
signed in section 5-wliich now is confusing to stocliliolders-be for 
tha t  sole purpose, nncl that  the class of companies to be aflortietl this 
preferred tax treatriient be r n ~ d e  as broad us possible. T h i ~is a 
question of substance and not merely a question of draftsrna~lship. 

A word of explanation with respect to why this is so is in order. 
As you have Iiez~rtl again and n p i n ,  investment companies are par- 
ticularly adapted to the necds of an investor of sn~nll mean.;; but 
the fact of the matter is thnt unless the closed-end investment com- 
pany receives some equitable tax treatment, the inan of snlall means 
who solves his investment problem by pure-hasing sl1:tres of a closed- 
end investment company finds himself subjected direvtly and indi- 
rectly to s tax burden far greater than wot~ld concern him if he hat1 
invested directly for his own t~ccount, with all the expense ant1 
difficulties sudi direct investment involves. 

Senator Hughes a 4 e d  n question this morning about the tax 
burden on a small investor. I think this will answer your question, 
Senator. 

Let 11s iissurne that  a man of sinall nle:ms p y s  t;txes on hi3 ON 11 

direct investments in the 4 percent or 5 percent bracket: If lie pl:rces 
all his funds in a closed-rncl investment rompRny i t  is perfectly 
obvious that he is subjected, in adtlition to his individual taxes, to 
the 18 percent corporation tax, with respect to the interest antl 
capital gains wllicli that  c ~ o m p ~ u p  receives in the first instance, plus 
State franchise taxes, e t  cetera, and thereafter to further taxatiow- 
at whatever tax rnte his income requires--us lie receives profits or 
dividends from his investment company. If, for exnmple, lhis hap-
pened to be about 5 percent, i t  is obvions that tie woulcl be paying 
directly or indirectly 400 to 500 percent of those tt~xes which wonltl 
ordinarily be tlne if lie were investing directly for his own account. 

Senator HUGHES. ISthat  400 or 500 percent? 
l l r .  ?\~c(;RATH. l t  is 18 perce~lt plr~s 3 perctwt eciti:lls 23 percent, 

wl~icli is solnewhere hetween 400 rind 500 percent of 5 percent. 
Intleetl, this principle n as rc~cognizecl in the 1936 litvenue L k t  ; 

antl relief wns accortlecl to the opn-end sectiori of the industry, throu$l 
section 48 ( p )  of the re$enuc act. This same pro\-ision was i~gtlln 
extended in the 1985 Reverlae Act ant1 is :ipplic:tble to the open-rntl 
compunies at  the present time. 

Seuator T ~ W N S E K D .  When does this secontl extension cupire? 
Mr.  ~ I C G R A T H .Tt i~ still in en'cct. 
Senntor TOWNSEND. exttvision?Is  there tiny (late fisetl for t , l~ :~ t  
Sfr. ~ I C G R A T A .The new tax bill. 
Senator TOWNSEND. *ill riglit. 
Mr. MCGRATH.However, a very Inrgt. section of the industry, 

namely tlle closcd-end type of compnny, does not r n j o ~ ~  the benefits of 
any exemption. 

I ~ n ~ l s t l e a v eSenator WAGNER. now, to t:tl,e part in a vote Setl~ltor 
Hughes ctntl Senator Townsend have pnire~l their votes, ant1 I sli:dl a &  
Senator TT,ighes to prcsitlr 

(Senator Wagner tl*ereupon left the committee tablc.) 
Senntor HUGHES(presiding). Very well, Mr.  lIcGrnth, will yoti 

please proceed? 
Slr .  MCGRATII.Yw, Senator. 
1 Iay  T say, mortwvrr, thnt profits arising from rcalizrd capitnl  

apprc~ciution arc. tlcfinctl :IS " i ~~colnc" in Ih c  Rertwuc. Act of 193% 



m ( 1  N ~ Ctn~ab lc .  Srction 10'7 of t 1 1 ~  Hcvc~nuc~Act of 1038 imposes :L 
p t w ~ l t ~ - : I ~ ~ ~ I I I It as  on u~u.c~t~son:~hlt~ uln tioris of surplus. 3 s  111t(T-

