
Mr. nane also quoted from a letter I wrote to him on December 28, 1939. 
in which I ntlrisctl him of the new pricing systrn~ which mas to he adopted I)$ 

In\ wtor. Tr11.t on . i ;~r~n: ir jlI:iss:~c*h~~st~tts 2. 1!)40. Thi. is 1111, pr.ic.111:: ..) \tt ni 
which 1 hare Inwionhly deicl'ihrd whcrcl~y :L nrw 1)r:cr i ,  cstnbl~shcil in the 
middle of the thy  and ug.~in :it the claw of tlitl niurlir~t, on11 one price 11t~mg 
know mid c,st:il)li4r(l a t  n gircn time. Mr. 13:1iic testifietl that in this letter 
1 i~idit~:~tcvlt1i:tt the eteps which we ant: otlrtLr. in the indnstry n'cw taking 
a t  i i h u t  this time did not go fa r  enonrh to solve the proble~n. That is in- -correct. After t:rlling RIr ILinc"s atttwtion to an enclosnw aliicli euplninetl our 
new pricing system, I rcln:ukvl that othel'i: 111 the inclnstry w > r e  nlw ~nnking 
clinngec, S;IJ :ng, "^ " 1 h:lw alreatly 11e~1ril of a ~linnher of the (1istribnto1's 
who arc taking d d n i t e  steps to st013 selling br3forr the nt3m price becomes lrnou-n 
in the nftcrnoon, which is ;I s t ty  in the right direction, but, in our judgment, 
(IOPCnot go far  enongh * * *.'I 

BIr U:rnt,, ill introducing in the testilnony our lrtter to dcnltw deicribing the 
oprr:ition of the pricing systern aciol~tctl Jnnnnry 2, 1940, s:iitl that he "was snr- 
prisecl a t  the, type of perww to whom ( i t )  is :~d t l r rwA i l l  1 iew of the v1:lini that 
this (;ll:l.ssnchnsctt.;tt Inveqtori Trust) is an i ~ ~ r e s t m c n t  trnit." "Thii is htmlerl," 
he rend, "Importnnt Sotict~ to S:llesni:~na~c~rs :1n11 Triitlers " I c:un only assmile 
t1i:it Mr. B:uw helicrcs th:~t  "tr:idcrs" :ire the specril:rtt~rs "nho t1:idc ill and ont 
of trust sh:~rrs  nt the e q e n s e  of thr trnct" ant1 that we ~vt're c a t e ~ i r ~ g  especially 
to inch persons. 

TYrll, in the hiui(1rcds of (Icaler office\ \T it11 ~vlrirh we do hn~iness, thrl "tratler" 
i\ the partic111:rr eml~loyee who t'xc~ntr.: salesnien'h orders, : ~ n d  i ~ resrcnting orders 
in our tr11.t shares hr is homid I)$ ;I rontmct lwtwem hi i  compnny iuid ours to 
execute such ortlrrs a t  the official prices. t l ~ c  11irsii for the d~termiu:rtion of which 
i\ s ~ t  forth in the l~rosprctnces. It is, thcrcforr. quite esiential that "traders" he 
fully infornicd concerning any clrnngr in the mrthod of pricing s11:ircs 

As to "cnlc~cm:~n:~ger~," we know of no our. npnrt from "traderc." to whon~ snrh 
a notice could more np~x)priiitcly he sent Salcimanngcm *Ire in ca1i:irqr of the 
s:~lcvnen who sell the shares. and it seems to IIIC rather in1port:mt that they 
slionld h r  well infornied concerning the pric rng proct~lnrcs n hie11 they are obliged 
by rontrart to observe. 

Sow, with rrsyrct to my "most nnrcnlistic" testimony as to how snle3 of open- 
end cwnp:~uies are  effwtcd, I st:~nd, without qnnlification, on el ery word of thnt 
tcctim~~ny.Rut  I \voi~ltl like to cite, as  :ui exiiinr~l(~ of the ch:~ractrr of Alr Bane'\ 
rc4wttal testimony, the only concrete argn~nent he atlmnced to discredit my 
st:itpments. He mid : "Thc story give11 you by witneqses from the incluhtry of 
how salvi are  eil'rvtc'tl was most nnre:rliitic. To compare the pricing and sale 
in~thotls and the tffccts thrreof of thew trusts with the sale of Trc.:isnry honds 
i q  illnitrntirc~of the salrs ideas ;lnd arguments of these investment-trust salesmen. 
The statement made bg BIr. Tr:~ylor respecting dilution arising from tlie sale of 
Gorernmrnt honds in the light of my experience seems incredible. I have never 
h t ~ i r d  of an occ:~sion wlien Go~ernmcnt bonds were being sold by the Gorernnient 
for a period of 19 hours a t  two different prices, affording the purch:lser a n  
opportunity to purchase a t  the lower of the two prices." 

