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Committee on Public Utility Inveetmants of the Mut~l 

Savings BMkBlo 

l\(Wo 01~1sr6r g If' thIS Commission please p I &ppear at the 

rGqu®st of the Committee on Publio Utility Investments of the 

l\Jl\!!'{;ual Sa.ving~ Bank180 

As you kilOW \) the Mutua.l Savings Bankl.¥! are Eastem instl tu­

tiofHJ p:rimaX'lil;V l) a.bout 530 to 540 in number 1) With combinfld 

a6SGlt~ of a.pp~x~ta11 12 billion rtolll!!l.~a p and approx1ElQtel;V 

14 million depoait~~so M08t of ~eae &~~1) ~~h the ex~ept1on 

of ~ome la~~ met~opolit~ institutiofiQ p sma.ll oommunity bankso 

We he~it&~0 to ~uggest to 1011 o~ to qU0stion the a.dwis~ 

mbili~y of sny w@l~-oonaidG~ed opinion of this Commisslon D C~ 

eV9n So t0ntativ0 wieiI o I think :rou know th&t 011%'1 group h!L So 

fxoom tiimltJ to tiiie p had oocasion to 19lpp<sa~ and suppor»t leg1sl,a ... 

tio~ a~ll9l~ing the Commissiono~ ~e~io~~o 

Commi~aion®~ Eiohe~ will ~ecall ~h2t W~ conSistently sup­

poco'GG1ti yo'lJl~ T~s'liIndan~coQ billo I ~i~k some of UI$ 'believed 

'(;h~ 'Ii the T~(;l~ Xlf&ti6n~u.:ftO~ bill Hid not gofmxo enough to be of any 

p~Gti@al bsnsfi~ to ths 6m~11 i~~ti~u'{;ion~o 

Wa Sl.X"e not tlIDking an ~xt~~~ p('b~2l, tio!1l here!) but O\&X'l group 

i~ app~ehe~~iv® of ~he ~asul~~ of yo'lJl~ p~po~~ Gompetit1v® 
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bid.ding ruleo 

We desire to bring to your attention our apprehension, and 

to air our grievanoe or complaint at the same time with ~espeot 

to private placements, inasmuoh as the question of pr~vate 

plaoements bas a bearing upon the feeling or appranension of 

ou~ people as to oompetitive b1ddi~go 

As Judge Hoo.ly knows p the Savings Banks have been much 

conoe~ed ove~ private placementso Thsy haws seen their high 

1is1dp good u~ilitl bonds Galled. and refurnded w1thoutan oppor­

tu~1~y to pQ~ticipmta in the ne~ iwe~~eo They believe that it 

is a p~otica that shoulri be disoo~g6d\) and that feelifig with 

refe~sno~ to private plaoements ~a a b~Q~ing upon thai~ appre= 

h@n~ion as to oompetitive biadi~go That i~9 on ~p of loa1~g 

60 to) 70 peX"c~ilt of their good. utility bcm.d~ beoausa of ~e ... 

funRing n it no~ appem~~ that they may be ~~qui~ad ~o pmy 

&r~i~io1B111 high prices for ths ~emain1ng issues in ~iQh 

thsy are y0~itted to participat®Q 

NoW' I h®.va no expe:gv'i; kihowlGdg® on the subjeot I) and I donO t 

thiii1k OlJl~ p@@ple he.ve Sl:lffiy B~Sl.ti®tios on 'lihe qUQstion of the 

r~®~l'i; on ~a pricingQ As I havemtated ~ooo it 1$ thei~ 

J~Rgment ~t that will resulto 

Ohai~li'a F~rutg Majo~\l th® ~tt~~ hm® bGen di®oussed so 

fX'laq\!!en~ly baM and toI'lth in ths ocni~\>8a of these f'o~ days of 

confs~ance~ - this baing the fifth ~Qy ~ that rather than pu~ 

sua, the aubj~~t with youp I would lik~ to $uggest that fo~ 
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your olients you glanoe over the testimony at these hearlngs p 

