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LETTER OF TRANSMITTAL

BecramrEs axo ExcHavor Conyissrox
Waskingten, D C., May 1§, 1937,

Sre: I-have the honer te transmit herewith another part of the
Commission’s study end investigation of the worl, nctivities, per-
sonnel, and functions of protective and recrganization commitiees.
This report was prepaved and is submitted in pursuance of Section
211 of the Seenrities Exchange Aot of 1834, It deals with Pro-
tective Committees and Agencies for Holders of BPefaulted For-
cign Governmental Bonds and ineludes specific recommendations
regurding such protective commitiees, the Foreign DBondholders
Protzctive Connail, Ine., repatriation of foreign honds, znd eertain
wipeets of futhre foreign loans,

Thiz study and investigation wus headed by Commissioner Wil-
liam ). Douplas whe was then Director of the Protective Commite
lee Srudy. Collaborating with him on this part of the report were
Sammel Q. Clark, Jr., Abe Fortus, and Francis F. Lincoln, of the
Pritective Committee Study.

Under dates of May 2, 1936, June 3, 1926, Juna 18, 1936 and
Muy 10, 1937, we tranzmitted parts of this Commission’s report
which deale with Committees for the Holders of Municipal and
Cunsi-Munisipal Obligatiens, Committees for the Holders of Resl
Listate Bonds, Trustees Under Indentures, and the Strategy and
Techniques af Protective and Reorganization Commitiees, There
&re in preparution three other poarts of the report which will be
submitted shortly.

By direction:of the Commission,
’ J. M. Lawpe,

Chairman,
The Presioest oF THR SENATE,
The Seraxwen oF THE Hoven oF RernessyraTIves,
Warkington, D, €7,
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SECURITIES AND EXCHANGE COMMISSION

H#EFORT OK THE STCDY AND INVESTIGATION OF THE WORK,
ACTI¥ITIES, PERSONNEL, AND FURCTIONS OF PROTECTIVE AND

REORGANIZATION COMMITTEES

PROTECTIVE COMMITTEES AND AGENCIES FOH AOLDERS OF
DEFALLTEDY FGREIGN GOYERNMENTAL BCONDE

SECTION I
INTRODU CTION

This Commission, a5 part of its general study and investigation
of protegtive and reorpganization committees, pursuant 14 Section 211
of the Secvrities Exchange Act of 1934, has investigated the work,
sctivities, personnel, and functions of protective committess and other
arencies for holdevs of defanited foreirn Fovernmenta) bords.

It was not feasible, in view of the lerpe number of issues in default,
to study sither all defavits or all protective committens or agencies
in this field. Therefore the Cemmission selected for examiuation
situations and protective commitiess or agencies which represented
typical methods and practices emaploved. There were investigated
and axainived at public hearings the activities of three commiitees for
hokiers of bgnds of the REapublic of Chile, thrée covunittess for
hotders of bonds of the Republic of Colombia, two cununittess for
Bolders of bonds of the Republic of Culm, two committees for holders
of bonds of the Bepublic of El Salvador, sod three cominittess for
Lolders of honds of the Republic of Peru. The Commission like-
wise examined and held hearings on certuin aspeets of the readjust-
nient of the issues of the Republic of Brazil and of the proposed
readjostment of Lhe dollar bends of the Republic of Guatemala.
Hearings also were held, after investigarions, with respect to the For-
sign Bondholders Protective Coumcil, Inc., the American Council of
Foreign Bondholders, Inc., and the Latin Americen Bondholders As-
socintion, Ine., all incorporated agenciss which hove as their object ar
WNomgE their curpnrate purposes the pretection of the holders of de-

1]
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fauited foreign securities. In additicn, the Comimission gxamined
and Teld 8 hearing with vespect to the [netitute of Intevnational
Finance, & statisticnl and advisery agency in the field of foreign bond
ipvestmouat.!  Furthermere, this Commission in the preparation of
this report utilized to some extent the reports and records of investi-
gations of committees of the United States Senate in this fAeid end
ather zovrce malerial dealing with this subject,

This report deals with ghligations isgued directly by or pusrantead
by foreign governments and sold by American banlkers to the Ameri-
ean publie. It treats the issues of sovereign povernments and their
pelitical subdivizions, =uch ss states, provinees, departrocnts, and
inunicipalities, but net the ebligaticns of foreipn private corpora-
tionz* unless such isswez were povermnentslly puavanteed. The
jssues of private forelgn corpovations were widely sold in this eoun.
lry. Their recrpanization, however, unless default was causul by
some gct of the foreipgn povernment such as the establishment of an
embargo or of restrictions on foreipn exchunge, mare ¢losely resem-
bles the reorganization of demestic eorporats issnes than of foreign
governmental izsues. If governmental Intervention makes impossi-
Lle .the servicing by & foreipn private corpotation of its exterpgl
bonds, o situation of frequent cerurrence during the past few years,
the readjustment procees will necessarily involve the governmment.
Tn such a cese the process may involve use of meny of the technigues
described in this part of the report. In fact, a3 wiil be developed
later, the Foreign Bondholders Protective Councll, Inc., slthough not
including forcipn privale corporalions within the sphere of its nctivi-
ties, doea coneern itself with such issues iT defanlt is coused primarily
by goveriumental action.? ’

Agide from the the public sale of foreign Twmds in this country,
there have been, of course, substantial American investments of ather
kinds in foreign ecuntries. Since these investments directly or in-
directly affect Lhe defense of the foreign hondholdors' righis, we have
included a discossion of certsin of their aspects in this veport.
Thus, for example, we have inciuded a disdusston of short term cred-
its arising from advances to reinforee a distresged publie treasury,
ta finance public improvements, or for other purposes, with or with-
Gub the expectation of a Iater conversion inte a long term bond jssue,

3°Che: arganmienying and Acdlritles of the Institaie #f lutezroAticrel Ploansn nre duqu'hcd.l

in Appendiz B Lo thia Taport.

A Thin Commissign invontigased and held o beaflog on the protectlre somolebecn aofng
For the spcured deheetyren of Krauger & Tl AT & privale Swelinll corpraratlan, nnd has
reteceed from Hime to elme bn pilor partx o 1018 ceport oo Lheke coTrenl flecs.

1 Bs# dnfra note 204, pec. I, -

)

These credits have their claims gn the debtor’s treasury and on its
supply of foreign exchange, and thus of necessity are in competition
wilh the elaims of the bondholders.

A. PROPERTY INTEREST AT STAKE

Prior to the World War Anwerican foreign investments were rela-
tively smsli in amount, snd, as a conscquence, their effect upon the
conntry as & whole was not significant. There were then, a5 now,
direct inTestinents in plantations, mines, oil conceesions, and other-
wise. Forelgn bonds were held in not unsnbstrntial amountss but
these investments were comparatively few i number and the Jrublic
which purchused them was small in eamparison to the army of for-
gigi bond buyers reeruited st later periods, Upen defuult the
bundholders’ plight, though sericus to the individuai, was net a prob-
ban of nationel magmitnde. Tn contesst, after the ownership of for-
gign securities became widely dispersed throughout the country in
the 1920°5 and defoults® in the early 1930°s assumed alarming pro-
portions, the problems created necessarily affected the ecenomy of
the entire nation,

During the peried of 1914=1019 the ameunt of foreipn lending by
Awericin privale interests was substential in comparison with pre-

* The Batalloo of forelgs securitles (both goverowgents] sod cocpormie) Jo the American
ATkl PRtc Lo the Waald War Baw beeo descelbed by e 1), 9. Ewporgment of Cuismeree
R Eollows :

“Pricr to 1EM taeer were Practimlly po pobile oftcings of [erpSgo eocuriilra og
Ameeloan markewd. - Thoe there werr m._-“m.“f 1ELU0R, A
Awetlo, 1a bughly protoble =+ * T8 liwwerer, for Cnanedn wud Latio

AL phe' eloas 4f the olnetecnth eenlurs, % % % hepe were nlgns of & Srowlng
fntecrkl ntuany Ineeabord ko furelyn cecurltley  To TEUD, Bve T s—BE ZE0KID mar T e,
A2 500000 Tet Meslow anld 314 FBR000 for Cenado—were pubbbcly offcred 1o Ameriosn
tAvextors |chdlng red [bom an unpubllphed somplistlan feendghed by Fuul T, Djekens],
opd Lwa Amerleen logorenco conpables ok wp m IAER: BacE of thr 4 peroent bond lasases
of momre Awifa ciibes [chiog C K, Habann, The Expor of Ouplial, Laodnn, 1911, p. |5,

- (] L] - L

L] -

“AECFAING 12 ke Unpubliehed private smpltntion of feralgn mecorkis olecingn In the
L'oXerl Sraten [wm 14 Lo J01% pv Fnol j3 Dilckenw, Juse glied, 247 f;rri;::n 1a.fu¢_n rers
Pulliciy elowlad Jo this cunntry du the 14 Foce covered wilh wn agprerate pac value in
round oumlwern of §LO47 00, - Tl ATRewnte QfTeread REFW] wndpﬁ? frOM Jrar e yedr
agd rapged from H18IEE000 1o 1810 to $ITHITO000 fn. IBOK. o obly 1hrer prnfhe
B0T, 1300, wpd Il —wrrre they less ik o 1R14. Intle Afnerlcao srror ey, erpechobly
thowe of Rlexfeo snd Cgbe, wicce Fhe mest comtuooly onderwriceen @ thele Intal was
FITEO5 00,  Farreagtern ercuricics, with theer of Japao predominating, wore second
with & dotél walue of 310450060, Fupopean Onanting, atrnngoly encow b 4o bird
Elrh 5221’.:&50.(:20 ;H u.hrdACnm:dll. “I;HBI! lnet with SIT4EGHGC" L %, partmeot af

wmmuroe Fnedhoolh o tmectean Lpderwriting of Forel Betutitien Tr
Sarles. Mo, 104 (10200, a1 =T & TELED Ribe Promoaioo

*Defoglts wo tarcdgn gowerneentol laane prlor oo 1820 pemireed with heapact b the
obllgmbioug of Meslca (1904) audt Russla {1010, Fopelgn Dondbabders Froteoiler Cpuoell.
Tre., Anrygl Repoct 1935, at D48, 2910 Chinn bp 102t defaolted on Ipe LeshBuTy Tpleg
Iesued 2 yewcs caerMer. Jd., ng 181,

The Armt defnulea atker rthe markst cragh of 1028 grcurced with Teapegt o Lhe bonds
af Lntlg Armerfenn conntsies. Bollvlo defnuliesd on Jon. 1, 1081, ic ke shagtiy Fodkoswed
By w1y which Ocat dlofoutend oo Ape. 1, 1033,  Chite anil nther Loibs Amerlean couniciss
Alaa dAefsulted 1o 3831, The frer Eucopesn defaalt, 1hae by Mangary, acourerd 4@
Jan. 1, 1B12. Madden, Kodlor, and Saursin, fmerles's EXperlence or B Cresd|or ¥utdgn
[183T], ar 131-1}%,
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war yesrs* The yesr 1920, however, marked the beginning of o
period during which American private capital, in the form of
forgign loans, flowed abroad at an sccelerating rate” The Ameri-
can bankers found a resdy sale for foreipn boods in & market which
for & time sppurently had ne saturation potnc.

It has been stated that the tetal amomnua of dollar issues, including
those of foreign corporations as well as of goverumental entities,
during the yenrs 1920-1931, inclusive, reached the totsl of $9,383.-

L9600 (face or nominal amounc)? By virtue of sinking fund

retirements and redemptions at or before matarity ghis amount had
been redueced to $7,489,992,000, the sun reported outstanding as of
Decomber 31, 1935 This laree fieure cannot. however. bo taken
sz indicating the present intorest of Ui United States o fereign bond
investments,  There are severnl deductions that have to be madel?