First, I n1:ltle uo statolncwt "rc~spectiiig clilutit~r~ arising from the sale of 
Govcrnrnent honds." T (lid .say that Go\ernmrnt btrnds are sold on a firm price 
1)xsii and that it is long-t\tal)li<hctI a d  n c ~ q ~ t e t l  practit c. for the Treasnry t o  
prlcch n Ilew i \ w r  in relation to its o11tst:lnding ol)ligntions so that tlw new 
iwne will imnietliately io11 a t  n p r c ~ n i i ~ n ~ .Seccn~d, it shnilld he apparent to 
Mr. B'rnc fr~rm my ~ ~ P V ~ ( I I I Strsti~nony t11:lt whether or not he ercr heard of it, 
so-rallwl h:il~y I)o~ld\ arc  sc~ltl, not jnst for a lreriod of 19 honrs, I)ut for 24 
hoiirs a clay-day iu nnd day out, rnonth in nnrl nionth out, and ycnr in a11(l 
ymr  ont-to the, csxteut of artnmd n h~llion tlollari: n year :rt a firm price which 
is c~onsiderxhly 11rlow thr lrno\\-11 pr~cc  a t  whicl~ other Go\crnrnent honcls nrP 
wlling. For cxa~nl)lc, nnd thic n n i  fnrnidietl me by a competc~nt indepe~itlent 
authority (111 Gore~nmrnt  honllc, while it is diffiwllt to ni;ilif~:I ~ ( > m p : l ~ i a ~ l lbe-
7nc~>11a tlicco~~ntol~ligntion nnd n conpon obligation, TTnittd Statrs Treasnry 
214's d11e September 15, 1048, rcce~itly soltl nt 1072952 to yieltl 1 .7.5 to maturity 
111 8 ye,lr and 7 months. A 1):rl)y bond mith 615 to 9 years to rnn to nlnturity 
yields 2.67 p r r c c ~ ~ t .An 81L-ye:1r21/!1 [ ~ ~ r c c n tTrcnsr~ry bond on a 2.67 pcrcellt 
h n ~ i ,  wonltl \ell :it 9Fl'o!32. :I difference of 9 points. 

And th:~t'. not a nirr-~nnrlret situation biit sc~nicthing thnt exists every d:ry 
of t l ~ e  year. This irttlependrnt nnthority nlao :~tl\ises me that on the rernlxr 
qn:rrtrrl& offrrmgs of Trc i~s~i ry  hondc, the ortlrr 1)oolri arc left olwn for 1.7 honrs 
after tlie price of thc new issiw 11:~s been nnnonucetl, mlcl dnring a time while 



ctlier Treas~iry hontls of the same charncter may be selling a t  relatively higher 
1~ric.e~in the open niarket. This authority adds that  the Treasury endeavors to 
1.rice a new issue in relation to its outstanding obligations so that the new 
issue will immediate13 sell a t  ;I pren~iuin. I wish to imply no criticism of the 
Treasury's methods. I am quite s;rtisiied that they are  operating in the bebt 
interests of hoth taxpayers and investors, aiid I am willing to concede that they 
know more about what they ;ire doing than I do. I t  does seem quite obvious, 
htwcver, that, a s  I prr\iouslx writl, they recognize the necessity for a firm 
prlce in scllii~g their bonds. 

And I might repeat from illy earlier testimony that in the case of open-end 
funds there is no conscious effort to "price the shnrcs f:l~orably in relation to 
the general market." In fact, the only thing thnt is tlesirc.11 in ccmnection with 
the pricing of s1i:rrcs of opc.11-end co~npnnies is to cst:lblish a firm price as  
closely in 11ne with the actual ~ n l n e  as  is practically ln~ssible. 

I now come to my final point, arid it is n nlost important one. hlr. Bane 
testimony to the effect that if salesinenquoted an excerpt froin hlr. U~~nlicl 's 

of inrestment-conlpnny securities attempt to confnw inrestment coinpanies with 
wrings hanks, the1 a le  guilty of gross fraud and si~ould he dealt with accord- 
inely. Then Mr. Bane said, "Let me read to yon :ul extract from an i l l ~ ~ s t m t e d  
booklet entitled 'M~tssacl~usetts Iorestors l'rnst, History, and General Informa- 
tion."' He then read the extract which goes as  follows: "JIassachusetts 
Investors Trust is a mutual trust. I t  is operated on n basis similar to a 
mutual savings bank. Liltr a savings hank, it depends for its future welfare 
m d  continued success upon public col~fidence." 

