ~ 1  .r t ~ l ,I W  110 I I ) : I~~ I : . I~ !  
I,ooh a t  tllv b:~l:rnw s11tv.t 01 a 1);1111;. :11~1\\lrrrt (lo yo11 scvbor1 t l~t .  

1i:lhlity >,i(ic,? y o u  \ o t 9  (l,~111:~11(1 III( ~ ( ~ J W S I ~ Si t  1:1tio to ~ u n i o r  ~ a p i t a l  
h i c  is i n f ~ t l  1  r  t I I I s t i n t  I  . I say 
tl~:rt t l~i i t  is just as  111urh .;cwior mo~rcy t l r ~  hor~tls and prc~frrwtl 

i~stoc'l\s of :I]\ i r r j  ( ~ t r n r n t  cwlnjxcllj, hut 111(w~ ollt> r:~tlrcnl tliffcrc.nct,. 
'I'irc. 51witrr molrry c o n ~ r i b ~ ~ r i ~ l  t i t~pori tor~by m l ~ r t  rclpaitl, i ~ n d  
n111qthc rvpai(1 011 d(w):nnd. 

T:~ke an insurxnce comp:an>- ant1 j-ou 11tive fin analogo~rs situation. 
YOTI ha \  e the prcsrnt : r r~c l  potential clainis o! yolicgliolders which 
iililst 1)e net \+he11 the) fa l l  dur,  :tr~c! nohocl?- l;r,ou s uhen they will fall 
due. 

To c'oinpal P in~c+trl:rrlt co~lq):~rlicc ant1 insumnee coili- wit11 I - ) i ~ l j l , ~  

p:u)icxi to m;\ nlinti slniply (10Phll't 1!1ill\(\ mrse.  'I'lley are three cliffm- 
The?- P : L ~that n r i  i n v e s t ~ ~ ~ c r ~en t I;ii~tls of n ~ ~ i ~ i i : ~ l s  t compilrty oiloh t 

to h r  :I rn i~ t~ur l  : I ~ ~ P X ~ Scntelprise. S o n  this word L L n ~ ~ ~ t u : ~ l "  in their 
report but I must confess t h t  I don't lllitlrrstnnrl exac.tl;v ul la t  it 
nic,uis The  report i v i t r ~ x t c ~ ~  irthe helief tha t  t l ~ ~ r c  :I conflict of 
interest hetm-t.cn t l ~ c  cliffcwrlt t?  pes of seciwities, impohirig, conflictirl~ 
drltirs on ~nannzcncn t  her~ause the risks. losses, r~ntl pn!s  :1r~not 
eqmlly clistrihu tcJ !I> .i\ 113t reqwct is this tlifferer~t from any senior 
secl1rit.i ill :in?- e ~ ~ t c ~ p : i s e ?  To be l o g i d  you uoultl l i a ~  e to extend 
this privciple to every f o r ~ n  of Arnei-icn~~bilrinrw \That is so 
es~entinlly vicious about :I Froup of jnrestor.; pooling their Inone- for 
t l ~ rpnrpow of d i ~  t o  partic7ipateersifying risks nit11 one grollp dcc~itlir~g 
in irrcorne i111d assets or? one h:~sis :tnd mother  prorlp on arlotl~er:' 
E:rc.11mterest profits if the iriwstment enterprise is ruccessftil. Earl1 
interest suffers if it is ~lnsiiccessfirl. 

Yo11 don't try to soh-e this possible conflict in other hl~sinesses by 
ofclin~il~trtinp:dl h u t  o11e g ~ o ~ i ~ )  security hol i ie~r .  Tt s left, t r )  

rrsponsjhle ir~ar~nyenwnt to \\-orli out.  
I II:IV(J bw11 n dirtletor of romprinic~s nit11 iuor.c> tl1r111 one cl:r*s ot 

wcuritios owl.  a considcrahlc 1l11n1h~r of ytL:ii.$,good t i m ( \ ~  nlltl huti, 
tl~ollghi l l  ~ t l t i 'o \ l ) ( l~tI n i l~s t  say that t h q -  stvBm to hr 111ostly hat]. :rlrtl 
1 nllrst c ~ ~ r ~ f ~ . s s  conHic't o i  tlwt I ha\-(. not found nrly i r~conc i lnh l r~  
i l~tvwst  in t l ~ t >  c~sistcwcc1 of rnow tll>ll) (-1t1ssof sccllrity. 