“Phe mllowlng toble ceprinted from Amerlcon Uedereerkiliog of Foeelzn Seeoeiiles J0
1831, Trade Iofrrmation Bull. Xo. 802, pulllsbed BF the T, § Depuerpent of Commores.,
lirtg 1he farclgn cApiinl legos, Nicdk goverementol nnd rpepoepts, pubbicly offered i the
Uoited Egotes trom 1004 (broogdh 1031 '

Numbrer Total Earienaifed . Ealimaioa
i Ros ol refundidy In Adls momingd

e capd had A m#ririeaa sagdtat
an 244 AT0. 2ER 156, ANa %-i. 013, 2EE
En T ATG Oy #, G, DY
1z &, Tk, 000 1, 168, BOL. ST
) AT RS OO0 GA2, o7, 150
44 &, ], 00 Atk HAR, il
L1 aan, ST, e 391, TAT. 00
1 105, 500, D00 AL, 43T, 056
11a 60, 100, 0% 529, 307, EAG
b= 001, 421, Hiw TAE, G206, DE4
il T7, QiHD. MY £, HBY, 33y
120 1. 237, LY, Gikl W8, o2, 44T
[ 1 W Yo k] 1, 008, a6, 180
rin 1. FoZ OTA, D0 1, 320, 481, 142
20% 1, 240, 04, 0an 1, TG, T 260
o 1, 181k e LT 1, Xan, 051, 247
148 WO TLTLHL M. GG RTE GT1, 3. fd
T 1, 087, LD, 214 154, 227, Qa0 . anL, E:FEI. 14

H -

3 L1 245, 1859, 800 54, 208, D00 ZTH, Bu4. 500

Toe yesr 1831 HoaAtked the ond af thls rme af forclgn low term leoiMog, Madden,
ap. & fupra note B, e A8, .

FThr tnkig of forelga capital feaues IBI4-1D031. supra nnts 8, shown 0 eteads senrty lo-
gioage in the smoynt of the igpung after 1P00 ®leh fhe exceptlon of the years 192F wod
1825, wpdit the prak sear of 1937 wag rochm),  Tha 2 guccecdlog yedrs shotved redues
tany. Therg whe & Fourt Lo 1830 15 he follnewe? b o precinltoos doellme 5o 15%1,

' Medden, op, oll, swprd oote K nt T4 Forelgn Rordbablers Penteribre Coupell. Ioo.
Anngal Report 1034, &t & afoben: ]k ban born esibmatod that duelng the yorrs 10%50 do
1931, Touclubbre, bz were fonded In dbe Linkig] Stateq approgimately §190 54400000 of
Torelgn atoltar bolds''  Flguren tor ¢biy peried complied by othe U S, [eportmeot af
Comnenespe #hew (e Ofgrepaie omauol of nll furelpe mpital Jssues [RClsdTng e (umding
lbauws, the segedk of forelZn corporotlons eod cecigln pther 1asges a0t gtricoky  boreign
bond Jgvessmends at $11,625 143,1ET.  Erc let, Augira nole 4 apg Maddcn, op. off. sugrg
TnRbe B, At 80-TQ,

* Muddap, op, eff. Hepra mote B At IBT-1HE: Taealtute of Totgrantlowol Finnoge, Ste-
tlatica] Agelysis of Forslgn Dollar Food Defadlitd, Dol %o, BB [(April 1040], ot D,
In conpeceion with s caleulaciao of the Ealanee al interoationnd puymants of tha
U'nited Sintea, fhe U B, Deparment of Commerce tstlmates 1hat, durlng 1be penm 13202
TR, Bond eedempilon And fhe operadiat of slDklog firnds have amnucted tr 32473000860
Thin retern to dolints padd, nab the par Amounc of loase retired. U 2 Deprriment ok
Commeree, The Delawce of Inderparionpl) 'aynaeig +f the Unlee! Srapes 1B 190%, Toade
Informatlco Lull. Wa. 518 [1034), 1t 4%,

™ FTatesdloge before the Sccoriflee nod Errbange Commlsslon in the Mattar of Forelgo
Londbeldera Protective Councdl, Toe, e @, {18350, ot T8,

i

Estimates for the yenrs 1914-1929 indicaie that approximately 13.6
percent of all foreign bonds publicly offered in the United States
were sold abrond when fiest offered ' The holdings of American
investors in these issues has been further reduced by the repatrip-
tion ** af their bonds by debter countries or their nutionals, and hy
the purchase of such hands by investors in other ereditor countries

It has been steted thot by resson of thess varions factors only
abant 55 percent of the amount reported outstanding as of December
31, 1935, i actually held in this eountry.”  On this bosis only ap-
proximalely $4,130.000.000 of the $7 490 000,000 of bonds outstanding
sre held by American investors while approximately §3 360,000,000
are heid abroad '» :

The foregoing figures relate to the dollar bonds of both foreign
rovernments and foreipn private corporutions.  The importance and
the diversity of the American stake in the bonds of foreign goveru-
mintal entities ulane is made appurent by figures published by the
Foreign Bondhalders Protective Conneil, Xne.. showing dollor bonds
of foreign rovernnental dehtors outstanding g5 of December 31,
1835, in the suen of $5,345,430.580000° This amount, which is ex-
clusive of the issves of foreign privale corporations {unless povern-
mentelly guarantecd ), s hkewise sabject to reduction by reason
uf seeurities Lield abiond

Acenrding to the foliowing figures publiched by the Foarsizn Bond-
hobders Protective Council, Inc., $1,745,896.000.00 of $5,345.44% 500,00

M Modden. op. Sl auprg T0te &oone 197, whose referende Ls made to a conupllnilon hy
1he T 8 Depariment of Conmecte Accorddtog i bhe testhomuenf of one af fhe parknrea
of Jo & W, Rellimtn & Coo before tho Soredg Commilies on Banklog apd Fiuance,
20 percent af the lanne of the Bepulile of Prr murd ploted nbroad. Henetogs teftrp
!hl’.‘_{.‘ﬂmrulﬁcf an Flrmnce on Yate of Forcige londs or Secccliles 10 the Celied Stagen,
paratnol o 5 feca, 1R, 72 Coee. 18f Besn, at 13281 .

'* T repattintion of gocacltles 19 o much discusicd sublect g9f present doy inleroatinmal
firmnre.  Uted brondby |t covers purchosey tor elsklng fuod omder {he bind coofemct
#n4d repurébofes by dehintd whlle fult Bond service |w Lelog walotaincd; ke bos abap neen
szed dn A nnerewer eenge wlil meclol cefoeance te Inetantrs whers gatlbs beve de-
fautted In bend seredes, Icequectly plradiog fomufBetont furclgn rxchuoge. snd then Bare
reieane] eichiuge f7 (e purcbase of bgnide gy priced ahuarmully dapreraed by the essch-
Vou af lateeral and @lnkloy fuod pupmepis.  Reratrlatlon of this escr muost be con-
demnrd omopad ralih broghe debtor. Boe imfre see. 1V, [h A of Ui ceport. [t bae
réeduced the nmount &f Amorican ¢woed fortlgn bande thowgh -exact Oguies regandiog
tbe boenl pxtent of ibdy redoction are Dor RvellELIe.

WMadren, op ol esuprs ook 5. oor J0A-ER5.  Sree also Inelltete of lotorontionst
Financr, op, cif, supra gote 0, ok 3-4.

Y Budden, op. off, aupros mole b, AL 1GT—1%E,

ihid.

*Fucelgn Mondbolders Pestectber -Coungll, 182, Ancunl Report 1035, et BA2-2ES,
B wlno Tnatitate of Intorastlennl Finanee, op. oF. aupres aole b, gr 12-15.

" Apoiylng the matinsate of & 45 peroene reductlin [scy wupra o eexl) ta forclgn gov
eeaniiental lknaen, i1 ;inguot hebl by Ameeicas luvestors an of LDwe, 1, 1835, |g eeduped
Teom HDuwe §82H,00.000 to mbout NES40.000,000. Mhererre paferstee In mide | thia
TOrL o Ehe Amoont of farddgo bood fewuer gutscanding, the Agure sbewn, welets othor-
w.:;u Indleated, wlll e tne Amaon: reporied outstandiog loclusive of atquritles hegd
abroad,
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forelgn bonds outstanding on Decamber 31, 1935, werc pertly or
enbirely in defuull as to tnterest ;8

Im default e

Gui sl guding e infereal
Lavim Amerlerm_ oo oo ____ 51, 515, 941, 094 31, 175, 33, 404
U M - o e e e e e e e = T, 489, 63, 2 67, Gl4, 600
Far Bast o oawvam oo L Gy E, LoD &, Glk) 0K
North Amerbea (Caogde - oo e wmes 1, 783, 581, 71 LLLURG i

85, 240, 44D, £, V15, BOS (00

Froum thiz it will be seen that approximately one-third of the bonds
were 0o longer paying in full the inlerest specified in the loan con-
ftract. The Latin American group of debeors showed proportivnalely
a much higher ratis of defeult, as approxivately 76 percent of their
Issuvy were no longer paying the agreed intevest. The defaults were
not eomplete in jl! cases: some debtors werc maintsining partial
service gn Lheir bond obligations. Thus of the $1,748, 898000 forcign
bands (o default as to interest, pariisd secvice waa being maintained
on H01T 797 300 throogh (ke Jssmanes of refunding bonds ar scrip
or part payment in U, 3. dollars or locs] curroney ; the balawce of
F:082, 100700 was i total defaltt® .

It has beew estimated that between six hundred and seven handeed
thousand investors ere holding foreign bonds now in defwwle?®
Dwight W. Morrow, in an article, *Whe Roys Foreign Bonds™, re-
ported that on g basis of an examinarion of five foreign governmental
issues, averape holdings It 2 particular jssiee vary from 32991 to
$4.335." The norm is usuaily taken as 3 000> O nierest in this
connection iz B deseripticn by the Foreipn Tendholders Protectiva
Council, Inc., of the bendholders who have registered with the com.-
mittee for the Republic of Chile bonds forteed by the Couniil wad
the extent of their hoiding: :

“s ® & T Commbttee of Toudbslders Tor the Hepoblie of Clhille Doeds bas
locinded 1o the regizirations with (hint Conwitees Laxdividenl Boictiolders, banka,
truasl fonas, sebedln, colleges, uniccersilles, theologicsl seminuries, chuarches,
churcih sacloties, 1ibraries, hospltala, memgrlal homes, foundatloms, orphooiiges,

© M Forclgn Bondhoflecs Proteeilse Cooncli, Jae, Aoneal Aepoct 1045, of 284285 Da
faplt 1o bnteresl 18 cimest loverladly sceoupaoisl by defauit In slpking fuhd.  The Hyptes
af 3, HEEREL00 wing Imsincoy F104, 430,400 10 nefnylt @ to oatdarier.  Io additien {ha
sum of §200.000 1m o default g8 €0 matarity onlF [1AtencsL BiHL Betog pald} and Pee svm
of 76,505,800 1a in defmult me to Alnging fapd erly.  The tola] addadl [o” deteult Db,
therefare, §i1 82053033, 600. A, a0 F8=383,

id, At ZEG. -

=0p. ¢l sepra nola 1 ot 2. This In orclapby an orercBlmiote oe It s bafed on tha
awdinialoe that exch lovesto? Yplda ab=nut $2,00]) of bonds of Lul ooe fa®ua 4nly. While bo
pralAe Ogdred ace ovadimlile, the tofal nomber of thgue boondbheldars mig b inrge.

B (192T7) & FPorelym Afalce 210-312, reprintad as qppendls o Heorlnges befoce DO
mlttee po FiNGnce, 9P, o, sw)ma nate 13, a1 151158,

= Gp. it }upra note 10, st B2 F. ). Linman testlfiegd thok the aeerage Doldinge of EL 2ot
vaday begds was abounl 350HME. Trotesdinge before ibe Hecorodes wnd Ezchnngs Com-
mizslen Lo ghe Marter of Eondboldims Proteciivy Commitkees fnr the Requiblic of EB1
Hulewdor (ABES), wb 4I.