an (i. I think perhaps th@r8 will be some me. tter there that may 

parh&ps affeot your jUdgment on the 8ubJeoto 

cml1 ~amp w&y not be ~ltogeth~~ ju~tifieHo 

lVIro Oli\7eX'l~ Thmt ml5l.,f 'W~ll be 't~ue lJ' l2li~lJ and as I e&y I) W~ 

now that th~~G is a pOB~ibility o~ probmbility that thG1 will 

have to J)&;r highGlf p~ioea foX" tho~e bondral whioo they will geto 

Chmi~ F~~ Wlmt 'Would you ~hi~ if wa oan ito it 

legmlly ... I ltOli'a u t know '{jha t wa ~M ... of OUJf impos1ng a Nqu1re­

mSfA't that 5W ~s@ of X'lstuXM:iingl) soma p:r>ioX'lity should be gi'lfen 

'.>-

M&"o Oliv@~ ~ I think ~ha t Dou.ld go & gi"e~t "Way tctYaro 

lE!&tltS?Ying OlA&'> inl8t~5a!ltiofA0o, I i;hink toot MS b06R& th~ main 

oompla~~to Th@y ~ve ~~en thei1f por~fo11os .raided of the gooB 

oondlSi p uithout having an oppo~tun~l:~y lio pF&~ioipate in the 
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rafund1rng o 

! re&11z8 p perhaps, that there is no sound ~ay that you 

oan absolute11 ban pri~te plaoements D but it seems to us that 

there mrQ ~~1s by Which you can discourage that p and we are 

fG&H'\lll that ~i6 oompeti tivQ bidCiing m&:r act'lJ!!!.lly gi'W6 a 

g~9Qt®r ~d~~g~ to those la~e i~stitutio~~ with oonoant~ted 

purohGJ,aing pOt7q;}~g tMIA the nOX'mal Ully of dilllit~but!ng slao1Xr1t1aso 

Gommi~~io~G~ P~ag That i~ ~®~y diffioult for me ~o 

v1g~li~Go It hasbaG~ ~ho~n quite clea~11 that if oompetitive 

biading wsxve the ~Sl) the inaur~mca comp&n16s 'Would be plaoett 

on the s&me bm~~a as the oth~~ bid&er~ ex@@pt in the ma~t6r of 

p~i~®o They m~e buying for tham~Glwe~D &n~ not selling D ~d 

th®~s ig & q\ll®~'iiio~ QS to wh®th~X" they Clo'l!lan nt be able ~ 

offe~ a li~tl~ mo~~o At th@ mom~~t th®y hmVG tbat a~va~~g~ 

19l€l to P~i(H~ p a!.1f&d M "in} the acln.i tional mdwMtmge of be1lrngable 

to go lllil tJe@k~l) Mtt som®~imGIID mOR'A~h~ b0fcX"s ~ny pt&pe~s lm:w~ 

bQ~!f& ll~wl> I&8i1Ci mUs & fiI'iiB COmmi'l.;IiHJ~~ thmt if 'i;hs pgp@~~ ar'6 

wo=mnd=~oD ~~y ~ill ~k® the ~fia® ~ &n~ the~ is IDlO mo~e 

tUlko No i&lW<cl~tmslffit ~G~ O®.iil do tbmi;o ~tl) Q'l; leasl'G p ~ould 

i~Kll out ~t pG\x<>tio~~ po~tiollil of' 'i;ns al.li'Wal.xutmg0 whieh the 

i~W~&llil@~ oomp&lThie~ hI3l\7~ I) lsavifig O~@ e.s ~o t1hioh 'iihere is no 

e.rg\llm49liil.; 0 ~hQy ar~ mayiRlg foX" '!kelGP~ to p mrnd maybe ~h~y ~ 

off6~ ~ lit~l~ wox<>~o 

M~o 01£.w~:if ~ YOW" j\!llIgn1~~ ira p@~~p~ b(~)'G~e~ ontM'G t:tu.w 

WilmS, M~o aOIDmi@aion~~, but it ~®Gm5 to ~om® of O~ pecp10 p a~ 
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least!)· that· the competitive bicUU.ng ru;tc co- und.e·xo that fouf!' 