prctcd by tlw Trcasi~q- Dc~pnrtinc~nt, this rnny wquire a closed-end 
invc~stmciit compnny to pay out ill tlw form of di\-idcmls, to its stock- 
I ~ o l d c ~ sall tlir profits, i~icluding capital p i n s ,  whicli it ~.ealizes ill any 
ywr ,  cwxpt sue11 portion ns it can pimvtl it roquirc~ to curry on its 
husi~it.ss. Consitlt~r thcb tlilc~nma of thcl closd-mtl irlrcstmc>nt com- 
pnny, co1npe1lld to comply with tlrt, provisions of the1 Rcvciruc Act of 
I938 :rnd n 1t11 sc4o i i  19 (:I) of this hill; for, nltliougli rcnliztd capital 
nppccvitttion conititutc.s incon~el, uirtlt~r thv I Y W W I I ~ ~  act, ant1 t r i sc~ 
Inlist hi. p:iitl tlic~rc~on ant1 :rrv tlistrihutnblc as tliritl(m1s to t l ~ c  c'stcnt 
stntotl, i~ntlrr  swtior~ 19 (n) :I rc3pistcwd ill\-cstment conipalry rimy 
pay clivitlm~ls only f m n  "i~r~tlist~-ihutccI 11ct incornc from intcwst ant1 
tliritl~wds" ~wctivcd, 111l1css ~ x p i ~ d y  to tlrt~ contri~ry 1)yautl~orizc~l 
its c.Jiartw or its ~ t o c l ~ l i o l t l ~ ~ s .  

1 :~n inot :I tax clspc~t ant1 I (lo iiot wisli to  bore yoil, hlrt, tlic I'ollo\v- 
inp I I I I I S ~1~ : I I I R W ~ I Y Y ~in I ~ C C O I I C ~ ~ I I ~  act:stletion I9 (a)  with tlw ~ ~ w ~ r l u c ~  

c wWhat is untlistrihlitcvl nt>t i ~ ~ holn~ inttwst nntl tli\itlcwds'? 
Is  it the, i~~ tc i i t  11c.t inco~nc shonlcl of svction 10 (a) tlr:it ur~tlistrih~itrtl 

from 1111. tlatc of inrc~ptio~i n corpoci~.tion or fioin tlrc 1~ c~oii~pir!c~tI of 
tlrttcl of tl111 rnnc t~amt  of t 1 1 ~  hill? 

~ I I C O I ~ ( ~Tf it is i l ~ t r n d d  t h t  1111(1istrihut(d ~ i ~ t  sl>ould hex ~0111-

putctl from. tht. tlntck of tliv org:~11iz:rtio11 of :l coiyol~ation, the following 
quwtions will Iravc~ to bc consitl(~l.cd and answcvd in rtyttrd to the 
nwt liotl of comp~l ~1tct '  1011: 

First, if tlul.ing thv period since the orginizatior~ of the corporation, 
it has incilrrod srcliritp losses in cscrss of security profits, will it bc 
pcimissiblc to c h n r p  thrsc lossc~s :tgtrinst ~mtiistributrd u r t  ir~comr 
from jntc~lvst rmtl dividends. or will they have to b~ cl~trrgcd to ~l1pitRI 
s ~ r p h l sor csrricd forwird :IS a deficit? 

Srcond, if :In inrcstrilent conlpirny is pthrmitted to cngagc in uiitlcr- 
nriting, as it is untlcr the proposd bill, it noulrl appmr that  it should 
bc pfmnittcd to tukc in to its urrdistribrltcd net incomc, comn~issions 
from ~nitltmvritingr, sync1ic:ctcl profits. ~t crtcra, :Ind othw miscelluntwirs 
inconlc.. 

I f  tlir untlistribl~tcd net incomr from interest mtl  tlividelitls has to 
b~ tlt~ttwninrtl from the date of organization of n corporation, some. 
:~pportionrncwtof taxos arid cxprnsrs will ho,w to be made betwren 
s11c.h not inc.omc1 nnd profits nnd lossrs on tlw s:tlr. of securities. In 
some. years this woi~ld rrsult ill prr~ctically thr c.11tirr liability for 
Fctltml incomr tmcs being chnrgrd against profits on sales of secilri- 
ticks. :rnd there would be n rclntircly small nrrlount of tnses drargt~nblc 
:~#ninst undistribr~tcd net  inconlt. from intcrcdst and tlividrnris. A 
considcrahlc portion of the cxspcnscs of ally invwtm~nt  c o ~ i i ~ a ~ i y  con-
sists of rrsr :~rcl~ and statistical sorriccs which :Ire directed toward 
obtaining i~ivrstnlc~nts which have some possibi1it~- of capital apprr- 
ci:ttion. Conscql~~ntly.i t  sllotild br pcrmissibl(~ to apportion thcsr 
clpcnsrs to tlir profits r d i z c d  on sdes of sfnn-ities. 