That would seem to indicate that we are being accused of gross fraud. 
Hut, as  Senator IVagner frequently remarked during the hearings. you want 

to hear hoth sides. Let me tell you a little ahout this booklet. I t  was the first 
descriptive booklet icsued h - J1:~ssachusetts Distribntors, Inc., after I hecame 
president of the company. Looking hack, I am rather proud of it for its complete 
frankness and for the detailed infoilnation which it contains. Incidentnlly, this 
booklet, publi~hed in February 19.5, was replaced I)y a rrvised edition in 
Fehruarg of the next year. 

Here is what I want to tell you nhout the booklet. I t  cont:~ins 31 pages in 
all, and the extract quoted above appeared on page 28 in a chapter headed "Other 
Important Features" under one of five subheadings. The particular suhhe:~ding 
under which the ~ ta temrnt  appwrs rtwls "Operating Costs." Sow quite con- 
trary to the misleading impression g i ~  m in Mr. Bane's prewntntion of his testi- 
mony, there ma< not the slightest intent to confuse Massarhnsettu Inr estors Trust 
with a sxvings bank. After having devoted 27 pages to u detailed explanation of 
what Xasanchusetts Investors Tlr~ct  is-how it operates-and the manner in 
which its 41ilreholders ~~articil>ate in the trust, we nlndr a perfectly fair and 
honect statement thnt with reipcbct to operating co.;ts, the trust iz operated on :I 
hasis similar to a savings hank ; ~ n d  thnt like ~ ~ 1 1  a bm~k the trn\t  depends for 
its future welfi~re :~nd  c.olltinued suc.ctw. on pnhlic ronfidence. \Ve went on to say, 
"One factor nhich has an irnlrortnnt h~~;iring on thi4 point (l~nhlic confidence) is 
whether or not the truct's operating expenses are  out of proportion to the services 
performcxd." We then prewntcd ;I t ablr h ~ w i n g  xi~hat t11~ ;11inua1 rate of cxpe~lses 
were, and we didn't use prrccnt:~ges. We shonc~l  in round-dollar amo~ults wh:lt 
i t  wonld cost a \hnleholdrr per >ear  on the basis of a $1,000 inxe.tnlcnt zu~dcln a 
$5,000 inrcctn~eat, and on tell :111tl fifttvn and t n r n t j  nnd twrnty-five and fifty 
and onr h~rudred tho~lwnd dollar in\e.stmrnts. Then we ~ I I Iitt,d comparison of 
these costs n i th  what the .ervicr\ performed hy the trust ~ o n i c l  ~ o s tif ndwtnken 
independentlg, and w r  wggested -nc2h itrinr ns "collection slid ~tcc~ountingof 
income from a di\ erkified list of holdingu. reconc*iling illcorne f r o n ~  111:1ny sonrrps 
for incomc tau and other purpoces. statistic2al :mi resenrch services, depentlnble 
in\estrnmt adlice, and time and tsffo~t neceswra to proper supervision of 
investments." 

To put this discussion of ourrating costs in its proper setting, I think it ~vould 
be revealing if I quoted a few extlactb fmm other parts of the Imolrlet. 

011 the first page of test, the fitst t v o  paragraphs read as  follo\vs: 
"hL~ssacliusetts Investors Trust is not a new development. Although it 

embodies in~estment  policies whirh have rccritetl more general recognition of 
late, i t  has been applaing these policies for more than 10 years. Before the 
advantages of common-stock investing were \cry generally apl~reciated and 
before the necessity for specialized adminiitration in this field bccmuc appar- 
ent to the rank and file of in~es tors  in this country, Massachusetts Investors 
Trust was functioning on a principle which gave recognition to these advantages, 
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and the need for specialization in obtaining Llie~n. I t  is, moreover, the principle 
which governs the trust's activities today. 

"That principle is to provide investors, through honest and competent manage- 
ment, with a continuing investment program which meets tlie requirements of 
sound practice in common-stock investing. These requirements, fundamentally, 
are:  (1 )  Diversification which introduces the law of averages in protection of 
principal; ( 2 ) reasonable return on invested capltal; ( 3 )  opportunity for appre- 
ciation of principal ; (4) high degree of marketability." 

And from the third paragraph on that page- c4 
"The trust was organized under an Agreement and Declaration of Trust

* * *. Investors in this fund hold certificates of beneficial interest in a trust 
managed hy trustees * * *. In effect, shareholders become participants in 
a living trust." 

On page 9 there appears a chart which shows the net change in the value of 
the shares from the date of original offering in 1924 to the end of 1934. This 
chwt shows that the value of the shares a t  the end of the period was 85 
percent of their original value in 1924. I t  also shows that the preservation of 
the principal value of the shares a t  this reduced value was some :30 percent 
better than the preservation of values as  represented by the general level of 
stock prices for the 10-year period. 