T

¥. M O ATk nnd cemeterr astoclutiong, Fvers Soaie e the Upited States, one
teeritory of the Loly! Etatez, the DMatelet of Colutobis. and thiete fernipn
coutiities are represenbed 1o the cepisivatlons 5o for recetved. While 1 oemboer
af the raglstrants bold suhstuntinl amewniz of Loeods, e averppe bolliog s
wery smull. sheswiug an extremeliy wide dlgtelbotion of these bhoods, 9685
of the bondbollers wiie have reglatiored represint boldings nf lexs then S50 000
warkh of bonda per perana, 8o the ayerage woldiag of this $3%% of reclstrants
Iy A3 worth of bonds Ter perion. The 45 of che bBandholders who have
regiierel boldmge over E0.000 reprtzent anm average LebiMng of L2000
wmorth of bonds per cepfstrint. The overape holdlng of gli sategorieg ju &3,5960
et of Londs per peerion.
» ® E - » - -

“It Tawsk e token Wi account thet gaany regorie holdlugs of $20,0M worth
af bonds oF aver, us well oz of zmaller dmnounts, eepresent bonds toporoed
by oog Inatitotlen bot beld by them |n frest acedmote fof ooy mdlvideals.
11 he breakdown of the bellings of ufl of soch mocaunts were avpiinbie, the
tverage holding would wndoobtedly be lower (hgn shown here™ ©

These 13sues wsually bore & high rate of interest, It was this fact,
coupled with common belief that unusual sefety was attached to
governmeital bonds, that made these issues wnusually sttractive to
the invester of small reeens.™  The Foreign Bondholders Profectivs
Couneily Inc, in its 1984 report listed 157 jssues of foreign dollar
bonds in purtisl o cmnplete defandt as to interest or sinkipg fund
ar both,  One hyndred and eighiy-two of these issues had been sold
W the public since 1920; of these, T hore intersst rates below 625,
132 bore intercst rates of (85 and over bt less than B, while 23
issues bore 8% interest.™

A. FLOTATION OF FQREIGN BONDS

Unlike Lhe tankers in Great Britain and Eurepean countries where
foreipn lending had been carried on for penerations, the American

A Foreign Mondhalders Protective Cogneel, Ine, Antun] Resart 1035 ar 948,
Mlaho Fosiee Dailles, of tbe law fem of Sulllven & Croeerctl, writing eatip lo 1BE3
BAbd )

“Tha mimpisct and most effeetvs ooy 00 Slocie Potentiel Inw

Io rhideriinnd That tie yate af 11ttrmn{ of TaChor "j:' yload, o n?';}:r:qfiser:: .:t'rﬁ"'é‘?uf;',"’g'.'i-
the mengare of rléR. A wvery largo pary aBaut Belf, of thy [eralgn Baade whish =res
oflered dn the pgatoenr gecode were prioed 49 vlebd Frem B to 85 peroent,  Tlere Tare
teen rasricAllE a0 ddefnulte Jn (hER G Degurty. ’:"h.r deinulin BRve Beeh almnsb exel rabvely
cobflned to the -bopda peld o yield mors -thon “ﬁ Deacent dnd up b B perent IF B
Bam [ gald ra rleld @ pereenc. ihen it ¢ rlsky, howerr laudeiory the nepanpcetus nnd
lwwerrr roosepvatlve whe Peputotlen of ke IS5GINg hahkerw,  Thin princkple I8 generally
$Rrednbdes] R appiteable ta dopesile bonds. There op ra, hywever, 1o Bave bogn og
lopruniion thar [te vafldlty Jid ool ectend (g fopelpm {!Efm.. tet Thar In tlil% cateao

biEIL el wonlld b cbtaloed withour rlak. Ie ghould "B InspdAgbted dd the Invesgnr'y
Iuburl—-o8 Arcnly ihat 10 canmot be eracicaled by rhe higheRt af bEh preystes salwanen.
nbl thnt ag with domestie houds, Inrelpp bonds bear eheie awn Jabe),  Eigh Impcpese
Yol dneans thal In the Jetgmeat of the Annacal commuplis these Ex elak.  Thid wlinpls
nriaclpie alang, were 11 goderstacdd nod anned wpde, w0t 10ceels prevent tha Lmpsriedes
Eg;zh-wld m:;l: ;u:r 1:1&::: It_;ﬁﬁn Fojjurlahlsv _'!ulnki]. lﬂasﬁa nr&-"lhrmesmn af gmnll meubs who

0 n T !
l¢nding 11955+ 12 Facelan ARnle b ar 0o Culies The Sccueltlen Act sod Forekgn

M Earelel Dondholders Prorecilve Councll, tne, Awtosl Ropert 1934, &r 108-217.
Jalio Faster Dwlled roportm the svesage Inicreni renbe ob forelgn bond bewen of over
14000000 |4 B.E0 percent am compabed BB 0 domegte bond Avermgs of 5,7 peresnt.
Tuls intledes bt defrahed spd noa-defatiied korfe.  Tholles, sepra pore ™, pr a4l
The avrrage [nteredt rate on defnoki=d bends bolp wouohd updeudredlr be higher
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‘bankers by and large were untrained and inexperienced in this new
fedd of finange®™ But while lack of experience may partinlly ex-
Plain, it cannot justify the reckicsznose, ineptitude, and in some cases
outright chicanery of this era of fnt"w.i;_m lending.? 3uny of these
characteristics were developed in the investipation of foreign bond
flotations by the Senate Committee on Finance in 1931 and 1832
und m the gencrsl investigation by the Senate Commities on Bank-
ing and Currency of stock exchange practices in 1942-1024, which
included within ite seope an ihvestigation of the otation of several
Toreign bond jssues .

The report of the latter Committee contained the following indict-
ment of the American houses of issue : -

"The record of the netlvicles of Snvestment bankers in the Aoeotlon of farelpgn
socuritles L5 one nf the most scandilous ¢hapdoeys |n the Liscoes af Americun
inveslment bonklag,. The sale of Lhese forelpn 1ssnes was eharncterized by proae-
Hees and sboses which mwere vialative of the mast elememtary princlplee of
bresineas erlles

L - L J L] L] L ) -

"Wnr from excrcising dlserlmibnstlon W redation to these issces, the hankars
falled to check adeguately the ieformatlon Inendshed by fereign officinly;
fgrnored hael delt records nnd bad wonent Figkes s discegorded pebicien) disturb-
ances and unheavotay failod to cxemine, ot cxumined onlr perfunctorly, vog-
norole condllions fn foreipn countries : fulled to e bepprine whether e propased
nrs of the proceeds of lont Essoes were pepolnely constooet lve; fikiled to nkcots
toin whether the proceeds of loan isawes worg applied fowsard the purposes
specifll in Ehe loan conteacis: foiled Lo scertuin whether revenues pledgol
for the goevied of lonns were collected and properly depoztbed 1o aceordoneoe
with the agreements; and peneeally indulgml fn prsetices of duubtfal pra-
priety In the peofigtion of foredpn loana and In ie mule of forelgn gecusitlos

LLE 1]

lo the Amerlean pubtic!

The Bepnle Commiltes haszed its statement on its investipgation of
the flotation of various Latin American bond issues, promiunent
atigtg wlich were the Peruvian bonts, the Cuban Public Works
bunds and the bonds of the Mortgage Bank of Chile.® The efforts of
various prolective commitiees and apencies to readjust the defuyles

M itp, mif, sugrg noe 13 ad B1-6Y. Tobio Foeter Dalies hae ptafcd @ " @e bn lurn hare new
broomag  greditor matlbon Thia developrienr. [nesleable [fo1he [6Rg ruo, wes precimd-
inked be Fho 'World War. Tt fowund one bankers el our [BVRELInE BubBlic iets dxpeeleooel
Lhnm §f the anlft fromt dekbor to credior [511an had MR & gendual ooe™  Dhliew, dupre
bote 24, oi 445 . .

F1Ir oy Ao e enld that tha bonkers ovidenced little eppreciatlag of tha Jeakeabdll by
ol eoard|oating I"cl:r\elkn teniing with commercind and tonde pollclon. )

= Haogrlngy before Commitie= un Finanee, on &6, fuprd note 11,

" lienpings befove Committes on Ban¥ing and Cuprepty, fureusnl lo % Reo. 84, 724
Copgress, and %, Fes, 50 and 8. Rea, 67,7 T30 Congress '

" Hrport of the Committes on Brekibg ord Gorocney on Brock Escbance Fractlees, T34
Congrer, BopAle Roport Mo, 1455 (1034, wl 123-124  For o dlegcusslen of the ciodilpn.
Ahip bopwesy bapker perAclloed c7lbeized Ln this Teport And the Bubsequett defoultm. onos
tendlny (bue many of tbe pracrioed dH sel coolribire 10 Lhe Jefaulte, sec a rocent Hack,
Iimkilen, wr. @f, Heprg pote 5, 86 2[‘15-;231.'

T 3enulg Report, ap, oif, supra pote 3, 8 12015
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of these icsues will be Jescribed in defail in thisz part of this
Commisgion’s report,

A further aspegt of the issmuiee of these bonds reported by the
Senate Commitiee was rhe inclusion of faise or misleading stote-
menrs o the sales prospectuses or the omisston to stale therein
pertinent facts known 1o the bankers, *

The ¢ra was characterized by the most intengs competition mnong
Amevican hankers for foreign bond business. Dlweed in peet by
this comperition, hankers would pay aubstaniial commissions known
as “fnders’ fues™ for the origination of the business; in some cases
these commissions were paid to officiale of fomirn eountries or theie
rejatives ¥ One result of this competilion was that the foreign

-obligars enjoyed & mest favorable harpnining position with respect

ta the ameunt and terms of the lean. Anolher equally pernicious
effect was n tendency on the part of the hankers to induce foreizn
gavernimeils e secepl unwanted loans, Speaking on this point in
an sddresz before the Pan-American Conferance in 1927, Themas W.
Luunoni, o partner of J, P, Morgan & Co., gaid

"Frem the polat of v af the Arnerleno Investar b 18 ohvlouslt pescssuTy
to scan fthe rifuxtlon with locreasing ctrcomapecriso ARl te wveld rach or
exeesglve lewcdleg. 1 have In mlud 1he repore that I have receniy heapd of
American bankers awnd firins e peting en almosy o wlelent seale for the pueposs
of pboobmlng [0fas in vatlous foreign maney Mnck ot ovarsmes. '

“Nuoturmlly L is o teinpting hipr Lor certale of the Furopeon Governments
(o dined B harde of Ljwritan bushers sitfaeg on their doorateps ofering them
rpme, [0 12 cethor du:mwa!ialrrg'fnr munleipalities and oomotutlens lu tha
sue countries 10 BAve woney presaed epon thens,  Thal sort of comneltien
Lends #o infcirity wod woedumt peactios. The Amaetlern (wvesior is an intellj-
gent bk dua nd cae be skl tpeen bo dlserlmina te, FoL, itk Brst jostuaes,
zuch Jlserimdnation bs the provines of the hanker who buvs the goods calher
than o thee Investor bo whom ke grlls tlem,

"l mar be ur_'!:'useﬂ of gpecial plending In atteriog thia TATHING, vet A warking
neRns to b given apainet Indkserlminnte 1eodlog and lodiserlminnte borrowding "

The tide of lending renched its peak ond started to recede in the
lute 1220's. The eorly stages of ihe depression and the begiuning
of defauits marked the end of this amaging chaptor in the annals
of American finanee

T IBid,

*E.p, the PEFREt br Amerleay bopkers of $4I5000 to Joan Leguin, Mo soo of the
Perusinn fPeepident.  Trocecdloge belose 1be Secorities uml Exchange Commlesien In tha
Mntlgr ol the eddfustaent of External Obllgnilong azd Prolesttce Commictess and of
T'ratgctite Organlakilons for Securdty Fluldern f the Republle of Feru, ef af (AF35), ot
205