Iricidcntnlly. t l ~ r  bill sewn.; to bc chf tcd  on tlw tlworv tlint, bc~rrcr- 
fortli, inrc~st~n~c~n t coinpanics should bc opcratetl, not &th the objrrt 
of m:tliinp profits o ! ~  snlcs of wci~ritit .~, but with tllc object of obtaining 
thc best yipid on t 1 1 ~  capitol invcsttd. Investing for high pirldq is :L 
sprndati\-r. busin~ss. 



Third, if i t  is the intention that the undistributed net income 
from interest and dividends should be computed from the date of 
organization of tlie corporation, arid there is a deficit therein a t  the 
date of enactment of tlie bill, a company will apparently be bound 
henceforth by the restrictions imposed under this section, as far as 
payment of dividends is concerned, until the deficit is eliminated. 
This would result in penalizing a co~npany for payment of dividends --
in the past in accordance with the law of the State in which i t  was 
incorporated. I t  is difficult to see how this provision co~ild be of 
any benefit to security holders. 

The bill appears to have been drafted without any pnrticnlnr 
consideration of the Fetleld income tax questions involved. These 
are so involved and intricate that I assunle a committee of accountants 
will explain tlie conflicts between tlie law, the Revenue Act of IR:38, 
State franchise tax laws, the excess profits t a ~ ,  and so forth. 

Furthermore. section 19 (b), despite the provisiolls of section 102 
of the revenue act, prohibits an investmei~t cornpany with senior 
securities outst:lndirig from paying dividends, unless srwh senior 
secnrities have an asset coverage as the Coniinission may, \tithill the 
litnits in section 19 (h), set forth, prescribe by general rules and 
regulations, or prescribe by an order applicable to a specific company. 

Apnrt from the actual conflicts betw-een this bill and the tax law, 
which must be resolved, you must realize that  some kind of t a s  trent- 
ment must be anticipated if the closed-end companies are to survive. 
The basis for this allticipated t a s  treatment must he ont!ined in any 
classificatio~l of companies in this bill. Unfortunately, we are not 
~ iowin a position to discuss this anticipated treatment, because we do 
not know what tax treatment the S. E. C. will recommend. I do not 
say this critically, because i t  is a difficult problem. 

If by tiiiy chance the S. E. C. hnd in mind, by tile proposed classi- 
fication, not only laying the grounltln-ork for tax preference but also 
usin: tns  preference as a weapon to outlaw such other things as ctipittll 
structure, trust systems, a ~ r d  so forth, we regard this attempted 
indirect method in this connection as totally inappropriate. 

I t  seems to me that :l mure accurate classification under section 5 
would he to provide for two classes of investment companies-one 
qualifying for special tax treatment, and tlie other not-nnd, as 
previously suggested, leaving under sections 8 and 13 of the bill the 
classificntionq having to do with investment policv. 

Now let me turn to another point. I t  does not seem to me that  
i t  is wise to rcquirc that stockholders shall srlwt auditors of a corn- 
pany. I t  has bern said a t  these hearings that the proposal is largely 
for psychological reasons. I can understand this argument; but  
1 do not think i t  has sufficient validity to justify the change which, 
as I understand it ,  constitutes a direct interference with the fnnda- 
mental principlr of corporate law of most States. As I understand it ,  
this funda~ncntal principle is that the rnanngement of the corporation 
shall be in the hands of its directors and that the directors are to be 
held responsible for such management. The State lams of incor-
poration provde for the election of directors by stockholders. and they 
then provide for the election of officers by the directors. With a very 
Sew csccptions, the matter of the selection of auditors is in the hands 
of the directors. There is no provision in the laws of most States for 
clcction of auditors by stockholc1t.r~. 