You do ti)(. \-c>ry bvst you can c ~ c ~ r l  W P I I I ~ S  111:1?- I!,'though t h ~  
(lis:~ppolnting to yo11 I'ou consitl(1r the, rrghts of lmth c l a s s~so f  
scwrrity l ro ldr~s  just >IS ~nan:igcmc~ntof ijIlg b1lsinc.5~ tlotls. r o l l  t ~ >  
to hailtile your afnils in such a \+try that  tllo b ~ s t  intr~.c>st of 1)otIl 
classrs will bt. st 'r\-~tl without tliscrimiontiri~i l l  ftlvor of one rir~tl 
against the, o t h r .  I tllilili, gt~ntlelnc.11, that  if you t ry  to Irgislatc 





mind, is the proper approach. I t  seems to me poor policy, however, 
to go to the length proposed in this bill and tell the investor what he 
can and should buy, override his own persona,l needs or desires, and 
legislat,e m y  individual choice out of fut'ure existence. 

I would like to end my comment on this provision of the bill by 
asking how one would explain this drastic departure in security leqis- 
la,tion to an investor who was a satisfied holder of a good senior security 
of an investment company. I imagine t'he collversation would go 
something like this on his part:  

I bought the bonds of the X Investment Co. and the preferred stock of the Y 
Invest,ment Co. I certainly wasn't misled into thinking that  they were high- 
grade securities, but  I must say that they have been as  satisfactory a holding for 
me over the last 10 years as my high-grade security. I n  my high-grade bonds 
I have been continually having my income reduced and I am certain that  when 
the money rates change I a m  going to  see a pretty substantial decline in capital 
value. 

Only the other day one of the companies offered to buy back some of its pre- 
ferred stock and called for tenders. Their stockholders must feel pretty much the 
same way I do. I noticed they only got about half the stock they wanted. 

Of course I know that  not all of the holders of senior securities of investment 
companies have had an equallv satisfactory experience. I don't see, though, 
what t'hat has to do with it. w h y  destroy something that  has turned out bo be 
good for me and some others just because i t  has been unsatisfactory for somebody 
else? 

I know that  certain investment companies and their ~nanagememts have done 
things which mere not right,, but I don't happen to have held the securit,ies of those 
companies. It doesn't seem sensible to me to try to cure cases of dishonesty by 
abolishing senior securities in the future. That  somehow sounds funny. It 
sounds as though the people who were proposing it hadn't been able to figure out 
a proper way to sensibly regulate the business. 

They tell me that  some senior securities of investment companies didn't do well. 
I'm not surprised, seeing what happened to  most securit,ies. But mine did. 
don't see, though, again, what that  has to  do with the question. 

If you once begin t o  legislate senior securities out of existence, where do you 
stop? I don't see any difference between saying that  an  investment company 
can't have a senior security and saying that  a steel company can't have a senior 
security. They both have their ups and downs. They both do well in good times 
and do badly in poor times. Tha t  doesn't sound to  me like a sensible argument 
for abolishing senior securities of investment companies. If there's anything t o  
the argument, it's an argument for wiping out all senior securities 

I am not interested in b ~ ~ y i n g  common stocks. I'll buy them indirectly through 
an  investment company because I get a spread of my risks. But I need a constant 
andst,eady income. I can't, afford to  have my income fluctuate the way a common- 
stock investment will inevitablv do. I am retired and I want to  count on a certain 
amount of income. 

Xow. i t  seems t o  me that  if they're hell bent on going tha t  far in legislation. 
instead of saying that  you can't h a k  any senior secGritie's in an investment coml 
pany the be5t way would be to  say that  investment-company senior securities in 
the future can only be issued under certain restrictions. The restrictions around 
the securities I bought were apparently satisfactory because my experience has 
been a good one. Why don't t,hey just adopt those and make all companies do 
that?  