On page 11there appears a line chart picturing the fluctuations in the value 
of the shares over a period of 1year. This chart shovs that the value of the 
shares can go down as  well as  up. 

Following that is a discussion of the recurd of di~idend payments, which 
includes a chart showing the decline in the income from a hypothetical invest- 
ment in 1929 when income on such iniestment would have amounted to $6,500 
to the income on the same investment for the depression year 1932 when the 
income would have amounted to $3,230. There is also a discussion of how the 
trust operates, and a review of management policies which includes these 
statements : 

"Before leaving this tliscussion of portfolio changes, it should be a matter of 
record that  * * * the management of Massachusetts Investors Trust mis- 
judged both the severity and extent of the depression. 

"Instead of converting a large proportion of common-stock holdings into 
cash or its equivalent early in the depression, it concentrated investments in 
those companies and industries which seemed best able to withstand the 
depression * * *. 

"This policy, however, failed to produce the full measure of advantage u7hich 
the management felt justified in expecting * * *. I t  did, however, have the 
positive effect of conserving income, which made it possible for regular quarterly 
distributions to he maintained throughout the depression a t  a rate which cam- 
pensated to some extent for the temporary shrinkage of principal." 

On pages 21 and 22 there is given a detailed schedule of every change in the 
portfolio of the  trust's investments during the year 1934. On the following 
page is a table showing a complete list of investments of the trust as  a t  the 
end of 1934, with the dollar amount invested in each security on the basis of a 
$100.000 interest in the trust. Other sections discuss in detail the investment 
policy, the dividend policy, and the operating procedure. 

TJntler the subheading "Marketability" on page 30, there appears the follow- 
ing statement : 

"Shares in I\lassachusetts Investors Trust represent participation in an  
investment program and as such do not invite consideration a s  a medium for 
trading in and out of the market. Nevertheless, the possibility is ever present 
that the shareholder may be obliged to  sell his holdings. I t  is, therefore, a 
source of satisfaction to him that a firm market exists for the sale of his 
shares." 

And in the following paragraph i t  is exp1:lined that shareholders are  entitled 
to receive not less than 99 percent of the liquidating value of their investment 
upon withdrawal. 

I leave i t  to the committee to judge whether th? contents of this booklet indi- 
cate any misrepresentation, to say nothing of gross fraud. 

I have shown you how misleading I believe Mr. Bane's testimony to be on this 
point. But even so, if Mr. Bane had read all of the supplemental literature 
issued by my company in the last 5 years. he wonld not have found a single 
instance in all that  material of oar having confused any of our companies with 
savings hanks or any other similar institution, with the exception of tlie one 
example which I hare just discussed. I n  all, we have iswed 22 booklets and 
pamphlets containing some 191 pages and about 61,000 words. 
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In  conclusion, I would like to remark that I :1n1 unschooled in the technique 

of presenting testimony, and I therefore desire to have it known that if my 
testimony appears to reflect any degree of ascerbity, i t  is certainly not inten- 
tional. I mention this because the testimony on the subject of pricing appears 
to have developed on something of a personal basis between DIr. Bane and 
myself. I have not, howeyer, been talking to Mr. Rane on a personal basis; 
I have merely been presenting my testitnony and answering his to the best of 
my knowledge and ability. I want the committee to lillow that I have a hlgh 
regard for Mr. Rane personally and as  a Gorernment official. My associates and 
I have worked with him for a number of years and have always found him to 
be both understanding and cooperative. 

I would like to add that Mr. Bane, a s  well a s  other Securities and Exchange 
Commisison witnesses, have had a difficult task to perform. They have had to 
study and report on a forest of statistical data aud written ana lpes  wlthont 
the benefit and ad~antages  of personal experience in the inrestn~ent-trust busi- 
ness. This, plus the existence of many large >tiid knotty trees on the edge of 
that forest of data, tends to obscure the business realities, the huinall traits of 
character and honorable intentions and the background of economic conditions 
in which the industry has developed-all of which are fully as  important to 
consider as  words and figures. 

I honestly believe that there is fa r  less "evil," unethical practice and unduly 
selfish motive in the industry today than the Securities and Exchange Conl-
mission and staff seem to suspect. In connection with the subject of pricing. I 
believe that many of the highly controversial poiuts have arisen simply because 
of a lack of thorough understanding of all the aspects of the matter, and :his is 
said not unkindly. I t  is a complex matter having many ramifications. 