ofT realize t h t ~ t  this is 11ot :x ~ n a t t ~ e r  over~vhelming importance, 
1,ecause in most ii~stiwcer stockl~vltlers will elect the ai~tlitors pro- 
posed by the tlirectors; :~nd  1 realize that if the directors who :ire 
matle responsible for the finnnci:d statenients do not llave c o ~ h  dence 
in the ~ t ~ ~ c l i l ~ ~ l d ~ ~ r ~ '  clmice, they rnust resip!; hut I tic) not see any 
reason for ~ilstii~gi~ishing Tespcct between investrue11 t companies in t h ~ s  
m t l  any other tvpe of compnnies. and T do not t lmk  that t w s  pro-
nsion will redly :~ccornplisl~ :mything. A certified ~ u b l i c  acco~~nt:nlt 
is :i professional m w .  I t  is difficult in a prosj- statenlent to compare 
professionrtl attainments. Khcther the i~utlitor is tlesipnatetl by 
stoclil~oltlersor b - directors. Lie 11:~s public respo~~sibility a ill respect 
of ally acco~int which be certifies; and riobotly knows tlrt~t better- 
than a certified pul)lic. accom~tant. To mj- mind, i t  tloes not add one 
bit to his responsibility to have him selected hy stockholders, nor 
wor~ltl it rttltl one bit to the measure of care ~ l u c h  he wor:ld ernplop 
in performing liis duties. I shall not wpe the point, 1)11t 1 do 1%-ant 
t o  rive you the benefit of illy ~ ' i tws .  

Senator E l r - a ~ ~ s .A h .  ?rlcGr:it'n, is t h t  based on your thought that 
u-hether he is ~electetl by t<he directors or tbc stockl~olrlers or the 
officers, !le \ \ o d d  do his duty :myway along the lines of nn accolintant ; 
or tl nt il he is instrnctetl by o11c to do i t  in a certain wily, tilt. others 
n-odd do it tlre s:!nie? 

Slr .  ~ ~ c ' ( > R ~ T I I .Well, Senator, he is never instructed to do i t  
a certain way; that is, any certified public accountmt who will take 
i~istructions is no gootl. 

Sellator H U G H ~ S .1 hnve l m r d  that before; yes. 
J l r .  ~ Z C G R Z T H .Brit. of c o ~ r s e ,  like all profession:tl people, t h c ~  

hn\-c mz~tle some mist:ilies-and bad ~nist>~lies. too. 
&w:rtor MTTGFTES.yes. 
J l r .  J lcGn i rn .  B I I ~1 do not tliirlk the nature of his ~ o r l i  ~vould 

he :~ft'rctetl by wlietlw he is elected by an officer or by a stocliholtler. 
Senator ITUGHES.And it wonld contain just as inlportant inforn~a- 

tion for tlic stockholder, if selected in one way or-the other? 
Mr.  M C G n x ~ ~ .I think so. As 1 hnre said, Senator, I do not thi~rli 

the point is an important one. 
Sneator IIUGHEQ.Yes. 
h3r. S I ~ G R I T H .Rut wll:~t I am afraid of is that wntc day the stock- 

holtlers might elect for our conlpany auditors whom I v-ould not lilie- 
in whom I have no confidence. Then what wo1dcl1 do? 

l u  conclusion, let rile say that our ecoiioniy badly ileetls reservoirs of 
capital with which to purchase equity securities. Thus, the invest- 
ment trust business plays a most important part in our economy. I t  
is a young antl, we hope, a growing industry, horn just prior to the 
pfinic of 1929. I t  has sufferetl acute growing pains and nmnerou:: 
chiltlren's diseases. I t  has not yet rtwchcct maturity. :rnd has tnade 
nnnlerous mistalics. We plead with you not to l d l  it off ~rhile  it 1s 
still growinz. All ecoliomists are agreed that the country neetls ven- 
ture copittd and p~~rchasersof equities. Iindue restrictions on iir~rest-
~nerrt con1p:ir:ics niny not liarm then1 intlivid~~allp :is murli as s~lch 
restrictions may harm the c o ~ ~ n t r p  a t  large. 