OYf f1v"e large purohiee~ oan get together and' make a f1l?m 

oommiiiment" whexoe an investment banke~ might not be able to ito 

tha.t so readilyo 

Commi~aio~e~ Piksg That i~ ~bat wo~ries meo When it come~ 

j\l\st to ®. matts~ of' p:ri'V&te plaoement 1\ I am UM.ble to see why 

thsy omnOt do that no~o wh~rem8p unde~ the Gompet1tiwe bidding 

Nle, at lsmst thfSy gill ~'ir-e to go in ~he~ at the same minute 

and tTith the same l,Slool®d bid a.s th~ othaX"$lI Md VlonOt be &ble 

to nw.7IQ th~ f~jU oommi 'i9m~n t far iii ar.lftnoe D which is Oflle of' 

th~~~ pr1XlGip&1 md~nt~gsG mt p~@s~n~ = at least so we ~e toldo 

~o Ol~'VG~: l'e/(;ilo W@llp 1: £Jill t~ll 10U ~nk11tliat our 

p~i~~y in;~~~a~l; i® ii\l ~e ql!sl!iJt~on of bMill1ng pri vats paoEF 

m~iil.~go 

Cmd~ F:if;]1,~ ~ (kms~al~y p Ia\illd not Die :Kt'sly Wi ~ ~eBPGot 

to @omp@t1tiwG bidding? 

Mro Oliw~:r~ Thmt is oo~~ac~~ ~i~o W® ~eal1~e thBt o~ 

th® qu®s~~o~ of p~io@p so fm~ as o~~ sxp6~ienc6 is oon~e~efiv 

a~ y un&~~e~~~a i~v w1~h ~sape@~ ~o 6quipme~t t~$te9 fo~ 

example v l;h~ q,l!@0tion of oompeti'Gi'V6/ bidfli~ is Dot the 

p~ioo~ fmO~6~ 'crhi@h p0~m.pl!§ &OOOUEi~~ for ~M hj\,gh P:f!8iC81) the 

p~~:ry fm@~@~ baing th~ uniq~~ po~i~ion of th0 equ1pmG~~ 

~~gl;8 ~ con~Gctio~ ~i~h m ~~p~~y» fo~ ina~sncao ~GY 

~V~ an ioop~0gnmbl~ pe®i~io~o 

M m D 'l;t@~ of publ'ic poliey» aongJ.VGlID~ ~aifi that Gqulpmen~ 
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trusts shall not bear any sacrifioe to the mortgage oredltors p 

so they rifte through the! bankriiptoy prooeeCl·1ng o· recai1"s the 

interest during the meantlme p and a.re undist~bed at th~ ()on ... 

I think pe~haps the Gompetitive bidding 1s a faoto~ in the 

priceo 

l~~tls hi~~o~y wi~ regard to ~il~~d fi~no1ng9 as b~ought 

OJl}l~ by the SQM tIC) Commi ttse 9 which rBpemt S.bOlHt 3=1/2 1ea:re 1n= 
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indw.ge m~- fo~ a few mo~~mts 0" I will read to you a few 0xoerpts 

from that h1stor;v 0 

A certain banker hera the other day sald he d.ldn at wan~ 

that reoora. plaoed in he~e, an({ I thought it ought to be bro\llght 

outo 

I am pleased in~sefl to state fo~ the record of the Securi­

ties and ExChang@ Commission some faots deweloped by the Senate 

Rall~oQd Finano0 Xnwest1gation o That investigation has to 

date resul~0d in the publioation of 2~ volumes of hearings and 

exhib1~sp plu~ 26 or mo~a p~elimin&~y and a6~1tional reportso 

Those hea~ing~ we~e held pu~suQnt to Sen~~e Resclutioft 710 

7~~h Cong~G~Sp and conti~uing r~solu~ioneo Nmt~111o I oanno~ 

smmmar~zs toa~1 ~ll the ma~0~i21 in th9 ~ubQommitteeO~ r6~or~ 

pe~t~ining to oompatltivG bidding V~o ncontinu1ng banka~ re­

lation~h1pQQp as the presen~ p~G~ice 1~ ~ome~1meQ ~escribedo 

B~t X QQn o~~li~0 tor you & ~e~ typio~l ai~umtions as devslope& 

in O\l\~ :rIaOO~ao 

~aontin~i~g banke~ ~el~~ion~ip@~ bawe b06n dafended by 

g1~~e~~G~ b~fo~$ ~h® S~nat~ Rmil~cma Xnw0~tigationp and perhap~ 

h~X"~ tOOD ORn tha g:rooo6. '?;hat a ~ilX"O&6. O~ ol;he~ enterpns® oo.n 

t3 in time of ihSGHQ ~\llm to i ~~ continming bankel"s fo~ snof't= 

t~~ aoeommoamtion~ o~ othe~ aido ~h9 inoident! have i~ mind 

in this oonnection QOm0~ f~om m1 o~ Stmts o the State of 

M~~~e~io In te~timony a~ ~ h0~:rlng befoFe the Mlssc~i PUb11~ 

Seli"'ilio® GorumilSJsioll'A 0 mOO1111; 19311) it wma u~g~ 'i;lmt; thta lVIissouxui 
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PaOlf16 would benefit by establishment of suCh a relat10nahip 