I t  is, however, for this reason as  supported by my test imon~ that I beliere 
people in the iudustry possessing practical experience and knowledge (which has 
been broadened by the Seci~rities and Exchange Conlmission study) should be 
given the opportunity to iron out the problems with which they are faced by 
self-regulation, as  provided for under the Maloney Act. This is already being 
undertaken through a committee which has formally been appointed by the 
National Association of Securities Dealers. formed under this act. 

MAY 2. 1940. 

The dollar volume of sales of Massachusetts Investors Trust over the last year 
or so has acro~inted for about 15 percent of the total sales of all 78 companies in- 
cluded in the Securities and Exchange Conlmission study. Thus, while the Trust 
is considerably larger in size than the average company in the industry, its volume 
of sales is also considerably larger. 

I mention this to make it clear that the dilution figures on Massachusetts 
Investors Trust are  not nnduly distorted because of the size of the Trust, although 
I will grant that the dilution in the industry as  a whole may be somewhat 
greater in the average than may be the case with Massachusetts Investors 
Trust. 

Using Massachusetts Investors Trust as  the basis for my estimates, I de-
termined the dollar amount of so-cnlled dilution on the Securities and Exchange 
Commission's hasis of figuring' for all normal business days during the year 
1939, and including the two abnormal days of September 11 and 19. 111 relntion 
to the dollar amount of shareholders' interests, this came to fifty-six one-thou- 
sandths of 1percent. For simplicity, I called i t  five one-hundredths of 1percent 
(my first figure.) 

Next. I added in the dilution which occurred on the other abnormal or semi- 
abnormal days. excluding only the unprecedented war market d%y on Septem-
her 5. This calculation resulted in a so-called dilution figure of ninety-eight one- 
thousandths of 1 percent. I called it ten one-hundredths of 1 percent (my 
second figure. ) 

At this point, every business day in the year 1939, excluding only September 5 ,  
had been accounted for, and so nig final figure of fifteen one-hnndredths of 1 

' I  hare explained in detail in previous testimony why I believe the Securities and 
Exchange Commission's basis of figuring dilution does not accurately reflect the true 
situntion. I stand firmly on that testimonr, and beliele that i f  all factor8 are taken into 
account such dilution as  may occur is  considerably less than even the minute fractional 
percentage amounts which I have shown. 
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percent (representing an increase of 50 percent orer the annual basis f i~nre ,  as  
above) was just for good measure and to allow for a reasonable margin of 
difference between the figures for Massachusetts Inrestors Trust and whatever 
the figures for the industry might be. 

To bum up, I figured the actual dilution on the Srcurites and Exchange Com- 
mssion's basis' in BIassachnsetts Inrestors Trust for the frill year 1S9, cxcrlnd-
ing only Septcmbcr 5, which it may he recalled was excluded from both the 
Secwities and Exchange Cotnmission illustrntion, as  given in its original testi- 
niony, and from my illustration which elaborated on the Securititxs and Ex-
change Comn~ission illustration and arrived a t  a figure of less than ten one-hun- 
dredths of 1percent. I then i~wrcawd this figure by 50 percent to allow for the 
poxsihility of greater dilution for the industry a s  a whole, arriving a t  a n  esti- 
mated fignre of fifteen one-hundredths of 1 percent as a reasonitble annual 
dilution figure for the industry under typical operating conditions. 

GENERALCAPITAL C~RPORATION, 
Boaton, Jfass., Xau 2,  18/10. 

Senator Ronmr ~VAGNEX, 
Chairnlan, Senate Banking and Currc?zcg Conbmittr~e. 

Washington, D.  C. 
DEARSIR: We have read a report of the suggestions (index KO. 730) made to 

your committee a few days ago for an investment con1pany bill to take the 
place of S. 3580 and should like to submit the following comments for the com- 
mittee's consideration. We would appreciate i t  if you wonld include this letter 
in the record of the committee's hearing on the bill. 

ITEM i. REGISTRATION O F  INVESTMENT COMPANIES, SECTION 8 O F  9. 3.580 

All open-end companies are already registered with the Securities and Ex-
change C'o~nrnission under the Secnrities Act of 1933 and some companies, in- 
cluding General Capital corporation, are  also registered under the securities 
and Exchange Act. The proposed additional registration would make three 
registrations with the Securities and 1.Xchange C'onin~ission, each one of which 
wo11ld duplicate almost all of the information in rach of the others but in a 
form snfficiently different to involve considerable unnecpssary effort and espfmse. 

We believe the hill should provide for the elimination of this d~lplication a s  
fa r  as  possible. 