™Thla gogtetion Appeacy In Hearings before Committes on Floooee, op. of, fupré nag

21, 81 45 aod lo Regort of Committes o8 Bioklog snd Cursster, ap. ol swpre oole 30

at 105,

00 abuers i the Aptnidlon of forclgn honds gct, In mddition lo ithe Bonste Repocd, o,
clf. aupra mate E0, Sonptor Hirum Jalineons speech, 706 Couk. Rec. S057—£0832 (1832),
gn¢l Winkler, Foreign Haondne, An Autopey {1933).
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The unsavory circomstances attending the issiwnec of many of
these foreign bonds are inatters of history. Dut their existénce ean-
not be ignored in eoncidering the rendjustment of the defaults which
followed. Tn the first place, ther ¢olored the debtor's views towards
its bond oblipations; in foct, in some instances debtors lLigve ot-
tempied to find justification in the hankers® conduct for the cessation
of bond service and even for the dental of the validity of the debt.
In the second place, the bankers short] v becane the target of oriti-
ciem by the purchusers of the bends and by committees organized
on default to reprezent the hondholders.  Furthermerve bondhnlders
and protective committees haove tried Lo e in the circumstonces
surrounding the issuance of the boids o basis for rescission or dun-
age suits apainst bunlers. In the thivd place, the self-saimne bankers
whao sold the bonds at times undertouk o assume a eoromanding or
dominsting rele in the rondjustinent, as representatives of the bond-

holders. We develop the vice of that practice heranfter. At this -

point it is suffictent to note that the problems urising out of these
fraudulent aety and the enforcoment of these elains by bondhalders
or their representatives caut as a practical matterbe divorced from
the rendjusiment of the debt itgelf,

The defanse of Lthe Americun interest in these debis, scaltered as
they ave over five coadinents and vequiring in theic readjustinent
negotiztions with a score of foreign natiens, has browsht ta Tiorht
serious shorleomings in the various procective methods which huve
been employed to saferuard the Amcrican bondholder. Wher this
country encered the depression few persons had any considerable
experience in handling the readjustment of defaulted foreign bond
issues and the complex and uhigue problems thereby presented.  The
neture of these problems and how they difer from those of domestie
default situations must be examined prior to any detailed study of
the roethods of handling thers, '

C. THE BEADJUSTMENT OF FOREIGK DEFAGLTS

Foreign bond defawits are handled by techniques differing in many
respects from thoss employed in the domestic Held. This is funda-
mentally dus to the fact that in the foreign field there is an almoat
complete absence of foastble legal remedies available te the bond-
helders. The sglytion for a default is necesearily to be found in the
adeptton of & voluniary armn'g.:emr:m. elfected thegugl negotiution
ond compromise. In this eonmeetion, governmental aid, through
diplomatic intervention or atherwise, bas been of assistance to the

™ ap, of, #eara wote 10, ap £8-52

il

bondholders, Dut in the last analysis, the negotistions have been
earriecd om by protective committees or other agencies acting on behalf
of the bondhoiders,

1. Forew:x Jaoax Duocouexts: Ausesce oF LEaal. Breapgnes

The principal docanents governing the issuance of forcign bonds
are the loan contract between the deltor and the house of isswe and
the fiscal ageney apreemant between the debtor and its fscal ngent,
The latter is often the house of issue or an affiliated cnrpmatmn In
faet, of the 172 defunlted foreign bond issues listed in the anmnual
veprrt of the l"oreign Bondlholders Protective Couneil, Ine., for the
year 1935, concerning which information with respect tu ﬁa:.al aunnls
is avatldh]ﬂ, the howse of issne Is either the fiscel agent or co-fiseal
ament i1 83 cosez; in 32 cases n bank formetly an affilinte of or which
had other apparent comuection with the honse of issue is Rscal apent ;
while in only 57 eases i there no apparent eonnection between the
fisen] agent and the hense of issue, Where the lown calls for che
appeiniment of & eorporate trustee, there will also be o Lrist inden-
ture. Thes ducuments set forth the conditions ander whiclh the
money is berrowed and iz fo be repaid, the security for the loar, {f
any, and the terms under which the fiscul ngeis administer their
ajmehey ar the {rostees tliedc trost,

The oldigér government inveriably promisss uneonditionally te
pay the agreed interest on the bonds, the principal st maturity
and te amortize the isswe in u specified manner. To the fulfill-
ment 6f this coverunt, it p]a{ig__,,ﬂ:s its full faith and ‘credit. Tf
the lnan is unsecured » negative  pledgs covenant i3 often
inserted. OFf e 178 foreipn loans referved to above, 63 were
unstimred wnd of these, 53 cuntsined negative pledge  clauses.
Beeuricy in vatious forms ig frequently given by tie obligor. There
may be pranted e specific mortgege of physieal property ewned
by the obligor governiaent; more frequently the security takes the
form of a pledge or a charge on fevenues acoruing to the obligor,
Thus of the 172 loans previeusly referred to, 10§ were secured, and
of thess, 70 were secured by pledges of revenues while but 11 were
speyred b]. mortgages of physical priperty only. Twenty-eight loans
werd seeuretd by both the mortgaging of physteal pmpurw and tha
Pledging of revenues,

The legal provisions which creste the security are set forth in
meticulous detail. The provisions of the loan agreement between the

‘Republic of Peru and J. & W, Seligman & Co. and F. J. Lisman &

Lo, dated March 15, 1027, which secured an issue of 7% sinking
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fund gold bands?” illustrate some of the types of covevants and
gusrantees wsed in fereign loans. They were nx follows:

YR Toe Bepubike pledges [fs pored faith and ceedit for the prompt payment
of the principal of, and the premilmn vod Intérest wpon, thie bonda oy and whon

the same shall bocome due gal pasable and for the dae e pesetn] nerform--

unec of all the othar covobants end Apoiegicats, in this epeeament ead it the
trast agreement sl inolhe honds coutalned, (0 b REERrmct) O observed by bfg
and corennnts that In caose the révénues hecolnefter pledged ge seruelty for the
brnds shotl prove (nsQfleient te make MOF pavments 10 be mede &3 provided
heroln or o the homis, or du the brust egoeemnent, ¢ will make wpn ach deflelency
vl af iy ollier r¢vchuUcs,

“% As socwrlty for the puyment of the prineipal of, nnd interest upen, the
bords, e Hepublle ngeees to specdfleplly pledpe, and creade o direst fiest len
snd charge wpou, omd Lereby dees pledge and creste n dicect fGregt Hen and
eharge apen, the gross tobieco revenles subject only tn the lleos ofF chrcges
existing thereon Lo forer of the outsranding 8 percent houds of 1924, the hollding
Rotes, tho mrclinery woted nml the seeneed gobl ooles; = * *

"4 The Republle covenuuta thet so long as Aoy of the bends aee satstnnding
1wl hot etdode Ahgllzh, oF W GRY Bahner fapwin, of peEmit the redeecion,
abniition, or lmpalrinent of, the gross Obaces Tevenues ns exicflag at the dale
of ehils nprecincnt, ne abalish nr {mpaie the wobaces monopoly or ih 4ny ocher
monner impalr, or pormit tlee lepelrment of, tho ecsarity of the bonde.

a5, % = = The prloeipnl of, peemilum on, ame Smberest OF Whe hoends of
1927 shill b poid 10 thee OF &t n% wiell as o fime of neace and whether the
hollers he oitizens or residents of & friendls or nf o hostlhe stabe, and =hall be
padd wlihone deduction of diminpcien for Any taxes, assrszments, chabges, o
dutins of oRF onture, now or at Boy tlew bercufier hesicd or Bwposcd by bhe
Repoblie, of ahy State, provines, munlclpelity or othir dnving withurily horeod

ar thervin' M

In some eazes af securcd loans. particalarly where sesured by
physical praporty, the documents spetl out the steps which creditors
may take ta realize on the value of the security by forcclosure or Ly
reduction to possession.  These and other provisionz contaibed in the
loan documents specifying the bondholders' rights and remedics are set
forth in the conventional baeguage of the doimestic loan agreements,
but ara coupled with a jargon of new. plrases to eover additional asz-
pects peculiar o nternational finance. These provisions give the ap-
pearance of affording the hondholders the protection of irenclad cove-
nants,  The protection te be had frony these agreements, however,
ig illyeory, Tor, as we have stated, a significant characteristic of &
bond eloim against o foreign governmont is the absence of any legal
remedies which as & feasible matter the creditors can enforce by

court action,

T The acileliten af pratective comwitiees [or thiz and 0|:.1'I!:F Porurlapn lopos _wj1|. ba
deretoped substquently 16 1hie PRT0EL
= Op, ot supra bode 23, Commlaeben's Exniibll Ke. 48, mt 1287,
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An importatt factor in this situation is the immunity of 2 severeign
foreign government from suit without its consent.® And even if such
consent. be fortheoming the creditor hus not improved his position
materially by obtaining s judgment apninst the obligor country,
a5 no legal machinery is ordinarily available for the collection of the
judgment. He merely has altered the form of his claim** Edwin

= Thiy doeiring hat CFi; LeTee |y ;lm.-en epgrlled by the Unlted Scnles coprse.  Pefrdcipating
#f Afonecg v, Higle of MiaMexdpepl, 282 T B. 115, 421, 36 (1%44) ; Dersler & Corpender,
Tag, v Kunglip darpudpeeipreiten, £3 F. (2dy 705 {C. €. A 2d, 1900 ; freers v Srode of
Arkrngay, 20 ilarword S52T, 520 (L B 1557 Dheer Ameriory Prodipg ©o0, Tee, T,
Uaternment of P Unlred Srafea of Meziea, 5 B (205 483 (£ G A 30, 1930 ¢ Salfepin
v, Witedr, 331 N Y. Supp 448 (lat Dwepe. 1031) ; Kora v Lamaaf, M8 XY, Hupp, 222
18ugk, 0 NI Flosacrd v Lmited Etatcr of Merice, G %, T, Supp, U39 10 Dhepe.
1551%) ; The Echpomer Exefuimge v, etadden, 7 Crancn 114 (U, 5 18124 7 Mafing W,
vamimen Keguiadurg def Nereadr de Moreguen, D1 N0 T 1, SA2, 108 AdL 498 (181E)
Arasun 7. indercoictiol Roileog of Gowada, 197 dons. M9 B3 N, E BTU {190 ; (12410
40 ¥akr L. J. 784

Hiolutery tobsent te sup {be Tiolbedd Stoles Tt contrzel. willh gomme eZcepelond, wed
gonoled By dbke croation of ibe Tultedg States Concg of Claime in e yeac 1850 10 0. &
Swe. 813, At Lkar tlon thn jorisdictlon of cho coure Included 1he TEDE o “hear and
doetersalae all clolme fowoded upop say Inw of Cnngreed. oF Us3 ORF togulstion of 4o
eResullve deparimen!, ar vppo gpy caotracl. expersy or Boplled. witlh The pevdrumebt
tf 1he Uofled S10tex, whirhk ooy B suggesbed to L ® 4 % and olta all clalma
wllch muF be referced 10 rrld Couart by elcher bewsae of Congrepa.”  Jhid. AL The prcieot
thoe, the cowrt by purisdlcton, smoug owkers Bet forth 1B the Amceofed stafuie Le
bear enif detecmlue™ -

o ow AN Clplme ferocpt fof pengblecB) FouBded upon LBe Coostilofion of the
Lithed Srated vr Aoy tnw of Congrogs, upnn noy regalAclon f an cavcytive AcpaTimene,
upon aby conbract. @xprosa oF leplled with the Governoent of the TInltal S10een, ar for
sbnmrdiis. Lgeldntal ar nullquidsted. T cracs net eencling Ly barr, {00 respect of which
clnima the powTe waoll b anelolak 18 redrete aphlnBl the Unlted Sindes cdiler 4o o courh
ol luw, sradd?. or sulmizaly f the Unibed Soabea ware pusafle ! [wegaided, Aaisgyer. That
uatking In ghkx srrajon e?-nlrf L crppiThcd w8 wlving ra the kalil couel Jurisdictlan b heat
ahd slelermine clalws groning aut of 1he Iade o165 wnr. ond comeomlf kpowo mx ‘mar
claimi’, @r g0 hear ARd delermiae sther cinlmy ohich. pricr o 3xich 3, TRAT, Tind been
relictod a7 repobted an milvernely ?!’ any eanrk, de‘E-nrtmem. or eenwlenloo awtherlzed
Toe bioge angd Aeberomiue Che s&doo. g I 3. C A § 25

The Unbted States Qourt of Clnlps wne ctishishod. ameong alliec purposes, ha Temgvn
ibe bic ef lbhe rensonbliler of ske Gnlbed Heales,  Siows Cibg 6 B Mawd Ry ©o, 7T,
Tinfred Elarea, 30 Frd. GI0 40, G, lowa. 1993 It gbhould w ovaied, Lhaf fo wvery cpsn
In whilel tbe Coorp of Cleligs haa Juriedliclaom, the dISCPLeE courtm of ihe Tiolbeel Senten
have w like jorledictise, Jmlend howevsr Lo octiobh 4w clilms oot exceedlug dbe sem
aof F100WHe 25 U5 O AL F 41 (20), Bochde v. Cnlled Srafes, 208 Fel gt (E. DN Po.,
1920).