In  our own company. v e  line\\- we have done :I good job for our 
investors; anti we kno~i- that there are many other companieq. as 
nier~tionetl by I l r .  Bunker and as represented here, with excellent 
record.;. The horrible sp~ciniens which hnre bccn exhibited to 3-011 



are not representative of our industry. KO industry, however, call 
continue to thrive and flourish if public opinion is hostile. If you and 
the country believe we slioulcl be surrounded with all the restrictive 
provisions of this bill, then we had better go out of busineds ant1 put 
our capital to uork in other fields, ratlier t l ~ a n  to try to operate under 
the bill which ltas been proposed; hecause we know hve cannot operate 
under i t  and do a. good job for our stocld~olilers. 

Senators, do not cram this bill clown our tliroats before we have 
had ample time to read it, to study it, and to digest it artd see its 
ramifications; and I assure you that these are tasks uhich 1, for one, 
have not yet been able to perform. 

Great strides have been rnllde in investor protection, sucli its the 
Securities Act of 1933, the Securities Escllange S c t  of 1934, the 
w,mentlments to that  act requiriug t l ~ t  registration statements under 
the Securities Act be kept up to date, the :lmendrnents to that  r~c t  
giving the S. E. C. power over the o~er-the-colinter rnarket, m d  the 
super\-ision of the S t ~ t i o m l  Association of Security Dealers, the 
Yilblic Utilities Act of 1935, the i~rner~clrnentsto the Rr~nkruptcy 
Act affecting corp~rat~ion reolganizations in 1938, nncl the Trust 
Tndent~lreAct of 1939. All of thebe acts are new, arid they still present 
greut problems. 

me. We tl~inli there slioultl be retrulutionDo not rnisunderst~tl~ld 
of t>he investment-trust industry, aloirg the lines irldicntecl by b l r .  
Bunker ancl hlr .  Qainn, not only for the protection of the investors 
hut for the protection of the industry itqelf against unscnlpulous 
elements that  might wisl~ to enter it. \Ye hope you will not push 11.. 

too fast; because under this bill we do not quite ! i r l o ~  where we are 
going, ~ n d  we certainly do not I ~ K I O W  1~1ler.ewe will be if this hill is 
passed. 

Let ine recapitulate. I have taken a greut deal of your tirne to 
say in essence, amollg other things, the following: 

The problem of future ttis treatment for closed-e~ld investrrient 
trusts is most iniportant. 

K c  urge that tht. basis for t l~ is  taxation be laid in this bill. 
We urge t11:~t you qike serious cor~sitleration to your trek~t~nertt of 

companies wit11 senior ct~pitnlizatiou, which we tllinli are most unfairly 
treated. 

We urge that turn-ovm is a matter of business judgment, ancl not n 
matter for this type of legislation. Consicler the injury it may do to 
stockholders. 

We urge reco~~sidera t io~~ on tliviclerids, in sectjon of the I-estrictioi~s 
19 (a). 

We urge that you give careful consideration t? the principles in-
volved in limiting size and its correlative features 111 this bdl. 

It seems to us that the bill shou-s evidence of hasty prepmation ?ntl 
of failure to give adequate consideration to irnportnrit and injurlons 
collateral effects which i t  may have. The bill is too conlplicsted qntl 
invoived. The powers.wl~ich i t  vests in t l ~ e  S. E. C. are far-reaching 
and, I rnl~st say, r~stonlsl~ing. 

I t  has not seerned to me advisable, I I r .  Chairman, to repeat . u d . ~ ~ t  
hIr. Bunker nrld hlr .  Quitln haxe said about its untluly restnctl\e 
prorisior~s-provisio~~s wliicll, in o w  judgment, unduly hamper ninn- 
agenient u i thol~t  udtlirlg to in\ estor protection. 

Thank you, gei~tlerncn. 



Sellator HVGHES(presiding). I understood l l r .  Bunker to suy this 
nlorning that you liad not had all opportuuit~-, and the S. E. C. 1 1 d  
not given you adequate opportunity to confer u i th  them ns to the 
wortling of the bill? 

Mr. MCGHATH.hlr. Bunker covered thnt pretty well this morning. 
T collcur in what 51r. B~lnlcer said 011 that subject. 

I I r .  BUKKEIL. 1 might add, Senator, that \\.e are all parties iu the 
~ n m egroup. The memornnclum not only covers myself bnt the other 
members of my group. 