ITEM 9. ~lFFII.I.~TIONSOF DIRECTORS, SECTION 10 OF 8. 30SO 

The proposed restriction wonld not add anything to, but monld take away 
from, the present rights and powers of stockholders orer their managements. 
We do not see how the taking away of thrse rights and powers could he ex-
pected to work ont to the adrnntagc of the stockholders. We do not believe 
that directors who are elected solely to satisfy a legal restriction such ns the 
restriction proposed are likely to add anything but needless complications and 
esprme to the operation of a coriipany. 

We (lo not helieve that stockholders would exercise their right to elect fully 
competent unaffilintrtl directors if the pro~osed restriction were made a part 
of the law to any greater extent than they do a t  present nithont s w h  a re-
striction. We (lo not beliere that misconduct of affiliated directors would be 
less with the proposed restriction than without it. 

We brlieve the proposed restriction wonld he harmful in many rases both 
to stockholders and to honest managements, particularly among the smaller 
compani~s. . 
1. We believe protection of stockholder4 against niiscond~~ctof directors ,

and officers should take the form of r~qnirements for pnblic~ity and restrictions 
against certain kinds of action without pnblicity and without stockholders' 
approval rather than the form of rrstrictions on outside affiliations and actiri- 
ties. We believe the proposetl bill would adequately protrct stockholders in its 
reqnirrments for publicity and restrictions against certxin kinds of action. 

2. We believe re~trictions on outside affiliations mould, in most cases, result 
a t  best in the election of some directors who would be more or less uninformed 
and subservient to the others, in whom the effectire control of the manage- 

1 Footnote 1is printed on page 1095. 



ment would lie, or a t  worst in inefficiency resulting froill conflicts among 
directors. 

8. We believe afili:~tions c~f directors :Ire, in I I I : I I I ~  cases, t l ~ e  best rnmns for : 
( a )  Iiisuritrg that :a trust will lxtve the I~eiicfit of :r rtlsl~c~~isil)lt,,competent, 
coiltinui~~ginvestmelit and m:c~iagrment organizntion: ( 1 ) )  tlciining :uitl limit-
ing responsibilities, costs to be b o r ~ ~ r  by rht) trust, cwsts t o  hc lxiitl for from 
the n~n~lagerncllt f c v ,  etc. : ( c )  assuring :I trust of backgrouiid of responsibility, 
financial ;rnd otherwise, over ant1 ;tbove tho ri-sl~cmsibilitg of u~~nffiliatedin-
dividunl tlirt~ctors of the trust, etc. 

Rli~iiy coinpanic+ and firms prorick trnsts whir11 they m:ln:lge with services 
and 11ractic:ll gnar;u~ties of snhst:t~ice which the trusts stantling alone could 
riot possibly cluplicnte except :xt an nnreuson;~ble cost, if a t  all. 

who p;lrticil)xte in the manngerutXnt r ~ ) ~ n ~ ~ c n s : ~ t i o n  Wl i~ ther  the ~ ~ e o l ~ l c  do so 
comp:rny. it nlrul;tgenlcilt c o ~ ~ t r a c t ,  indirectly throngh n m;~nagerner~t etc., or 

clirectly as tliroctors, oflicrrs, etc., i ~ ,  rcceivr their ~~artic.ip:ltion in our opinion, 
ininintt~ri;tl \\'here the 1rl:tn:lgelnerit arrnngenients are  uiatle c%ntirel~clear to 
tllc stockholders. If other rcbstrictions do not a(1eclu:ltely protect stoclrholders 
such other restrictions, in onr opinion. will not be n~ndc xilore effective by 
tnking away from stocliholders nny of their rights to elvet directr~rs of their 
o w ~ i  choice. 

Very truly yours, 
FR.\NCIS I. A I I O R ~ .  

1-icc Presidcn t .  
E. R. I~I~TREIIGE~, 

Z'rcasic rer. 

(Exhibit  snbmitted by Securities and Exchange Coinnlission :) 

[From the Xew York Tirnes, finanrial section, May 5, 19401 

I~ECIDESGIVES LISTISG RULEFOR SICXIOR STOCK-F~CHANGE ON ~ I I S I J I I T M  VOTING 
RIGHTSTO ACCEPTPNEFF:HKEDSHARES 

New preferred stocks which do not provide certain minimum protections for 
holders may not be listed on the New York Stock Exchange, according to an 
announcement yesterday. These miniinnn~ voting rights would allow the pre- 
ferred stock, voting as a class, to elect not fewer than two directors after 
default of six quarterly dividends and w o ~ ~ l d  require the affirmative approval 
of a t  least two-thirds of the preferred for nny charter or bylaw amenclmwt 
changing its rights. 