I think, gentlemen, that  if you tried to explain the abolition of 
senior securities to a gentleman who has had that experience, you 
would have a rather difficult task. 

I should now like to turn to another important phase of this dis- 
cussion. In  testifying regarding this section, i t  was repeatedly stated 
that this ban on senior securities applied only to the future-that no 
existing situations would be disturbed. I cannot agree with this 
statement, and I should like to explain the basis for my disagreement. 
I shall therefore run rapidly over those parts of the present bill which 
t'ouch existing capital structure, in many cases vitally. 

I 



448 INVESTMENT TRUSTS AND IXVESTMENT COMPAKIES 

/section 5- classifies investment companies. It starts out by de- 
fining a "diversified investment company." A mere example makes 
clear what I mean. The classification of n diversified investment 
company would exclude a company which had then a small amount 
of senior securities outstanding and regardless of its investment policy 
i t  could not qualify as a diversified investment company. I think 
you will agree with me that being a "diversified" company may have -
something very important to do with future tax treatment. 

Not only are senior securities to be legislated out of future existence 
but  their existence in the capital structure of any company may 
penalize that  company in future tax treatment. 

If one turns to section 14 one finds that  the bill provides another 
immediate handicap on investment companies having senior securities. 

If a company is a diversified investment company its size is restricted 
to $150,000,000. I can have exactly the same I h d  of company as 
the so-called diversified company under this definition; I can have 
exactly the same portfolio, exactly the same Bind of nlanagcment, 
exactly the same kind of successful running of it, but if I have a small 
amount of senior securities out, my size is not $150,000,000, but 
$7$,000.000. 

section 18bf the bill is that section which forbids the future issuance 
of senior securities. That  part of the section is a clear and uncler- 
standable statement of future policy, but i t  contains two subsections 
which have important present efl'ects. 

Section 18 (c) says that i t  shall be unlawful for any investment 
company in the future to issue any warrant except a short ti!ne right 
to subscribe. This sounds simple and is a logical accompaniment of 
their proposed ban on all securities other than common stock. Hut 
some investment companies have outstanding warrants which give 
the holders the right to subscribe in the future to common stock a t  set 
prices. And that  is a regular feature of any warrant. 

The future value of these warrants, therefore, depends to a great 
extent on the fact that  a holder has the right to purcllase the stock 
of an investment company a t  a fixed price regardless of what may be 
its liquidating value or msrket price when he chooses to exercise that 
right If he has the right to subscribe for stock a t  $10 a share and 
the liquidating value of stock has increased to $20 a share, this 
measures the arithmetic worth of the warrant to him. I t  may be a 
very valuable right for wh~ch  he has paid money. It may be a right 
for which he has paid money which he hopes will be of future value 
to him. 

Whzt becomes of these rights, however, when one turns to 'section 
23 (21) of the bill and reads that  no registered closed-end qanagemmt 
c 0 f 6 ~ n y  shall issue or sell any security in contravrntlon of. such 
r u l ~ s  and regulations or orders as the Cominission may prcscr~bc to 
prevent or limit such i ssua~ce  or sale a t  a price below the current 
aswt value. Thldcr the act as written the value of tlic outstanding -
warrants of an investment company can bc worth rvactly what thc 
S. E. C. malrcs up its mind to makc them w-orth. Thcy can be wort11 
what the man honestly thought they were when he bought tlwm or 
they can bc valueless. 

If you read on to pamqraph ((1) of that  scction of the bill which 
limits future securitics of investment companies to the single classi- 
fication of common stock, you read that entrasrdinary provision which 
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I have already referred to in these hearings giving the S. E. C. the 
right to redistribute thc votifig rights and privllegcs of outstanding 
securitics. I think that  you wiil agree that  these two paragraphs 
alone are a considerable departure from the stated policy of the 
sponsors of this bill to leave existing situations alone. 

Section 19 of the proposed act again touches the subjcct of senior 
securities by setting out futurc restrictions on the declaration of 
dividends of investment companies. I have already dealt with this 
section in my testimony of thc other day and wili not repent my com- 
mcnts except to point out that here is a n o t h ~ r  place where thc bill 
definitely touches outstarldmg sccurities of an inwstment corn-
pany and touchcs them in a most vital and very important may. 