(Senator Wagner resumed the clmir.) 
Senator WAGNER(chnirmim of the subcon~n~ittee). I tllink hlr. 

Quill11 is to go 011 nest. 

STATEMENT OF CYRIL J .  C. QUINN, VICE PRESIDENT, TRI-CON- 
TINENTAL CORPORATION AND PARTNER OF J. & W.SELIGMAN 
& CO., NEW YORK CITY-Resumed 

;\If.. (&mm. l l r .  ('t~airraan, in my st i~temer~t  on Friday I said that 
t!,e proposetl hill containctl 11 provision so novel, radical n~itl important 
t l l t r ~ ,\\'it11 your permission, we \j,ishetl to discuss i t  u t greater length. 

1 ~&er  to stvtion I 8  n'liich provides t h t ,  in the fnture, an invest- 
nwr~t company can 11:ive one and  only one type of security, a common 
stock. Bonds arltl yrefesred stocks arc to be legislatett out of future 
existencct, as far as iil\wtrnent compmics are concernecl. 

\171~at re:ison is tllcirr for tlirowing overboard the psecedent of the 
Hritish and Scottisl~ conip:~nies, which 11nre a long and creditable rec- 
ord :tnd expesitwcc.:' 

1Yl1:it arglunent is t1iel-e lor thus limiting any possible fut11r.e indi- 
ritlnnl choice 011 the part of investors? 

\Ylmt is the ja.;tifir:ition for nskinp Congress to legislutc f i ~ rbeyond 
t r l~ thin s~ctlrities h ~ t ,  in effect, to dictate future style in sec;trities? 

( h e  must g o  for the :1lrsw-w to the dccl:lration of policy in this hill, 
awl t o  the testinlorlp presented n t t liesc Ilearings. 011e woulti expect 
to f i r i t 1  ill the tlrclnrntion of policy sonw stntenietlt of the reasoil for 
this radical p~ovisiou, sorile explanntion o f  the necessity for thus re- 
stricting the personal choice of indivitln:~I investors. 

Thc refertwces i r~  the dt>cl:wation of policy he:iri~!g on this point are 
t 1 1 ~following: 

(1  ) Paragraph 3 st~psthat when ;w in\-eslment company issws secu- 
ritieb containing ineyniti~hle, cliscrimin:~tory, or nnomalous provisions 
or fail:: to protect the privileges of h e i r  outsearlding securities the 11%-

tionwl public interest anti t11e interest of investors ase adversely affected. 
( 2 )  Paragrtipli 4 saps that wl~en the control or management of an 

investment company is unduly concentrated, inequitably distributed, 
or irresponsibly held i t  adversely affects the public interest. 

( 3 )  Paragrap11 7 of the sti~tetnent of policy says that w11en a com- 
p:tn?- by the harron-ing or issli:~~~ce of senior securities increases the 
spec+t11:1tiw c11t1r:lctt~ o f  their junior secllrities, the lxihlic interest is 
ad\ ersely affected. 

\\*\~ercin >illy of t l r ~ s r  sectiot~sis there ilrly cllarocterisatiol~ of inr-est-
ment company senior securities whir11 can he differentiated ill the 
diglrtcqt from the scnior securities of any other form of Srnrricm hasi- 
IIP.;~'.' If inequitz~hle provisio~~s of securities are bad, they are bad 
7 )  hi1re-i-er they occur, ant1 not only in investment conlp:inies. If con-



trol or manngernent is irresponsibly lield i t  can be jllsi as had for all 
indnstrial company as for an investment company. Ko one disputes 
the fact that borroning and issuance of senior securities m:ly tend to 
increase the speculative cllarncter of junior securities, hut how in the 
world cmi this be said to apply to investment companies any more 
than to any brrsiness? 

Isn't this j~rst parrotting tlle obvious? Isn't i t  just snyi~ig that if, -
in the capital set-up of any business, there is present :I chss of security 
lmriiig priority in earnings and clivitlellds over another, the junior 
stock is junior to tlle senior security:? But  is this more true in : ~ n  
investment c o m p a ~ ~ y  than in any other form of American business? 