with a New Yo~k banking firmo SalrJ. one witness~ 
'0 

IrThe M1sISouri Pao:U'io in times of prospGll'ity can finanoe 

ita own neetlso *"~ P,l> Nevertheless p they have got to negot1ats 

with !Some b:mk in order to prooure the sale of their se~1t1ef8p 

and X think the Van Stfer1ngens JIlQy be helpful to them in that 

houeG p 1s muCh more h®lpful than aet~imental~~ 

The Missouri Commission ~as 1mp~esBed by that a~gumento In 

till:[~o (JoM Po) M~h1 (Vmn Swerlng~n a.ttomey) stated 

~Bl.t mOelt of the bml'ilking business of the app11cmll'l.'t (Alleghany 
' .. 

a6~po~tio~) is done wi~h J o Po Mo~~ & 0000 and.e~~8ssed 

the opinion that the MiBsou~i P~Glfi~ R&il~~d 000 will be 

fo~ the Mi®~o~i Pmoific o Lees ~ t~o 1®~rs later» the 

M~~aou~l pa6i?iG p & $5009000VOoo ~11~&&p needed $105000000 

to mset M int0~eil!lt p&yment 0 ana t~eit to ~ieJ bSLnking iiMo 

The b2nk0~~ ~Gf~eGd to mmk® ~h0 lo&~o Th0~e~n9 the ~l~a 

not (10 ~o for 15 dmya.. The b&nk6~a tbSll'il agN®t1. to lend the 

~1lro~a th® $11/5001)000 fOlf 15 d&yso blat Wonly on ~he basis of 
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to repay with 1nte~est such loan" at its matur1tY9~ 15 dQ1S 

latero Moreover D the banke~s took that oocasion - of making 

a loan of $lp500pOOO for 15 days ~ to require the railroad to 

post $15 9 500 DOOO additional oolla~eral fo~ other loans dhioh 

they and associated bankers heldo 

But here is the inte~estlng polnto Ou~ auboommlttae asked 

one Morgan partner whether at that p:reoiSle moment his firm 

would have let the 13p OOO ... mile Missouri Pacifio Ra111"eladp 

80rvlng the Whole Southwest, "go buste for lack of $lp 5001)0000 

G1fhy not?", he rep1ied o 

The 1nciden~D and I hmve no doubt that the experienoe of 

the R.FoC. would show i~ is not an ~~ueual one, seems to ma 

to 8ho~ clemrly ons thing g If' contlnuill'Ag bmnkar relationship 

Me &a.'Va.ntagatli over eompeti ti'fe bidR1ng p fin&ncial aid in time 

of ~ri~i~D ev~n from so recognized m fi~ as J o Po Morgan & Coo 

Which was t'h6liX engaged in both pX"ivQt~ bsmking and und(§lNr1ting o 

is no~ Ofi6 of thsmo 

Anoth~~ ~~gurusn~ again®t oompa~1tiw® bidding ~e~ mO~0 

th!Ali'! (ll~CGil upon ou.r f6uboommi 'i;'i;~~ll and PG~lw,PfJ 'Ulr'ged hare ~a:I 

~~llv i~ ~~~ ~hs con~inuing bafike~ rel~tion~hip makes Qvail= 

abls ~o a railroad or othe~ company ~ha adw10a and gul~o6 

of i '{;!S 'bank®~r€lo H®~ it se0mEl to me S!. mi~oonoept1on ml.Rit be 

olam~~ aw&yo That advio6 D in eaae &fte~ case, 1s not Wgivan~D 

but ~QtheX" sold by the bank~~ to thG compa~yo L0t me cite tw@ 

o~ th~~e instmnos®o 
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Some years ago p the Missouri Paoifio acquired oontfCl of 

the Gulf' Coast Lines o Bankers Zo~ the Gulf Coast Lines arranged 

the transaot1on p fo~ whioh they receive~ compensatlono The 

Missouri Paoifl@9s bankere~ Kuhn p Loeb & COo D in this case 

limited its services to wa~v1s1ngW the Missouri Paoifl@o For 

th1s ad~ioe it was to reoeive 1~1/4 percent of the amount 1n= 

volved = a sum whiCh the Interstate aomme~oe Oommission charao= 

terized as "exoessive oompen8at1on~p and two Commlss1ona~~ 

further oharaote~izsd as follows: 