Lut the princlple of Immoanlty from lepal poocbeedlufe ders nnt exieod te rorposalicng
vranlsed ucder (e lewa gf forelun guvcramenld. Cocle v. Soctétd Cooperoiloe Sulare Bea
horbens, Hwebe 71 F. (e RS {5, B N, Yo 1811 Emdred Ermede v, Bewtachcs
Huftryndikar demsllachmir, 41 F. rhly 180 (5 D0 X E. ARIB); Sollma v, Comdran
Reguigdern del Hercode de Heneguen, anpra, ob 566 ¢ 4cg.; Perry v, Worddeutreker
Sdugd, 208 N Y. Supp. B (Moo, Cro 1934, at'it withowe eplalan by App. Term, Iat
[hept. dudrapdaled] | Qealrel Morvuer fPeuk ged Troas Co. v, Ewettenr o Solabe Skiien-
peasllaciinfe, 1% Fo Surnp. B2T {5 I, M, Y., 10301 felzer v, Dewiecae Redchebaha fFearll-
achafe, ZEY WU YL Bepr BRI, OU-04E, 30 M, X Suop. 181, BEG-IDS (Sox Ot 1038)
[1130) 45 Yale Lo J. 1403, 1444, ’

W 1The ensn of Derfer & Corprater, [ne, v, Nuaglip Jaravagealprelaon, supsd oale 10,
ufuraly wo 1Hustrerlon of the dneMcidr of o Judgment GhTobRed AgAINEL O Forclon roFerns
went. ]p 1bAT cnee. proccoilngs supplementory bo cEockelpn WeR SEAD0ed by Che
plalei, o Jblgment treditor, agolnee the Sewediab State Nnllwnysr (eonsbbersdt bp wil
pafiles ox a parh of the Swoedish Sovoernlicnt nod dn me wey oo AlApel &ALty [bom the
Smedlel Goretowent]. judgmeit debtor.  The judpicest had been rendored foliawing the
fallure wf ibe Bwedlsh Covernmcest it Mle o proper pies of tmeunfiy An order af
sitochigene was Ievled nggloAf the peopeeny dn the Cofied Stnies of the Kinpdew of
Swedon #ftez arecutlon hail ecr [ppocd wb be judgmest.  The order of Agkachoent, aod
writ of proguclan wemn vaeated an applieptlen of the Raroy Ditroardioors and 35ulsier
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M. Dorchard, an suthoricy on international law, has deseribed the

imability of bondlwlders to effect collection by means of judicial
Process |

YW hile post grates new Triely subject themselves o gule In oescs of ordindcy
cOMtERetA, mieny statis stl]] declluc te ¢dtebd this pihe 5o Tar g othe pbie
Arbl 1% cooreroed.

. ] L]

"agalo, ot (ke public lpan b5 craaeed by leglalotion, oo aef of sovercizoty, 9o
ity b anspended, pedocerl oe evgn repudiated by o kimdlay meg of sover-
elglty, Ly which the netlonnl eoarls wre baliml,  Tha eredtcor, thenefore, Is
Jurkdleany opposed to & aoveralgn who may with perféct legnlity, g A1 nek
ol soveoreipoty, deprlwe him of his subsinpRive riehit wod of his remedy. In
orher words, the etate by the exerclze of 05 spverelgn powers may regulate the
cxecutton of 1es caoteact of loan ke any ewker conformeble with its pohlle
iotercel,  Agalo, the ilmpeebiaballly D wany seeecg of sccurlng o jmpaortial
Judlefnl determination hy patlonnt cowrts o cases of thle klnd wmakes the
credlior's positlon pracarlous.  To swe 1l delitor stebe gy o public loan, theoe
fore, 15 practically wsebosd,  "Flheps are some slates whose nputioenl conrts mlgbt
griot 0 erelditer velief. Thewe pre abe states byt ape aever soed on thelc
nutivoal detbfe. .

L] ] - . - ] L]

“IC tbere wera stibl any doebt a8 to the Jnopraclicabllity of cellet by sulL
ogeioet o forelgn goverstoent Io [166] runleipol courie, I aauld he dlzpelied
by the oerlalaty that executlon of the judgment, evon L obtalanble, b peag-
tically hupozstble, * * % Fven attachnment wod  gaendsioenc proccod ings
wgninst the movable property of forebgo soverelyms oce aliost wedfnoly die-
miveed " *

Flenlpaleotiary of 3weden by ibe Distrlet Court of the Unleed Hinges fae the Soothero
Drimaelct of New Tork, The jnbgoeal ercfltor appealtd o (be Clpewlc Caurr g Apreals.
The latter cowurt lo coofiembng the order sppealed from steted :

“lo such comen, when judgesgnt Ing been fepdered fnd the LawMy Judiciolly nscetiebord
[ wir of the courty ends and Lhi woversign la ot llberty {0 determioe for 1trelt
whelber ar oot g0 pay tlee Judgmeng =+ =

"It Lk pogeolinhle ibat Eweden mny thus cucape pasment of & rvolld Judgment againat
fe * % v, 1t Ja hopoad (WEC Ahe JuddEnel of gvs gepele will Te resflected dod payiecnk
wmde by tBe Swedlabh gorernment."  Id,. ot T T10, . .

Lpe gl Moacn ¥. Imicroslonde]l Rallway of fenada, 57 Masx Ttk B S, E EVG (140030 :
Howrard v, Dnided Stofer of Mexloo, supra nnte 3%, ot 04, whereln 5t oan steesl. "He
far ns Jurledlelloo I cancermed there |6 oo di®ereoce hetwfen gulin =gainst o sorerelgo
Alrretly apd eswltd againnt if properiy.”

In ap aiet)ete, Farelgn Bopdlividers Trotectitr Orgoolznilons. b WliHam . ™ynme and
FdAwin 3. Forchord (19350 4% Yele L. J. 2EL, 2B2 dntreduced a9 Cocmissien's Exhibig
Mo, #F 1in Peocosdingm BefoTe 1he Hecarlties Aad EXchonge Comolies?on Ino iBe Mpeige
af Boeodhnlders Protective Connalttres for fhe Repehile of K1 3alvfdor {10350 k1 1a
EXF 1LY IS

"The hnliters of the defnnlted bande of & forelEy armks arenny & pacullar pusitdon,  ‘Lhey
CREOtGL Ede Ia the bandholdecs’ stat®, oot even where foredgn povoremends permit 1hem-
aclTen lo‘b-:_ III:II. bnwa they noy clectlve peanedy d0 1he codrin o of  Elwe forelgn
TQUTIFY . h

“'A gorernmentol Jdefmull |p guite A3&crent From noy athar. Tee ercdl|cgr egnoar oltein
Judgmicne ngalpAl &4l [ocy eXecur|oy Gpen & dekier gorernomént, nor con be take ncer
Lhe management of Itr nfnlrs.  The fungtlonine of the dehdor governopeny cponet be {m-
pRErsd, E¢ rliat 1be ceadivor e perloroe dclven 0 Bogotlale mud mike smuch niljustments
an he can.” )

Alsa moe Edertn A, Dorchaed, Contractusl Clabme o Tatereetlops] Lage (137130 13 Col,
L. Rer. BT, 481 Amoe A, Beeghey, Kascorials of Jotcroatliconl Public Law apd Orgaoiss-
Ton [ABET), at 201284

4 Borchacd, The DMelpmaile Protection of Clllpeny Abroad [1925}, ac GO5 807,
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Mr. Borcherd comcludes that “it is thus apperent thae nalioos]
municipal courts, either of the debtor state or of the country of the
ereditor, are unable o secure the unpaid ereditor airy remedy, 742
Anather writer has concluded that “procoedings before Amerviean
and foreign law courts svn thus of very limited imporeancs o the
protection of foreign bondholders ®

The promise to tllocats certnin revenues to the payment of bond
service ordinarily avails the bosdholders little or nothing. Sheald
tle obligor nation refuss or fail to make the allocation, ne legal
senetion ordinarily cuists to compel the obligor to comaply with this
covenant for the proteetion of jte crediors.

Nor does the mortesging of pliviles] property as scourily for the
hond issues routerially improve the bondholder's lepal status upon
ilefault as no effective legal machinery is availabie to him o fore
elose u mortgegs ov a tien on property.® The oniy courts which
have jurisdiction fo enter the forcclosnre decree ave those of the
debtor itzelf. While these courts may ss a theoretica] matter be
open to the forcign bondholders to foreeluse on the movtpaged prop-
erty of a forcign menicipadity or other politieal subdivision of lesser
dignity than & sovereign foreign povernment. as a pruclical matter

u g, mt AGE,

W Qulndry, Beuds und Hendboldens (19343, vol. 11, b Z1: Etoest H. Fellcheofeid,
Righea apd Bemediaa of Holdeen of Farclgn Hunds, peeo (4H], &r 2233, :

" White the lombtiley of the bobdbnldécs 1o reloce The pledeed Becurlty o poescasloo
proventr thelr farelng the eebuar (o oliverve 1be tecmre af the slolee, @ geeuriny provisioon
tiay e of swine valug e tbe bondholders ln strec@henlug 1beir Bregrining posbiloo 1o
negotiating deld éettlementn,  In fnet Mr. Borchard Busts from 1he kigtory of debe
adjustments thot alhoukh erearity peevielone arc hol en mkcsboenor of wolpoorrupeeed
servle; 1hey ace nn AN ko cbilelolog & profereoct of 1lme of reodjustmens.  Frocecdings
betore the Srowclyics N EXchinge Onmomlgglon in the Mateer o Wobdhcoldces Proteceira
Consmlétern far be Hepublle of Bl Sulvwtee (20351, &t 427 | Canaulikiton’s Frbbbee Xo, BT,
at 1B0-132. Thus |n ke cApe g Flpcops Atoey tbe plodge of reteoues for one of the
dotlar lezas appnrently placed the Focvlgn Bondbolders Proectlys Councll, Ine., |0 a an@-
tlenily mtromg bergnining poritlen Lo demand und reeeivo gulatitute meeurlty opop che
rtasljustment of ibe defasd, Seg infra mee IV, B L4 Allen WL Tudrs, af the law
flem of Fullivan & Cromwoll, howerer, cegiels the opdineey pledge of resemuce ge of
lietle valuc even lo acega{iRting o debt aoittcment.  Bep Rl destlimioby dnfra this seelloo,