I n  announc.ing this ne&- requirement for listing the committee on stock list 
of the stock exchange made the followinf statement : 

"Since 1D"C the New Torlr Stock Exchange has refused to list nonvoting 
common stock. For sereral ye:irs the exchange. without formal annonncement, 
has been extending this policy to preferred stock not posseqsing the right to a t  
least one vote per share after recnrrent defilnlts of dividends Howerer, i t  has 
been observed that in moct instances in which preferred stock receives only one 
vote per share that right has been of small prartiral effect bec:tu.e of the 
i i~m~wical lysuperior voting powm of the coninmi stock. Recently, in con-
sidering issues propcwd for listing, the esclia~lgr has becn exerting itc influence 
to obt:lin roting rights sufficient to inswe the preferred stockholders a t  least 
repre\ent:ition on the board of directors upon recurring defaults of dividends. 

"PREFERRED STOCI~S'RIGHTS 

"The right of preferred stockholdrrs to vote under certnin circnmstances is 
now receiving more penem1 recognition. For example, m:my preferred stocks 
provide for representation of the class on the board after dividend defaults and 
the right to elect a majority of the board after a specified number of recurrent 
defaults. 

"There is also a noticeable trend in new preferred issues to prohibit changes 
In protective proviqions, the issuance of senior securities, and dilution, either by 
charter aniendment. reclassification. merger, or other means, without the nffirma- 
tive approval of thc prrferred stock :IS a class. 
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"The circuinstances under which different preferred stocks are issued, and 
cheir relation to the capital of different companies present such variety that 
the committee on stock list does i ~ o t  believe i t  desirable a t  this time to estab- 
lish definitive standards of the adequacy of voting rights as a uniform listing 
requirement applicable to all cases. However, the committee feels that, to 
qualify for listing under the label of a 'preferred stock,' preferred stock should 
a t  least have certain mininn~m rights, both for representation on the board of A 
directors after dividend defaults and for protection against a compulsory change 
in its esisting provisions, even if such n~ininlum voting rights are  not granted 
under the laws of the particular State of the company's incorporation. 

"Therefore, the committee on stock list has decided that, a s  a matter of 
policy, i t  will not list new preferred stocks which do not provide a t  least the 
following minimum voting rights : 

"1. The right of the preferred stock, voting a s  a class, to elect not lrss than 
two directors after default of the equivalent of six quarterly dividends. 

"2. The atfirniatire approval of a t  least two-thircls of the preferred stock, 
voting as  a class, a s  a prerequisite to any charter or bylaw aniendment altering 
materially any existing provision of such preferred stock. 

"While preferred stocks with the above provisions will satisfy present listing 
req~~irmients ,these nlinimum staildards are not to be regarded as  the opinion 
of the cornmittre on stock list a s  to the adequacy of protective pr'ovisions under 
all circunlstances. The conlmittee is hopeful that  issuing companies and under- 
writers will continue their efforts for the in~provement of the voting positiou 
:md protective rights of preferred stock beyorid these irli~~iinuiu listing require- 
ments. 

"The new policy will not he applied retroactively to issues already listed, 
many of which do not conform to the above standards." 

WELI.INGTONFUND,INC., 
Camden, N .  J., May 3, 19',0. 

Hon. ROBERT WAGNER, 
Chairttlm.~,Senate Ravkt~tg  arrd C~crrencyConmittec,  

Waslli%gton, D .  C. 
DEARSIR: I am writing this letter to correct an  error in the transcript of 

the testimony in the matter of the investment-trust bill S. 3580. The errors 
occur on index 778 and 780 concerning the questions of redemption provisions 
in open-end companies. 

The documentary evidence submitted by the Securities and Exchange Com- 
~nission, presumably through Mr. David Schenlrer, counsel, is in error when 
i t  states that  the Wellington Fund redemption rights may be changed and 
amended by the directors. In  the Wellington Fund all investment restrictions, 
redemption rights, and other matters are defined in the bylaws, but the bylaws 
also contain a provision that the investment rfstrictions and liquidation rights 
may not be removed without approval of a majority of the stockholtlers. 

A copy of the bylaws evidencing the foregoing prorisionr is attached hereto. 
I am sending a copy of this n~eniorantlum to Mr. Schenker in order that he 

may correct the record for the statement erroneously made. 
Yours very truly, 

WALTPIRL. MORGAN,President. 
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(The following charts were submitted by Raymond W. Goldsmith, 

Trading a i d  Exchange Division, Securities and Exchange Commis- 
sion, and are referred to  in pt. 2, p. 821 :) 

I N V E S T O R S '  E X P E R I E N C E  IN 
M A N A G E M E N T  I N V E S T M E N T  C O N P A N I E S  

DOLLAR! LLARS 
B I L L 1 0  LIONS 

1C 1 0  

Capital Loss 

to Investors 


( R e d  
Net ~epurchases 

o Securi re 

f927-35 (t39.f'