~Xuhnv Loeb & Goo are the regula~ fisoal agents of tho 

M1sao~F~ Paci~l@o Wh0n that ral1~d lssuas sacurltles o the.1 

0.Yf@ !ID@ld l;O th® p'l1lbllc l;hrol1lgh Kuhn D Loeb .& 00 0 Md its ~onneocoo 

tiolll~ ae ®. ma~~@X'> of' QOl]WS~o On~ of the i:l0fens@s offereti for> 

~hlQ "i7bl.xol~'ijy of fii())IilOpoly~ which i~ ~ld~11 p:i.99ftlant 1n the 

~il~a tJoX"ldl) i® 'i;ha t by such mn &ri'a~gGmenta raill"oaden .... 

lis~8 ~h~ ~i~~ly int~X"@~~ and adwloG of mn experienc~B f~ 

of' ~~lIDo ~ 'iihil:l cm~G 1'(; etoef8 no~ &53.ppe&lf that the Mi8~\U'li 

PQ~i~i@ ~e~~Gd e~Qb f~1~~61y ~~e~~~t ~~ advioe at anything 

lG1S1S '{;ban th~ @1JlX"~Gli'i\l; lOO\X'lk®~ pX'>i66 0 II 

'rhilID ~i~cal& 5l.B net ull'Aiq'&&elo LG~ me cite mllio the sale ot 

a®w~1liil s'i:ock(.(l by the 'D@lmw~r~ & ~d~oIlll to the Pennsyl vania a 

ThiQ t~~~~~on wms Q~ng$& by K~p LG&b & 0001) oontinuing 

b&uexo~ fo~ both th® b\lW9~ Miilll®110~o Tfia transaotion oeJ'! 

b~s~ b@ ~®~~ibea ~ th3 e~~~ ~O~@ of' ~ late part~e~ in 

tm ~ fSl.~!@ g 
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~Upon authority of Ganl o Atterbury (pennsylvania vloe­

president) r bi~ Mro Loree $62~500~OOO {for his Wabash and 

L0hlgh Val10J stocko)--Whioh bid was aooepted by him and his 

OommltteGo 1: stipulated with ~o t@~ee that out of that sum 

Ko La & COo mrs ~o rec0ive a Gommission of $510 9 000, Whioh he 

app~ovGdo X &l~o ~dvis@a GG~lo Atte~b~ ower the telephone 

t~t 10 La ~ O@o are ~o rSGaive & ra&sonmble commission (I 

d~d ~o~ mG~~!o~ ~h® mmoUfi~) in tb$ ma~~G~ mbove statGdoQ 

Mlflo B~mjl&miRil Bu~1;®Yi'Wi0SSrt. a parti'llsr in this £limo hai!i 

tGs~lfi®d bafo~a O~ a~bcommit~@® me follow~: 

QO 0 0 Th~ough being con~inuirng b&nk~r fo~ a oompanyo 

th~ @OMp&m'RY f®®lml ~6e to @Ofil8W.t ona blA!.nkifig fim foxo & 

g~0&~ ds&l of finmnoiml advice whiCh may not be aef1nit~ly 

on the ~ubj~c~ of e new ~scur1ty iGSU6 p but Just in the 

g0lnleX"~1 IBph®:r® of fiMn@1al a.6'V1i~~-vG~ m1Jlch as if OrA'S haG 

a con~in:m11rng lQ'CJY<a~p oms fSc:91~ f~Gl$ to OOiUlult him f:rom time 

~G ~5\J.iHfJ 0 0 

I tb.$lliilk ~h00eJ ~wo quo'i;a\1;loliilfEJ 0111 @ltmnd on thel!" ow 

fQ~to Oliil~ d~~§~ib@@ in fo~~@ful ~n~ge tb0 theo~1 of 

bGlliile~ita9 &@ozoUlilmg 'GO ~ @ompl&Xl1 fi"om ~'V'5\.XBg 1& oontinuing 

bm!rnk~ro 'rh~ oth~~ 6.sl~H~"ib<s® & 1;11>108.,1 o&ras in wb!'oh that 

thGoX"y ig ~ppli~o 

To ~~~$l&Gp $~Gn ~hough it be oono@daR that a @omp&ny 

IfilQ)GJiI~ ad'V'io0 f~om 1i;€J baDltSX»8 D th&t aCiwice is a purchasable 

~ommod~'tyo X~ 113 ~otll &9 ~a.~eB like thes~ cl®Qxoly sho'Gl p 
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someth1ng thrown in by oontinuing bankers without oompensatlono 