Prisc lo ddcfould n opledgo of Tévdnues muy e of volue. A pltfge of oll nea{labse
TeRLBICH Weder edlallng lonne nuRRl preveot weorlarrawing by wnok mtates. Mualden. op.
elr, mugra wore 5 oal F1T. Fosibermors. wnder more ginhle aronnmic renditions Flao
have exinfo Mor \hie pnat Froew, o plelpe Qf revepoes mey FeAlfAin 1he celitor poverdiment
feom defnaloing, or enslie [0 more pondlly to FOELYE pressurr [rom 18 cithzens oo OaEswlt

= Fee lealBute of Totarnotlanul Piesnes, Tl Ko 29 ¢1020y, ar 18, atutlag -

“In o mognher of countrles, Tepworer .
i’.\EI'r\'|DCI.'! ran h‘t" LINE I Iﬁl'lrl.':l:;:.l'l.r.[.lt‘.:! :? 1.h‘1,'|“¢'|_'lll‘|1’;n:ﬂhﬂt J;nﬂférnﬁrilﬂ?ltr:.]dagtnfb B:]';E::‘L“js‘]‘ﬂ;i
lu the renlzasy du wobie of the pracinetal conetltatlonm, eop Ge soed brfpre rhe Sunreme
Conrt of Arpeaiinn aod Juel=lous egeinTt yham ora slifakcennle. o nlmast eveey enpifrre
Intnteipalitien by e woml nod fuﬁnmcm uralnet them cup B¢ enforeed.  In Lhe pvent
al deryult. therefnee, conet wetlon coh he heguphe In mAny cRERd NEAINEl pruvinces amd
munlelpnklileg whoxe bonde are geeuied by 8 pledee oF peryfes :

See Priccipality af Wemapq v, A7old of Yisaisplpnd, fuprc oote 300 13 which Manpre
houpbt leave T wde Minmdgeippd tu colléck on {tg Jefauited bondm whicl  the plo gl
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the remeady connot fensibly be pursued. In most cases the mortgemed
property setves as an adjunct of the deblor tn the performance of
a governmental service to its citizens. Thus, for example, the secur-
ity may be a governmentally owned and operated power plunt, The
difficultics inherent inthe ereditars seizing o powar plant in a forelgn
state anéd operating or solting it for their benefit are sufficient to
percuade the bendludders in most cases to forsake snch remed v
and proceed by negotintion. Whether a foreign povernment, 1 2
judgment of foreclosure is entered, would provide the means for its
execution is net known as this Commission’s atiention bas not boen
drawa to auy ense where such remedy las been pursued® Tt is
apparent thot any foreign state would regard such attempt as an
alfront to its diznity snd an interference with g sovergipnty ¥

held.  The Guprene Coupt [0 stenylog 1zpee hefd thobp Stote of the Yubied Soates bulng
A BAYTPHIEN government may not Be surd withaut 63 foenaeal.

Fa the mimn pffect holding that &8 State of the 1Toibed S180ne Ay Nob De s kbl
Itn gondent, men Meers . Kloic of Arluntcs, supre npte 39 ; Olives d=erlesn Trading (o,
fne., v, Gacerament af e Cnided Ftotea of Mernice, suprs adLc 4590

Haweser, o the Linlted S4Rten o Jocul pollelznl maddielaton of o Stale dbough BLomay
have begn dovested with gevecamrenral power by & Srhbe, ©&F bt hrooglt lnfo coure
nEalAat ta wlll to #nbmes bo & coBTRACY clnlm.  dwhfon . Camersn Cowuly 1Waree lep,
Flak. Ne. I, VBB T 2. 533 (10380 cllsseariag afialon of Joeatier Qardodol @ The Senerp of
Ligeoin v, Dounimen 183 U %, DU (18000 ; lepking v Clemrnn Agriculfural Culleme af
Boufh Carglem, 221 17 % A7, 647 (ESL1 . =ee aanrn in 10xd o L I!L'[llrIIB_ Tyr wAklnmas
OF nlunction And Ak to onforcenhli|ity of juaipmencs ggninat aoalelpalicer,

A munlclpnl earprrncien, howerer, S geoerolc (mmone from [y A0 deck resulting
from performance pf WA “puvermmientdl” dutles onlesn Mabilay 8 Rpesially Imuoawsd
efAtute, bul surh Jamunity ocdinntllF does nol rxist In CoEe of tore cansnttfelt lnopro-
formuate Bf “oon-gererrmental’” funcrloos.  MeQuillen, Tae Law of Mgnlelond CorpoTa-
tlon ol ed, A0UHY Vel 6. ece. ZTOHU-2T07: Wiieh ¢ Fhe PiMfope o Fullvad, 58 W1 224
L ayem)

H s andhalders cammidion fur feochkpn hamdds awparcbt!y 13 of g pplnden (Lat hond-
hudclers” interosém can e forchered by oresaTtbag 1o legmal actlons inclidliof FoTaclosnrn
spoioat ferelgn obligren.  The Colamblan bondbeiders comenlbters. theduph L. E. de 8.
Heprer, 1hele secrelAEY, dannoundrd in 102 presa 1801 10¢ £0mapi ey
“nen poepring to cull upan the dcosloes anl BacBl ngenls o tnke weepd prevhled fae
in ke Cront fedentBrex §a the evenl of eTag™1s, by decliring the hoode loe ool guysble
in Cfufl eod, 1f pnymrents At ot modle, $o ke foreclosune pcoeceed | bEE b

amoEm s 1agal ;[trs AN prafeFly e rolep seatoer apriculiural dortgner Bunk. as
well Ry the Mortgugr DBnokx, tn enfoter the dgbim of thr beodboblers b oelther o qulg
i e Colomiiau codrte or b{ftdrwara: fop e pjpoagiment of 0o oencebver fpr tie
rofrec b ee banks, It ix sfate] ™ N Y. Tlmea, Apc. 26, 1BEG

It wme nlte dEALe) Lhat “ackual dulb hgATnst the Colomhlen doeetoment gn 1ia dloect
obtrgatlcon ennuet Do Vuhea withene Ira consent beenoae of the snvarddpn cight of Lbe
Republie™ J3if

On QOee. 20, 1958, the eodrckATr 1m0 notier to tondheltees atnted Shat tbe ceidlerees
Hhate feceivat e apinlen of consprtont Calamhinn eruebmel tno the effect Lhat logol
pracesdings mAy be auccersfullr tmatHoted dn che Cogmblan couren for the ¢ollectlon of
the matured unpald nereors ccupocA doinched From the edteraal benda of the varlvils
Theparioentn god Munkcipalities.” A stmilac statemfnt wiB mide T™epetting Ee on-
fatcernent af s phedige o sboses of ttack af 4 fonlelpnl power fOMPREY 0% BECOMTR
f¢r the bokds of the clty of Bagota, Colamhla,  Notlcea to Mondbkoldors, Rept, 17, J03E,
and Sepl. T8, 1930, Tt bas bbea reporied that the cammiliern Rosr Alerkdsl o proceed
wih legal wcityo yminet the Doparmment oF Anlinguia Lo dihe Cnolomllon caurts g cnlbect
molured goupens, N, ¥, TLEws, Oat, &, 1934, ik was nlso regorted thnt coliectinns
Fn mode in Colambisn pecgr wonld be rembEtell In dlolldrx when permiaslan cduld e
abiained from the board which cnoieoly Colomblan fomige cXihangs. TFhd.

T Thqg canslderatlans discuseed lo the test woukd oot apply fta n farelgn privabe 40T
poretlon, even though 1ty forelgn obliZalicns hed Lesn guarfinlced Ly 1'n goveromient.

1y

The testimeony of Allen W. Dulles, & partner of the firm of Sul-
Livan & Cromwell, coneerning pratective provisions in loan agros-
ments, is of particulur interest as that firm has drawn manr such
foreign bond eontracts. At & hearing before this Commission whera
some nspects of the default on bonds of the Bepublic of Chile wers
being exmnined, he testified :

"B far ng e ||:_-uu:-:_-111'-t.‘ pearislong ore comecenesd, ther aee whal we st
‘hollec plate’, wnd T Teankly fecl, from past historr, ther are not worlll the
Dupsr ther re weltten v, either from (e poiut of view of the borfrower or
fram tho puint of view of the lepder'™ o

And ut g Jater point bie added :

“Thete are ceriain fentures of Umwse agreementr thal aee bu!l;:-r filnte,
Whether 1 18 gowl or baed 1 don't know, bl 10 hes appearal |n {thise agreemeita
Lor i great many renrs, ud vaey nlhe of Lt Bas vadyge tedur,"

Tha situation with respect to deimestic bonds is, of course, quite
different.  The courts are open Lo creditors of a dorestic private
corporaticn for the enfercemeant of Lheir claime. Unless receivership,
bankraptey, or statutory Teormanization proccedings stay the ered-
itor’s hand, judgment. will be entered and the sheriff will levy execn-
tion on the debtor’s nssets. In the cnse of municipal cOrmorntions,
It iz true that under the lnw of most States, either by specifiv stuta-
tory provision or by judicial decision, the property of & public cor-
poration presently devored to o public use and apprapriated 1o that
cicl ig exempt from cxecution at a suit of g holder of o defanlled
municipal obligation.”® Nor are the assets of the eitizens of the de-
faulted municipality subject o levy of execution in such instance in
most States.  An exception, Lhowever, abtalns in the New Errglurud
States. In those States, the creditor of a town or other guasi-public
COTROration, and i some instances of a city, may levy exccution
against the private property of the inhabitunts of the debior entity
to entisly a judgment against the latter.® Fut the sreditors of mu-
nicipalities outside of the New England States are by no means help-
less. They cap resort to o writ of mandarus, or in speeia cases, to
H {_:uul.it,ion for'a mandutory injunction, to compel the payment of
surplus funds, or to compel the levy and coliection of a tax. But
vven here, g5 we have shown, these remedies are copable, as o Practi-
cal mintter, of plaving but an ancillary role to negotistions for
readjustments throusl refunding. s

WAE, eid. guERE note 33, a0 419
WL, AF 1144,
®&re Parl 1V of (B0 peDoet, Committesd Tor Ehe Holders
1 . ol Mpalripel s -
Mienecipnl OblIgatlong (19443, ot 18-17. pal aad Qone)
oo, 0l 17,
B g, Re 15-24.
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in the case of private domestic corporations, to hei sure. the sheriff
geldom levies exevution on the plant and equipment of n company
which is unuble to service its bonded indebtedness, Receivership,
bankruptcy, or recrganization procecdings will intervene, But all
thess proceedings providing for the ultimate eettlement of the credi-
tors’ claims by liguidation or teneganization, whether authorized by
statute or based on the fundamental powers of & court of equity. heve
ax one of their principal objectives the prevemtion of a cace of dili-
gence amonyg creditors for the seizure of the debtor’s pseets.  (ther
legrul riphts and vemedies enforceable by the courts sre substitnted
for the right to levy execution. A demestic corporntion connot
ordinerily remain for long in default on its bonwded debt without find-
ing i=elf involved in court procesdings,

Edwin M. Borchard has sammarized the difference between privata
debts and government debis as follows;

Cwe s e Inthe cnse of gn fsnlvent fndlvidun) who gnes lute Lank eupdcy, all
his preperty, with tofling cxceptlona, becomes sublecl to atfuclment and sale
for the beneft of crailllor: fn thi % of o private corporatlon all the property
may b 60ld. The etabe f8 subject to Do Judictal furem, capnnt e compelled
to Py except througi the nesd fnr orllt or theough diplmoatie patitical pres-
sure, and Ik asxsets ate nol ot the disposal of It unpabd credltgey, &+ &4

It iz probebde that the greae mese of purchasers of foreipn bonds
wers quite unaware of the weakngsses inherent in these foreign bend
issues, Tt is certain that moost bond buyers did not read the lengthy
Jegnl documents paursuant to whicl the boods were lssued; 1f read,
thay probebly would not have boon understood.  Ban i0 was the
practice (o emphasize in the prospectuses the protective and security
provisions of the loan agresments, They were thus rowpht divectly
to the ettention of the buvers, - Furlhermors, editors of investiment
manuals and services turned to the origiial doounents for confirma-
tion and summarized them in books of reference. In nwews columns
the vitai passapes were passed on to the financial eommuonity and to
the public, '

The buyer learined of the numersus provisions of the issee inscrted
for his spparent protection, 3wt b did not learn of their ineffec-
tivensgss, He was not wdvised that, to use Mr. Dulles’ phrase, they
were “builerplute”  Prospectuses of ithe bankers contained nnthing
to' warn him of this,  IL may be wondersd whether foreign bonds
eould have been sold in sueh stapoering amonnts evon in the specu.
letive era of the 1D20°% iT the bankers lad disclosed Lo their eustomers
the virtual Impessibility of obtaining legal redress agninst defaulting
nabions. ' — .