The existence of senior securities has nothing to do with n-llether 
or not the funds !7ou I I I I V ~to inrwt  will profit or lose. The exist~nce 
of senior secnrities only means that losses and gains will be shared i n  
different, but well understood and agreed proportions. The existeucc 
of wnior securities 1n:t-y not even increase the speculative cllnrrwter of 
j~ulior securitics. If I borrow money or scll preferred stock and Iicep 
the proceeds in c:rslj or government securities or securities whicli do 
not go don 11, 1 certai111y have not increased thc specu1:rtive chsn*:tcter 
of junior securities. 

I can however follow the future provisions of this bill :lad set 111) a 
cornnion-stock company but  I can go out ant1 invest the funds I have 
raised in highly speculative securities ant1 arrive a t  as speculative an 
investnient company security as you ~ i s h .  In  other worcls, the wup 
a portfolio of funds is l~:u~dlecl can do as much if not more to malie :I. 

security specnlntire than tlle existence of any reasonable aluount of 
senior securities. 

111the declaration of policy am1 in the discussion of section 18 here 
there has been no single important reason adduced regarding senior 
securities in an investment company which callnot with equal force 
anti equal ralidity he applied to all companies in :111 businessw. 

T l ~ e  important question is thus squarely posed. Is Congre.;.; 
prepared to say that there is something so intrinsically wrong with 
senior securities generally that their future issuance should be pro- 
hibited? Is  Congress prepared to sap that speculation should be 
legislated out of existence'! I s  Congress prepared to say that  regard- 
less of the fact that the inkcstor is fully informed of what he is buying, 
Congress is going to tell him what is best for him? 

I doubt if this is wise govemmeritnl policy, because, once you 
embark on this road, where is the logical stopping plnce? There 
isn't any. \IThy start on this dangerous course by maliing the invest- 
ment companp the guinea pig for a i i t v  and novel theory regarding 
the i~lvestment of capital? 

T would now lilce to tuin to the tc.sti~nony presented in tl~t.se hearings 
on tlle subject of senior securities of invrstrnent conlpmies. Let me 
nnalyxe and r o m ~ n ~ n t  on w11at has been said. They st;utcd out  b>-
saying t l ~ t  tiw srniol- scvxwitics of an invcstmerlt coriipany arc in 

t'rl ol fifth I ~ L O ~ ~ : ; : L X C .  S\1~11 sttlt(-'- lnany n .:-r ;P o i  ,i)nrr! lc to :a, f ~ l i l  

men t npplicd to the senioi..;t~curitirs of inrwtrnent c o m p w ~ ~ i t ~  genrrdlv 
is n~islcutiin:. 1 don't know exactly wllat t l q -  mean. The example 
they pavr of a senior security several tinlt.3 ren1o-r-ed from under!jj~lg 
:issets In8y have somethine. to do with the argument over pyra imdin~ 
hut  11.2s nothinz to ( 3 0  wit,ll 8 tiiscussion of senior securities as s11<11. 

T h r  ~ i r \ t  argnlnent t,ll:~t they :tdvancc in f a n r  of uboli4ling senlor 



~c~curi t iesin  the future  is t ha t  there are arrcrtrages in srnior securities 
~ u t s t s n d i ~ i pin investment c~oulpnnica, a i ~ dsome uf t l~cru are under 
n:ttcr,  Tha t  is, the  asacts of t l ~ c  company are not eyl~a! to  t l ~ c  par 
ttliloun t of 3cnior obligntior~s out~t:>ndinq. 

111:iven't qwn t l~e i r  detailctl figures and I t l~ iwfo rcoln't  vomn~erit on 
theili. 1( ~ ~ u l ~ i  perforiv:tncc of in-\-cst- gc, illto 11 lonq 11iqu~sirm of t , l~e  
~ u e n t  rwlnpan? wnicr sec.u~itioi. I could :ellitl. this a.; i t  slic~ulti he 
rc.latc.d, for propvr p w s p t ~ ( ~ t i ~ c ~ ,to  the performante of otli6.r senior 
ty,uri:ic.; in  tlir sirnie pcllorl. But  this tlocsr:'t sccm to iuc l o  e 

much to do with thc qucstioil untier ciisrussion. 
of tlrc ~rrgunlcnt" - i re  ri!iIro:id h n t j ~to  he 11 h r ~ t  is t11v rclcv:~ilc~c 