I might say hare p before passing to another oonslderatlon p 

that when the ~omp0nsatlon of the bankers in oonneotion with 

the Gulf Ooast t~neaotion wae under scrutiny by the Intefb 

e~Qt~ aomme~oe Oommisaionoa B~eau of F1nanoe p it was defend.ed 

by the Nilre&ii a ~ lAUY$~S at the r.&11roactu IS expensEio The 

t~amsur.1 of Mia80u~l Pmoifio was the sou~oe not only of the 

bankG~os ext~o~81na~y fes p ~t also of the cost of defending 

that f0a befo~a the Oommission o 

~is m&~ter of "&6vio@~ dese~es a little furthe~ dis­

ou@a~ono L~t M0 tak~ as an 6X&mple th~ fo~tlon of Pennroad 

(jo~o:ifmt~o)li'ill) & ~ilJrlcmfi holding COMp!8l.iRY.. I can think of no 

1\)@'{;tGX'l 0~pl~p foX" IBl. ~lMi~0~ in th6 bmnkmg fim wh1cm 

aaa~Bt~ mt the fo~tion of P0~~~~d ao~o~t1on repeatedly 

a.@@@RVi@~ th0 $l.d'Vica thoo givei'R &al ~the bSlSt advioe we eve~ 

gaV'@oQ 

~$ f~m W&~ ~@ll ~~g~~~8 fo~ ~hi~ &a~1Geo - It r8ca~vea 

Op~iOi'!)tID iPOl p~mMl@ PeJflR!l~S'l.8 ~~OWto f~m uhl@h opt1ona it 

nG~~®d Q p~of~~ of mOl~S th&n $2p 700 0 000o ~s profit involved 

~o X"i~kQ l~ D2~ i~ addi~ion ~o a p~f~~ of nea~11 $2pooooOOO 

~@@?lll~ ~o !t~1) w~ib & Goo mlllf.i asaOlo5lAt~& bankers 1K'l! OOW!le@= 

tioli'il wi~ ~ha P~nn~Q8 ~toclt offQ~o rrh~ $21)700 0 000 profli; to 

whiCh X ~Gi®~ waa on option~ g~~®d specif1@ally Qin cODsider= 

~~~O~ of yo~~ hQ~i~g ac~GH i~ ~ a~wiao~y oap801ty and having 

given ~hla o~Mi&a~ of ~hilID oo:t'po~t5J.on the benefit of yo~ 
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exper1enoe and Judgment in conneotion w1th the organ1zat1on' 
I 

ot Pennl'08do 

The advioe referred to oannot have extended over a period 

ot more than 31 days - from March 23, when the subJeot was 

first broaohed to the bankers, until April 24, when the oom ... 

panr was actually launchedo 

But let us look at the advioe 1tselfo It oonsisted ot 

three po1ntso First, the bankers advised the corporation to 

1ssue stocks 1'& ther than bonds 0 Perhaps that is What the 

pa rtner in the banking firm meant when he said that h1s f1rm Us 

advioe to Pennroed was Wthe best advice we ever gaveo W And 

1t was good advl@0o But what puzzles Me is Why s1m1lar adv1ce 

was not given to the Missou~i P&olf!o~ the Delaware & Hunson, 

thG WlElooBh p ~he P0nnsylvani~ CompMY l) ana. perhaps other clients 

of ~hi~ 'b&nkSJ.ng fiElD aa vu~llo ~e~ ollhe of these oompanies 

~i~~ai~~ ~ oontinu~g b&nking ~sl~tSJ.onBblp With Xuhn p Loeb 

&: Co 0 EW8XOY oli'P.~ of these fimlbl th\llID hlsld available the 001\= 
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even advised them 0 \Vhy p in short. they gave Pennl'Oad ln thls 

connection so muon better advlce than they gave the Mlssouri 

Paoifio. the Delaware Be Hudson 9 the Wabash p or the Pennsy]. vania 

Oomp&n1o 

So far I bave mentioned one bit of advioe given during a 

3l=day period or lees, for whioh the bankers reoeived the 

$2 9 700 DOOO I have ment1onecl o 'lhe second bit of advice was 

tha t oontrol of PGi'mroae9. be lodgeC1. in a voting trust. thus 

sterilizing the po~sr of investors to control their 1nvest-