Section 21 aguiri comes in and touclics present outstanding senior 
securitics. I t  covers the question of loans by an mvestment company 
and provides that i t  shall be uillawfd in the future for any registered 
managerncnt company to borrow money from a bank or other persons 
except for temporary purposcs, and in an ainouriL not exceeding 5 
perccnt of the value of the company's total assets. This sounds as 
though i t  banned future bank loans, but gavc the companies the righl 
to renew them up to July 1, 194.5, which is one of the provisions of 
that section. This section, however, goes a great deal further. It 
means that any bond or dcbcnturc of an investment company which 
may mature after July 1, 1045, can never be mt,endcd or renewed. 
Howclvrr well covered by asscts or earnings this obligiztion of an invest- 
ment company may be, the company has no option in the future other 
thiun to repay it a t  maturity. Thc holder is deprived, however 
satisfactory the investment nmy be, of accepting eithcr an ~xchange 
offering or a new security of similar type. 

Section 25 deals w t h  reorganizations and recapitalizations. ,4s I 
stated in my tcstimony of the other day, i t  gives the S. E. C. n o r e  
authority orer thc reorganization of solvent companies than they 
prcsrntly have over the rcorganization of insolvent companies under 
the Cliandler Act. You may well ask why this has anything to do with 
senior securities. Let me point out to you tlmt a company l~aving 
senior securities and dcsiring to sirllplify its structure or merge with 
another company can only do so with the pcrmissioa of thc S. E. C. 
Under the law as proposed they could not issue anything but common 
stock, except with the permission of the Conlmission. But the 
S. E. C. under the section I am tliscussing could exempt the company 
from that provision if i t  so wishes. But they have the d cisim in 
their hands. Even if the storkholders are unanimous in their wish 
to go forward with a plan of rckorgan~zstion or merger, they are power- 
less to cffcctuate tlicir n lu tud  desires and wislles unless and m t i l  they 
receive the blcssinq of the Commission. 

T lmvr dealt with these various sectior~s of tke bill wl ich affect 
3enior securities to ninke clear thilt this bill inclr!des not merely il Cwn 
on t h ~  isslxtlrcr of senior securities in tlle future. I t  touches existing 
<;~tlli~t~orls,and to11cl:es them with a heavy hand .  F,\-lstin? r igl~ts  
can, if tllc Cornrr,ission so \vishci, he scuttled. :11111 existing pr i r i le~es  
of senlor rind j111nor securities can be set aside by the Cornnu~sior~ 
i f  it so desires. 

It is true that tile present hill does not conti3in a clear-c~ t death 
5entence on outstanding scnior securities. I t  does contain, 1 owever, 
real possihdities o f  s!ow strang~~lation. 
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Now, Mr. Chdrman, we havc come to the end of our pre~entat~ion. 
Through your kindness we have tried to present an over-all picture 
of the bill. We have dealt only with the more important questions, 
because the minutia of the bill is too difficult to deal with a t  leilgth. 
We have tried to be helpful; we have tried to give you our views of the 
bill as we, being men with some practical experience in running these 
companies, see it .  I hope that we have been helpful. I hope we , 
have succeeded in impressing you with the sou~idness of our* views. 
Bu t  whether we have succeeded or failed, we are deeply obliged to 
you, Mr. Chairman, and to the other members of the committee, for 
your courtesy and your consideration. 

Senator WAGNER.Thank you very much. Your presentation of 
course has been helpful. 

We will begin tomorrow a t  10:30 a. m. with the open-end companies. 
(Whereupon, a t  4:25 p. m., the subcommittee adjourned until 

tomorrow, Tuesday, April 16, 1940, a t  10:30 a .  nl.) 
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TUESDAY, APRIL 16, 1940 

VNITED STATES SENATE, 
SUBCOWAIITTEESECURITIESON AND EXCHANGE 

.4ND CURRENCYOF THE B ~ N K I N G  COM~WTTEE. 
llhshington, D.C. 

The subcommittee met, pursuant to adjournment on yesterday, a t  
10:30 a. nl., in room 301, Senate Office Building, Senator Robert I?. 
%Tagner presiding. 