Io4slttterl out of future c- i-t wee. hcs:iusc ti s~l~htrrntiitlpoltitrrl t)i' the  
ol~tii:sncli~:g Iwntls P F  r:lil1-:,:,4s ar.c i n  clc!ault? Arc pwlcrr~cd ;roc-l;s 

to 111. n i~s l~cd  dwingof inriustriiil c~ompnr~ies out in tlio f'ut~lrc h~~ i :ub ( '  
tilt, tlcluc+ior~ ,I proat rmnp ol them p:tssrd their di\ idends and h a r e  
-ir~ct. i':drcI to 1 ~ : 1 1 i t >  tl1c111 ~ p ' ?  

I am not d!sputing t l ~ c  fact that  t11c sen lor secr~ritic>s of sonw mvest- 
nwnt coinpanics so t  into trollble. This n u s  :I fatc sllal'cd by many 
otlrw senlor sccuritirs of nlnny otllrr American cntrqr ises  since 1929. 
Rut  to us0 this :IS the h s i s  for ilccidii~g that  111 t l ~ cfuturt. thcre shall 
I ) (  no more wcior scwiritirs in  ,in~el.ic:~ninvestnlcwt cornpanics seems 
to  mc both illogicnl n l ~ d  urisoantl. 

s t a t ~ n ~ c n tOne cxtraort l i~~ary 14as rnatlc i l l  this saine connection 
wliicl~I would like to take up  a t  this point. 

T h y  snit1 tha t  the 1%-11olc propos:~l of senior scm~ritic.s in iuvrstnwnt 
sc.c.11ntws is ri~tlrcr ac:ulelnic because no company coultl sell preferred 
stock no\f-. you CiLIl b ~ y - 1  c[)ii)t@ the t ~ d i n o n y :  
the preferred stochs o f  iome of the iriost repl~tahle ro~iipal~ie\at 50 centb 011 t h e  
dollar. 

1 rather i ~ s c w t  that  dcscriptioll, h c a u s c  that r 1 h  some of my 
Il .~mtls out of reputabl(~ compnnirs, bemust, ~f you w ~ n t  to buy Tri-
('ontinr~ntal prcferrcd you 11:lvc to pap 81. If 3-011 want to  buy 17nitcd 
S ta tm and 'fqorcign prcf:wwl you ~5o11ld havc to pwy 93. If you M ant  
to buy Capital AItlministr:ition prt~fcrrcd, you u o d d  ha r e  to pay 95, 
auc!, as  XIr. I IcGra th  polntrtl out,  if  you want to buy Gcneral ilrnerican 
prc fc r rd  you wor~hl havr  to pay 1O3]$. 

Thcrc \+-:is anotlicr statement n-lricli was nlatle at that time, and t ha t  
TI 2.; tlmt tlrc scnior srcuritic~s of ~nvc.;tinci!t compai~irs hnvc Ilcver been 
nblc to earn thcir hcep. Air. Sinit11 in this cvm~~cctiori quoteti frorn 
tlkCir roli~rllirlous rcport saying "that since 1871 they figured oat  t ha t  
tht> great& i ~ m o ~ ~ r i tcon111m1 stocl\s t30~11d pay u c ~ d dbe 4 pcrccnt, 
:~qsuininga ?!-pel racnt cnpi t:d piin ." 

I tllir~li the stcnog~.apher must lmvr gotten I l r .  Nmitli wrong, be-
cause I 11nr-c wad that report, nnd i t  stntes that  in tha t  period the 
arclngc yield 14-as 4I.: percent, not including an average annual capital 
gain of 2 percent. 

I don't - \ iar~t to bother yo11 gelltlernen uitl l  an  nna!?-sis of t ha t  
section of the report. I t  may he tllcoreticnlly right, although I 
tloubt i t .  Prtrcticdly i t  is full of holes. 

They tlon't s:iy tha t  :I common stock can only earn 4l4 percent. 
Tha t  isn't \ihat  the report says. It says that  dividends have averaged 
4?$percent or1 the average value of common stocks. Let  us see what  
this means I buy a sliare of Du Pont a t  $100 and it pays $4.50 
in  tlil-itlentls. T h a t  is a 4'4 percent return on tha t  price. But 