= Narchned, pddmeas IoteroallonRl Toane ond TateenatiooRt Law, before Amecltan
Locketp of Tartrorilenal Lad, Prececdlugs befors the BecuMtlse and Exthingr Cuddmls
mlog An che Morker of Bandhalders Proackive Comelctors for Hepuble of EI Bolvodor
{10431, Cpmeclesian s (Echigit o. BT, aF 140,
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Tle prospectus wonld lay particular emphasis on eny security for
or pledge under the loan, and served to inculeate the belief that such
security or pledge possessed as great lege) validiiy as a seelrity under
domestic bond issues. But the hoider of & defaulted foreign bond,
82 we have atated, s without feasible remedy to enforce his rights
to such security or pledge.  As one writer o foreign bonds has said:

“Ihe cxlstlng apstem of Aenflspuoship i3 not merely {nRdeqinte in oot pro-
vilng sgalnet /Il mador rlska aod by not providiog sufliclent protegtion [or the
fntwre, but b8 partly (o blmioe for e purchasze by the public of fareigy
bewdas whiel wore unsufe invesi mienls from the owtser. The inawflofent anglrala
of riska cancerls from the publie cemain dnngers which become apparenot if a
olaree mentisns them.  The publlc beught wany Ieans hecawee @ wae Ehought
that they ®werd seenred by the equivident of o voluible martgage ; {0 pealliy
muny pludges uod chacges provEded for In geverument loous dameantcd only
fo mdditional promizes whlch Jbd oot even word s clexe prigelly 1o ewse
af baokruptey.  Aen anedml peyetology was cuttlvnted bocuilse the poblle wag
Lutlght to rety on secorlty provislony lostend of inveatipatlng the M ying
cupueelty amd relability of e debter conoers. Without the nnmes 'secured
lokn' the public would peobadbly hove refused to buy booda of couintrles with
wliicl 1L waa entleoly wefamiler. It would algg have rendiaed that faw securitr
provisiens wll do more than safvoge o fractlon 1o chae of real dlstoess.'' ™

And Edwin M. Borchard, in testifying before this Corminission as an
expert on the legel aspects of international losns, describoed further
the inclfeetiveness of security clauses, sxcept in thoze cases where
the Londholders themselves callest the pledmed revenues throuph
a collection ageney which enjors the protection of their povernnent:

" Couid peu digenss briefly the differcat typer of forelgn ouns, (it bs, 1
aEgnme thnt there 18 a4 clasy of foreign loanz whicle 19 gnseoursd, relving oo
thie gowud fielth and ceneltr of efea ohligor potertmeut ?

A. Yoa.

€. Thére are other Ioany which carry spoetie Beclrity?

A Yes v v o» _

Q. Add suwch aecurity may {ekc the form of 4 speciflc Tledge of oottlakn
IBTRINS T
T A T

Q. Such s cpstomng revenues?

A ¥es; o LquIn Amerlen {r |5 vaually customs revenue,

Q. Cottabn tuxey?d -

A Yo

o Quludey, ap. i, kupra ooty €3, pes, 837, i

Coorge BNulnlalng, @ betnlier aif ine Kew York bar, ban maggested that pravigion Be maldo
In Fin-e forelmn Dopd Jseues for orbicratloo of disputes bovwoen 1he drbeat pivernment
nnd rhe Sundiiahlerd. At 3ac Ind. Low, Urocesdinge PHEA, 1 155, Ere Qubngtty, aupra,
acr, o04,  Mr. Logrrhord testfesl wt oa DeAring before thie Comelealan -

L% 4t I yol think thes arbitcmsl [ F b -

mrtlicsl o escbiocd dofaule ¥ : rilan squll prantably be uard ma

4, Yew: | de, Boeh an the legw] pide abd oo the eepnemls gide.

In affect, the Crucell of Fogelgn Emodanidom o Evglanid Aona [p bis oljecelee Thpacke
fck dp a yuasiarbltral capacdty, tRKLOE Accowent of che Jleeds af 1he dodter and oF g_fr
Teilbfmelils af Che credler!’  Froceedings Befupe Lhe Serorices fud Eoebates Cogu s

Elap in the Merinr of Uwadhalders Procective i oS
T ey . Totectivg LCommintess for Repoblie of I Snlrndoe
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Q. In rure ¢ases (ke secuslty takes (e form &f n epeclic morrgege on

prajerty?
A. Rarely; but ocoaslonally 5o bas,  That was the Yy sentory pfwclle, more

than Lhe 200k

@ Wiat §s iRe geocTal value of Lhe seCarbty to the hobders of the bonds®

A, Worl, that vorkes with e cake.  In priaciple [ would saF a0 for s Lhe
immediace eqllectlon ¢f the secutlty goes. when o coundty goes Into defiuln
It is wolL orest, unless the eroditory, tle boomdholders CHermeelves, ce Lo the
fees of Egvplt. Grecee, Turker, Nicarsgus, Haltl, and Santo Dominge havs
thelr owo miwlnisteatien to coMect e Eevopwe, and thpo oollscting Agoncy
has the proteclion of stesby goveranent. In Lhob event the securvity bes an
igcelia be TRiue, but where that docs not ¢Xisr, then the valoe of thie secnrbey
ig roninly for Wa fodirect ald in obtnining prefecence In Lthe ccorpanicelien of
the dill, akel {3eee, T Ehink, L has soine vabioe, 2% oxpiclenoes oF reorganlzatlon
would indicate,

. That is, if i% onlF in e ore ense that ereditors have e philliy or Phe
oppartunlty to reduce 1he secuelcy ©g Jossesslon? '

A, That Lz teor. Whene they spenk of o pludge, it L= oot reallr o pledge,
becausa e creditor, o5 u rule, gets oolhing, IF 15 a wlsinomner, thercfore, bo
g the Tegal becrn “phedye,’

G Thet term, however, wrs wzed In foreign bond pros|ecluses?

A You; Ly contlesy,

Q. You (hink that the nse af the ward mar Leve tended to mislead the
Tl e ¥

A, I cenlly somlid not snye on that. Toople who knaw soenctdiog whoul it ore
1ot nlslend, but peehapa the Nediafartoeal might Te

£ Do ron nt think these foreign bonda were, 1o overy Inge cEtent,
putthaeed hr the unitnformed?

A I fenr g0 ™

In the gaze of Haiti, referred lo in Mr, Borchard®s testinony, the
collection agency was in effect controlled by the intted Btates Gov.
ernment. A treaty proclaimed on May 3, 1916, botween it and the
United States provided that the Prosident of the Tinited States should
nominate for appoiniment by Haitl & genernd receiver to cnllect
customs levies.* - ['ursuant to this arvanpgement bonds, of which ap-
proximaetely $9,000.000 arc presently outslonding, were issued by
Haiti and =old to the American public secured by v pledge of cus-
tums revennes®” The general teceiver nominated by the President
of the United Statez has collected revenues to the present time end
Tull Bond sorviee has been maintained *  The Foreign Brudbolders
Protective Caounedl, Toc., in its 1935 annual reporst protested o sne-
gested plane te remove this gavartiments power ta nominate & col-
lector of customs and to dodoe soch power o the Bank of Hairl, foay

@ yrrperedlngs nefore the Soeprlilca Aol Erxrhonge Camnilcrlen In the Meider of Paozod.
Boldory Beoreciler Commitieeg for Hepuliie af ¥ Bnlvodor (1934), ot 420, :

H Parelgn llondhotders Prodegtive Councll, 1oc., Anoual Bopart 1858 ut 122
. Pad, o 123, 264,

Mg, at 126, 2194
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of the directors of which would be nominated by non-governmentai
Rgreneies in this copntey .

The United States Goversiiment in the past on a few occasions in-
volving exceptional eireumstances has lcot jts support, s in the cose
of the Maitian Jown, to the bendholders, in establishing and innin-
taining on apency to collect pledoed rovenues. Suech goveciunental
actien wonld be inconsistent witl, gur present fareign policy.  Lack-
ing suele povernmental protection, however, the mere faet tlat the
boadholders appeint or central the eollection ngeuey o5 nat full
pesurance against defmult. Thus in the case of the Ei Salvador
dedlar and stecling loans the Aseal wgrent, o TTnited States banlk,
through a local fiscn] representative collected the customs revenoes
pledped as security for the bond issues, But in 1932 the Govern-
ment of Il Salvadar found itself faced with financial dificulties and
to obtain funds for tts internal needs assuined contral of customs
reverles with & resultant partind default on its external bonds®
Furthermare, an embarge on {oreign exclange prevents the collec.
tion ageney from fransmitting funds abroad for bond service. In
the case of the eity of Barranyuiila [Republic of Colombia) an
administrative board, controllsd jointly by the Awmerican bankers
ongd the debtor, wae ceeated pursuant to the loan cootract, This
board collested the pledged revenues specified o the apreements, but
due to restrictions of the Colombian Nuttonal Government on foreign
exchanpge way utizble to transfer funds for bond service to the United
States, with the resultunt default in interest nnd sinking fund pay-
ments,™ - .

A pangity of foreign exchange may result in default in hond sarve
e even though the collection of pledred revenues is under Lhe cone
tral of the goveriunent whoss nalionals hold the bonds.  As we shall
subzequontly develop, an inability to obtain sufficient forcipn exchuange
has caused many foreign debters o defuult, ‘The debtar’s nternal
revenues ave often sufficient te permit continuation of debt service
measured in the debtor's own curreney, bue che’ debtor iz nnalle 1o ob-
tain exchange to convert such funds inte the currency of the creditors.
Thus in the caze of cectain lowns of the Greek Government the oollec-
tion of pledgrd revenues ailocated to the joan is under the controf of
un International Finence Commission esmposed of representatives of
viripus creditor governments*  While the Commission hos baen suc.

mid., ab 134-128.

®ip. ol guprg pate 53, Commiselan's Exhinll Mg, 52, of 9-10.

“&ur Fort YT oof rhia peperl. Trostees ondee Ieglentuces f1028h, Appendis 10 T,
dencriping che Parranqgoilts sltuatioo. : '

9 1greipn Doodbaldera Praceeilve Cauncd, Ine., Annuel Repori 1535, b 400247
."-lu-;uy's Govermnenrs npd Municlpnfs, 3318, e 5O1-BAGY D Madden, op. eff. reprg wore B,
at I17.
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cessful in collecting pledged revenues, the scarcily of foreign ex:
change has permitted only partial payments to the bondholders.®

The Yoong and Dawes loans of the German Government were se-
cared by pledges of varions revenues of the Reich® Since May 17,
1530, the Bank of International Settleraents ot Basle, Switzerland,
has ucted as Sseol mpent of the trustees for the Dawes loan of 1524
end ag trustes for the Young loan of 1830 In such capacities it
received the revenues pledged under the two loans and, after setling
aside the specified anounk of bond service, transferred the balance
to the German Goveroment®™ But thiz system of superviston nnd
sontrol of the collectiot of pledped revenucs, which was founded on
international tmeaties,? did not insure against defanlt. On June 14,
1934, the German Finance Minister anncunced that owing to eco-
nomie conditions no further farcign exchange would be available
after July 1, 1934, fur the serviec of the Reich Juans.** The dellar
series of these Lwo loans have been in partial default since July 1,
1934.* We shall subsequently discuss the action of cur Departiment
af Stats in protesting these defanlts snd the discriminafory treat-
ment of Amertean bondhiolders by the German Governmnent.™

Alten W. Dulles also expresesd his opinjon of the imefficacy of
apecific hypothecation of revenue in his testimony befare this Com-
migzion : :

“A. [ have renchod the concluslom thi pledges of revenues are 1ot warth
the paper theyare writien o, o foreign lonn. unless thie revenies ore polleeted

ancd disbiesed by perasna ather thap the debtor. :

Q. The guestion 13 who iy to collect amd lshucsn 147

A, Yes . . o

Q. That would Le 40 mportant question o be traded out?

A. Gonerally Fou wre forced hnek to the gitgation where the bocrowing
government i% the collecter and the disbucser, and when that ls the PLETRIEE S
1 dua't think the seemrity I8 worth anrthing- '

Q. You nre epecking of ‘worth onFtbing' In termd of belog ahble to calfeck
It g4 & Eherl cun go dowa and collect o partlenlar fund e particulnr ehatlel ?