( B l u e )  

8 8 

6 6 

4 4 

2 2 

0 .  0 

Colors in Parenthesis () appeared DS-I529 PREPAREC B Y  
on original chart. S I C .  6 E X C R .  CGMIY. 
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I N V E S F O R S '  E X P E R I E N C E  IN I F V E S T M E N T  

T R U S T S  A N D  I N V E S T M E Y T  C O M P A N I E S *  

DOLL LARS 
F I L L 1  L I 3 K S  

8 8 

'7 

6 

5 

4 

3 


2 

1 

0 
ALL INVEST. MXT. INVEST WGT. EWEST! ISPIST. INWS. F I X E D  & FACE AMT. 
TRUSTS & COS. HOLDING UNCLASS. SEMI-F'IX3D I N S I .  

COS.* PROPER COS. COS. ~W.TRUSTS CERT. 

-I /  A;et L o s s  t o  I n v e s t o r s  
21 I r , t e r e s t  P. D i u i d e n d s  P a i d ,  1927-35-* E x c l u d i n g  Conmon T r u s t  Funds E' I n s t a l l m e n t  I n v e s t m e n t  P l a n s  

C o l o r s  an P a r e n t h e s i s  () a p p e a r e d
on o r i g i n a l  c h a r t .  DS-1518 PREPlRED BI 

S E C .  4 PICA. CCMI .  
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(?'he following ch:1rts were suhinittecl by Mr. Daricl Sclienlier, 
( ' l~ief Counsel, Inrestmcnt 'I'r~ist S t ~ ~ t l y ,  deciurities and E s c l m g e  
Crlmnibsion, and :we referred t o  in pt. 2,  1). !)G':) 

E~3WSOU BROThXUS 

Y a x l m  Inraatment. 

WOBLD ILIVrSTMEWI TRUST 

6@ of ounershlp Amaats: $187.856 
Capltsllratlon: 
4 1 . 6 7  t r u s t  sharer 

lOG$ of Clarr B 
and Common 

A W T I C  SXCURITXES 00. BEACON PARTICIPATIONS. INC. I 
OT BOSTON 

Asmat,: Sub1.311 
Arsetr: $628.328 C a p l t b l l l a t l ~ " :  
Capl ts l l r s t lon:  30.547 .hares of Cis.. A Pfd .  

11.294.000 25.000 3hnrss  of Clasm B wd. 
7.968 shares of Clsss A 

5 0 . m  shsrcs of common 

Asset.: $1.645.690 
C a p l t a l l r a t l o n  
$250.250 - of  Debentures 

due 1942 
55.006 shares of $5.50 C m . P f d .  

395.331 shares of Common. 

Asset.: $1.002.938 
Oapl ts l l ra t  Lon: 

20.414 shares of C1.r~ A stock 
8.865 share. of Class B stock 
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C.pItallrstisn: 

$3.350.W - % Debenture. 

251.403 *hue. $3 Conr. pfd. 
4.791.289 share1 C o a nI I 


7.9% Preferred 

59.71 Co-n
I 

Totml a.sct.: $23,963,523 

Capltaliratlon: 

$2,7cO,ooo B& 1o.n 


7.503 .hare. $3 Conr. K d .  
21.5W mhsrsa (2.50 Conr. Kd. 
147.616 share. (2.Conr. Pfd. 

1.508.636 shares Ca-D 

Total anwt*: ST. 161,XY) 

Caplt.llratlan: 

81,674 .hue1 $5.50 dlridd prlorlt, 

#to=* 

567.549 h a s  C o l o n  stock 

37.51s 


Total .*sets: $17,619,617 

Capltrllzat len: 


Tote1 a*r*ta: $4.5k6.011 
Capltallrat lm: 

120.MX) dares C.plt.1 stock 






Assets:  $4,b41,840 
Ont* tm4ing  s tock :  
216.415 8)yra. of Camon 

PACIFIC SOUTHm INYESTORS. IUC. CBDUP 

December 31. 1939 


PACIFIC SOUTHERN INVESTORS. INC. 

As=cts:  $7.556.250 
Outs tmdlng  stock: 

66.573 3% C m .  Preferred 
163.856 Clasa A 

536.865 Clam B 


Lioe idara '  in teres t  (Lcralaca. 
MeXea s t  sl.) -- 110.555 
class A or 16s or t o t a l  out-
s t a n d l n ~ 7-- $139.W imertnent 

I 

AYlgICAN CAPITAL WRPORBTIOI I 
Asse t s :  $5.460.897 .I 
0ut.t .nding s tock :  

25.118 shares of $5.50 R i o r  Pld. I89.400 rhvrs  d $3 Pld. 