mento One Kuhn v Loeb par~n®~J diaousslng smoh devices as 

voting trus~a9 d~8~ibad them ve~y succinctly as tiinventlons 

gi~lng one ~king firm a monopoly over the seourit1es of the 

Ths thi~d bit of advic~ giWGn in r@t~n for those options 

whioh ~®~~sa ~ riskls®s $2D~00pOOO profit to the bankers was 

tM t ths initi&l PanXR~ad aJ'OOClt i@SlJ!6 should li'lot be unde;fb . 

tatg!'lsemen", 1;0 pW"oMse a limlt~d nlJMlbexa of wUlUbsorlbeii shares g 

if mnyo ~ubj~@t to @~~ain oonaition~o UnHa~ an underwrltlnge 

thG bmnk~!'la would have haa ~o 8,asuw® & ?ull liab111t1o UDde1l' 

the K'Ulhi'lo Lo~b p!'loposall) the baKikwS aSS'WilSa lilO :t-9spons1bllity 

umless er~o~khoidaF'!9 o? the Pennsyl'f&ilit& Rai ''''''''''~.{J 
. ~~\~ Qnd PQ~~P~ 
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others subscr1bed 85 peroent of the ofter1ng~ Aga1n, if the 

issue had been undel'Written p the bankers would have had to 

atls~e a~ $87 »OOODOOO ~ls1q under the Kuhns Loeb proposal, the 

bankers ° risk was limited to only $3,750»0000 Finally, it 

the 1ssue had been underwritten» the bankers would presumably 

have profited only by a "spread~ of two pOints more or 1esso 

Under the Kuhn!) Loeb proposal g the bankers prof1ted to the ex­

tent of $1,954,577027 = more than 50 peroent on their'total 

oomm1tment ot $3,750,0000 

I 11lt~ to thi11ik of ~hat Pennroad transact10n whenever I 

part or ~® Sa~t® Commi~~G~oa ~0@C~ ao f~~ as it touohes 

upon compsti~iw0 bi~a~o A~ you know!) the Interstate Oom= 

me~c~ Oommission haa rsqui~0d comp0~i~iws bidding for railroad 

equ!pm01lli'l; ~JflAst 1G'®r1;ii'iGQ l;G8 sinoe ~bO\A 'l; 1926 = in my opinion 

SUOOEHSi~fullyo 'rhG lmig&'lifSl.eMt ~llhg about O\Jlr 23=volums 

~000~a i~ thatDw.ttile it i~ ~~plete wi~h instanoes of f1nanotal 

2b~see r~~ul~ing f~OM oon~i1lli~ing b&nk~~ ~elatlonSblpS8 I do 

~ot ~aa&ll m ~~ngl~ insta1llic@ of such abuse~ in the 08S8 of 

tnG ~@ns of millioi'll® of doll&~1S of (fjIq1&ipIiAenli trust @ert1fl= 
, ' 
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olass ot securities is ooncerned p the compet1tive blddlng 

requ1rement seems to have wiped out with one stroke the man,. 
1;y))ee of aQ~se Wh10h ll as our record abundantly 1llustrates. 

oluster about the trad1t10nal type of underwriting arrange-

ments o 

I thank you, gentlemen 0 

Ohairman FI'6Dlt: Thank you very much, 811'0 

Mro Stanle7~ 141'0 Cha1maD D may I ask Senator Truman one 

th1ng? 

Ohaiman Franlu Yes 0 

Mro Stanleyg My name is Stanley, and I was a partner of 

Jo Po Morgan at the time you mentlonedo 

At the time of the million and a halt dollar loan to the 

Missouri Paoifio, you stated that the.J bad other loans at the 

same timeo »0 you happen to have the f1gur~ of those loans!) 

Sana tor? 

SGWill.tc~ T~~l1u I do no~o I osm .get tl,lato 

M~o .S~l~;Vi X ~orucl like 'iDo have tlmto The,. we~e large 

Ql1 palrlelOfilW ~ho MV0 /ID;~®a. 'to be X'n~a.~f} and the conferenoes 

will the~efo~0 be clos®d o 

(V!ha~~~pono at 1l~15 ogcl~ok QoWOD ~e confe~enoe~ wa~G 
010 sad" ) 
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