Present: Senators Wagner (chairman of the subcommittee), Hughes, 
Herring, Downey, Townsend, and Taft. 

Prwent also: Senators Adnms and Danaher. 
Scnator M T , 4 ~ m ~ .  The subcommittee will come to order. ?hh. 

Tmylor? 
Mr. TRAYLOR. M y  name is Mahlon E. Traylor. 
Senator WAGNER. You represent the hIassachusetts Distributors, 

or a t  least you are an officer of it, are you? 
hfr. TRAYLOR. Yes, sir. 
Senator WAGNER. 7Te will be glad to hear you. You may proceed. 

STATEMENT OF MAHLON E. TRAYLOR, PRESIDENT, MASSACHU- 
SETTS DISTRIBUTORS, INC., OF BOSTON, BOSTON, MASS. 

Mr. TRAYLOR. M y  name is Mahlon E. Traylor. 1 have been 
continuously affiliated with the investment trust busincw for the pnst 
17 years. I am president of Massachusetts Distributors, Inc., of 
Boston, nn organization engilpcd in thc~wholesale distribution of the 
sharcs of three open-end trust%, ~lamely, hSassnchusetts Investors 
Trust, Boston Fund, Inc., antl Supervised Sharcs, Inc. I n  t l v  pnst 
5 years, the company of wl~ich I am head has ~ s c c a t e d  purchase and 
sales ordrrs for more than $130,000,000 of the sharcs of thew open-end 
management trusts. 

Thc scction of the industry for which I spcdr comprises tlic corn- 
panies kl~owm as opn-end managrmrnt trusts, with rcdccmable 
shares. The purposc of nly statcmcnt is to make clear to  the members 
of this committee tht. present position and past record of these open- 
end managcment trusts, and to state in general terms the attitude of 
a reprcvntative group of such companies toward the Wagner-Ilea bill. 

>lost of the tc~stimony you llavcl hcard from S. E. C. witnesses in  
the pnst 2 wwks clcalt with such hwid rsamplm of n~isrnanngcn~cnt and 
dkhonesty that it might easily have crcat,cd the impression that such 
actions were typlcal of tllc mtire investment trust business. In  this 
connection, we want you to I ~ ~ I O V J ,Mr. Chairman, that ~c have 
appreciated greatly the pains that you antl t h r  numbers of your 



corn.mittcc have talxn to rem-ind such witnesses hhat there wcrc,, a,ftcr 
all, a great many honest and capablv conduct~eclinvest'mrntconlp:~~iic~s. 

What the open-end trusts are: Diversified invest'inent companies in 
the United Stat)esmay be divided roughly into two general types: 

1. So-called closed trusts, which have fixed capitalizations a,nd do 
not sell new shares. Many companies of this t'ype have senior secu-
rities; that is, bonds or preferred stock, as well as common stock, -
outstmding. 

2. So-called open-end trusts, whose holders are entitled to redeem 
t,heir shares at  any time a t  approsima,te liquidating value. These 
trust's customarily sell new shares on a continuing basis t,o replace old 
shares redeemed and to increase the amount of their funds. Virtually 
all open-end trusts limit capitalization to common st'ock only. 

The following comparison shows the relative importn.nce of diversi-
fied management open-end t,rusts and closed diversified management 
trust's, as of Deccmber 31, 1930. The companies included have been 
taken froin classifications as shown in Moody's Bank and Insurance 
Manual. The figures given for closed trusts include only those that 
maintain diversified portfolios. Holding companies have been ex-
cluded : 

Combined assets 

Closed trusts, with senior capital ___---___~~___--~...---....~-$517,000, 000 
_ _ _ _._ _ _ 180, 000, 000Closed trust's, without senior capital- - - - __ _._._._ _. ._ 

Open-end trusts- - - - _ _ - - _ - _ _ - _ - _ - _ -- _ _ _ - _ - _ _ _.- .._ _ - --._ _ - -_.554,000,000 

A list of companies included in the a,bove totals will be furnished 
upon request,. 

Open-end trust's are true investment vehicles, designed to g b e  the 
small investor a well diversified invest'ment with supervision by
qualified management. 

Senator TOWNSEND.Do you mean that those are the trust's that 
you are representing? 

Mr. TRAYLOR.The figures $554,000,000; yes, sir. 
Sena,tor TOWXSEND.WTouldyou care t'o put in the record a list of 

them? 
Mr. TRAYLOR.I will furnish a list lat'er. 
Senat,or TOWNSEND.All right. 
Mr. TRATLOR.For this reason, they are frequent,ly referred to by 

the Treasury Department as mutual funds, and most of then1 
receive special tax exemption under the revenue a,ct because they 
qualify as such under the tax laws. 

Ope,n-end t,rusts that under the revenue act do not invest 
more than 5 percent of their funds in the securities of any one corn-
pany, nor can any such fund hold more t,han 10 percent of the out-
sta,nding stock of any one company. 

Trusts of this type have enjoyed their greatest growth since the 
passage of t'he Securitks Act qf 1933, and most of their outstanding
capit'alizat,ion has been issued in accordance with the full disclosyes -
required by t,hat act. Although some years ago they comprised 
only a small segment of the investment trust business, they are now 
a highly important factor in it. 

How the open-end.trusts operate: Open-end trusts, when they are 
incorpora,t,ed companies, operate under the supervision of a board of 
directors. When such trusts are voluntary associat'ions, instead of 
corporations, they are managed by one or more t'rust'ees. 
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Funds are invested in a diversified list of securities-in many cases 

principaLy common stocks-which are kept under constant super- 
vision by the management. Securities may be bought and sold 
whenever the management deems advisable. The objective is not 
speculative profits, but satisfactory long-term investment results. 
Securities owned by the trusts arc held by an independent custodian- 
usually a bank or trust company: There are usually restrictions 
against borrowing, trading on margin, and short selling. 

The managemcnts of open-end trusts usually continue without 
change, and shareholders purchase their partic~pations because of 
their knowledge of, and confidence in, a particular management group. 
Open-end companies are unlike any other type of investment com-
pany, principally because of the highly important distinguishing 
feature that their shareholders can, by contract right, withdraw their 
proportionate interest a t  will simply by surrendermg their sliarcs to  
the company for redemption at  liquidating value. Thus, in the 
event of dissatisfaction with the management or for any other reason, 
shareholders always have the right to withdraw-just as the maker 
of a voluntary trust can reserve the right to withdraw his trust from 
a bank or trust company if he is not satisfied with the way his funds 
are being handled. This right to withdraw may also be likened to 
the right which wealthy investors reserve in placing their funds 
under the discretionary management of an investment counselor. 
The threat of withdrawals in case of bad management is the best 
inccntive there can be to good management. 

The ~nanagenlents of open-end trusts are compensated on a fee 
basis. The usual fee is one-half of 1 percent annually of the asset 
value of the fund. 

Senator TAFT. What is the legal status of these funds? Does i t  
mean that any and every stockholder can withdraw? 

LIr. TRAYLOR. That is risht. 
Scnator TAFT. IShe in fact a stockl~older? 
Mr. TRAYLOR. Yes; he is a stockholder. 
Senator TAFT. And it is a corporation. 
,Mr. TRAYLOR. I should add, except in the case of a trust where he 

is a sharel~older of a beneficial interest. 
Scnator TAFT. Can you do that with a corporation? 
hlr .  TRAILOR. They own the trust, and under the laws of Massa- 

chusetts they all have equal rights the same as in a corporation. 
They can liquidate a t  the liquidating value at  any time they care to, 
qometimes within 2, 5, or 7 days, but in most cases the policy is to 
lcive them their money within 2 1  hours after they deposit their stock. 

Senator TAFT. But  this withdrawal feature would not apply to 
every case, would it? 

klr .  TRAI LOR. They are set up with that contract right. That has 
been one of the principal things in the open-end industry, starting in 
1924. The sliareholder always has the right to get his money out a t  
liquidating value, whatever that may be, a t  any time. 

Senator HERRING. Does he have a vote in the conduct of the 
business? 

Mr. TRAYLOR. Yes, unless i t  is a voting trust. In  the case of 
hlaseachusetts trusts he does not hare the voting right because those 
trusts arc managed by trustees. 