AT dop't think it is worth eppreciably mers thAn _1.he RencTAl UblipaLigR
af the foralgn governmene Lo pay.

= Ibid, .

w Securltlen Registratlon Erafement, Fosny 1M, Deutachen Relek, Gled wilb Scourliled
anit Fachange Commlamiun April 18, 1958, E¥himt AL tetzment Germon Mjoleter of
Flomnne, aF 2 (Dawes Jomnt, Fshiblt B0l Stotemeot Germien Mlatoler ol Fioouce, st
1=0 [Young Lloami, ..

u g, Fahike RIt, Gtotement Ferman Minister of Flianoe, at LN

= Tlapun Agreement, Jan. 20, JU3%, medifsing carller Ineeenatinnnl Agpreements, .

T rpid. Ben Bxperls Flan For Reparatlon Haymence publisbed bro the Raparation
Commlralan [10TEY. ) -

M Recuritits Reglairatlon Steicment, ap. eff. qupra noste B4, &t 7.

= Fgreipn Boodhelders Protective Cowuell, IRc, Anpes] Liewart 1434, at 178 Bes
FIfth Annus! Repsst of Bank of Interoarlonal Settiemenis.

™ Impaa wee. 1V, O, 6. -
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Q. Don't yeu tiuk these priotidies sn a foreigo fiekd have oy practical gl
uificguce In view of negotigtiona?

A Wit tye of priorliies? You mean whether Jou have & Arel or aceowmd
lien vn fobacco Povepues®

Q. That 15 oot exnwnle, of where speclBc funde or spiiflec revENUER Rine
Mlelgel to g faan? 1okt you thiok thoss hnTe nractlcel signlfceome?
4. Reintlvely THite o the fice of & sliunllon such 48 we gre facing today,

Q. You mean to 83F you would Jusl am soem enter negoliotions withoor a
préoclcy or with g priocley?

A, It depemia semewbar an the prigeliy. T I hatd revepues that swere
volfected bF snme other agency, I think wou woulg bave somethlng of vobue,
In o debt negstintlan tn which 1 had a pare | don't think whers wi Lnd 4
firt ot gecong llen on Some Tevegue R whis not bedng collected wonld preve
aof knr value in any gitystlon.” ®

This is s frank udemission by & partner of o firm which drafted
many of the foreign lonn agreements ™ thet to him the protective
covenants are empty phruses. Yet there was no hesitancy by houses
of issue to emphasize In prospectuses their effectiveness as WEHPONE
for ihe bondholders’ protection.  And in this, the wembers of the
financia! ber whose names appear on the prospectuses must bear as
much of the onvs us the isswing bankers,

It is apparent that holders of foreign bonds lack the ordinary
means Lo put life and substance into the agreements when a foreign
government defavlts, They must torn to other devices to obtain
#nY recovery upan thieir investrment. These will now bo described,

2. GoveEhyMENTAL ASSISTANCE
a. Eveonomis Sanctions

A pessible means to ebtain some recovery evailable to creditors
hn]dt_ng defaulted foreign bonds lies in the epplication of economic
canctions against the defaulting goversament. Bus the use of ECONOMmic
weapons in retalintion for the failure of the obligor to provide hond
SIVice, ar a5 A pressure device to induce resumption of bond zerv-
iee; 15 nob & part of our international policy.” And in che [aar
analysis such methods are of doubtful utility to the credilors

In t.hﬁur;r the puvérninent of the craditors could impose disc;iminn-
tory tariffs or regulate”foreign exchange in & munner detrimental to
the defrulting rovernment, Furtherniare, if the wbligor nation has
4 favorable balance of trads ™ with respect o the conntry of the

TLE, &l mupra mote 43, st n-lu_ﬂiz.

W rd., e 1131, .

T 0P, H Auprg note Bh, BE #3844,

Mo additlon In trade im Bitcchandlye, other [fems rorg
eEpendilures. [maotgennt Temitlances, elbe.,
Beiwern he Lo cpuotTen.

: ae freight Aod shipping, tonrlstet
would be refeered bo the Lalaoce of PaT DAy le
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creditors, the latter may areange for the compulsery clearance of
interiational payments through an alficini gmency and apply the
belance of exchange seized nugninst bond serviee. This form of
international garnishment has iy foet been thraatened grect appHicd
in some instances) against Germany, Roumanio and other debtor
countries by Buropesn governmnents in recent yewrs, Following
these threats a large number of so-called trade clearing agresments
ar similor arrangements hive been carehuled bebween the deblor and
creditor governments.  While sueh agresments are vsually designed
to offect payment of trade eredits, o number of agrements ¢ontain
widitional provisions direeting the application of o shere of the bal-
aiee of payments in faver of the debtor to the payment of hand
service, Py means ol such agresments, Switzevland, Ilolland,
France, England, and other governments bave obained for a period
full bond service on the German Reich Loans while Anwrizan hond-
iolders were receiving only pattial service. ‘Flis diseriminatory
treatment of Amecican hondholders, a5 we shall subseequently relate.
was the snbject of several protests by the TS, Depurtment of State
to Grermany.

It cannot be guestioncd that the use of this form of ceanomic pres-
sure hasz resulted in interest payments on long term indebtediess
which otherwise would not have been made. We shall reserve far
cubsequent discussion the subject of trade elearing ugrevnents nd
their weitity as a debr callection Jdevice™® Tt will suflive Tere to note
two points. In the Arst place this vse of trade elenrig wrreements
is founded upen « balance of frade between the debtar and ereditor
nutions ndverse 1o the lutter. Tl Dnited States possesses a substan-
tinl unfavorable trade lulanee with respect Lo enly a few conntries
which lwve defaulted on their dollar bonds. Hence, with tlase few
exceptions, such agreements would be of ne wility az s duvice for
debt collection. In the seeond place such ngreements are sabject to
serions drawbacks. The experience of Europeun nationg wih them
hasbeen far from satisfactery.  Such agreements dislocate toterne-
tiomal irade, foreing it to Aow it unnatural chaoelz. Furthermore
experience has shown that the effect of such pEreements is to wiuadize
trade between the two countries; thes reducing or destroying the
trade balance whieh is a vondition stne gua mon to Uigir successful
pse in debt collection. Theee ond other objections to this wse of
sconmanie pressure Lo collect debis will be developed sibsequentdy.™
While sucly agreements, where the eequisite conditions ohtain, wiay
resalt in some payments 1o te bondlolders, the concluston seems ju-
evitable that from o long rahge point of view their detrimentel cifects

™ Iifro ane, IV, £, O
™ Fhud
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muy overbalance the imiedinte benefits to bondbolders, Tndeed
their natura] tendency to eripple commerce and to equalize the trade
between the two nations mar make the sanclion itself ineffective,  The
poszibility of the wze of trade clenrances and other similar devices
on behalf of tlee American bondholders is sinall,

. Arined Foree

Creditor netions do not resert Lo the use of their armed forces fo
eollect ovordue eccounts.”™  In the few instanees in the past where
there has been & show of armed foree agninst a delinquent country,
other iues belween the two natisng more aggravating then the Tail-
ure to meet bond service have been invelved ‘Mie show of naval
force by Great Britsin, Germany, snd Italy apainst Venezuela in
1905, according to My, Borchard, hed as its principal motivation the
existence of tort claims apainst Venezuela wnd its refusel o arb-
trate them. Venczuela's default on its external bonds was repurded
as an ancillary issue™  As an outgrowth of the Venezuelan incident,
Senor Drago, the Minister of Foreign Affairs of Argentina, de-
veloped the doctring {bearing his name) that force should not be
:used to collect o contract debt® It led to the “Convention Respect-
ing the Limitation of the Emploviment of Fores for the Reeovery of
Contract Debts" ot the Second Hague Conference. By Lhis Conven-
Lion the centracting powers agreed nob to use force except in certain
circumstances, viz, {1} when the debtor povernment fuils to reply o
an offer of arbiteation, (2) when mrbitrution hud been offersd and
aveopted hut the debtor prevents the framing of the speeial n.gre'e_
ment, (3} when the debtor moverument fails to submit Lo an award
fade it an arbitration s ) -

Commentaters have pointed out thet the net result of the .Dragu
Doctrine was to sanction the use of foree under certain circumstances
although theretofore the use of force to collect contract claims had
nut been customary under wny circumstances,® g

The bondholders may eliminate from their coosideration the wse
of srmed force'ns . means of debt eollestion. In the final gnaiyvsis
t_he-mfure, therd are availuble to the holders of defaulted fm'::ig'l;

T ¥ew Horehard, The Prolectlan of Cinless Abcoad by A 1 g
] Feree (1820), Pub

. 2835 of the Acod, of Fol, aod Koo Bei B . frakries

™ Op. @it, Jupra Lot 05, et 430 ’
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bonds but few legal or economic sanctions which can be applied
against the defaulting netion, and these are of dowbtful utility.

. Diplomatiec Representations

In the absence of sny feasibla means of ]ergmg compulsion to
bexr on & defaniting government to service its bonded indebtedness,
the bondholders perforce must reseit bo negotiations with the debtor
to induce it to vesume debt servies in whele or in part. Oreditors of
defaulting foreign nalions are prons to tuen to their own government
to carcy on the necessary nogotistions with the debtor. The proper
role to be assumad by he poverment of the lender when such defanle
siluations arise hag often leen the subject of disvussion by com-
mentators on international loans.

Lelund Hanilton Jenks has described how British holders of de-
faulted foreign securities during the zecond quarter of the nineteenth
century besiered their foreign office with demnands for intevvention
in their behalf* This culminated in a circular which Lord Palimar-
gton in 1848 addressed to the British reprasentatives in foreign states,
In this circular was set forth the Boitsh pelicy with vespect to wov-
ernmental interpositicn in a defaulted debt situation involving Brit-
izh citizens ond foreign governments. He said in part:

“LE 13, therefarr, Aimply B queation of dlacretien will the Beicish government
whether this matter [the nonqayment of poblle leens] should or sheuld pot
e raken wp by diplomatle oegotigtben, smd b decision of that queatlon of
diecretion turng emtirely wpon Briliih And domestic consfderations™ *

This seems to assume the right of 2 government to intervene dip'!o-
matweally i a defanit gituation and to carry ou the neessmsary nego-
tiations with the debtor, although the exerciss of the right is entirely
diseretionary with the government. Cowunentetors on the subject
usually toke tha position that the right to intervene exists only if
the de.fﬁ.ulmng government. has heen guilty of an “internaticnal
de]mqucncy

It is difficull to rerd sperific content intp this phraze. The Dutnghl:.
repudiation by the foreign povernment of its loan as d:st:ng‘uwhed
from the mere failura of the government to maintain debt service
while recognizing the validity of the tean ie usually regarded as con-
stituting an internationa! delinguency, Exsmples of such outright
repudiations by sovercign governments, however, ara rare, The action
of a borrowing government in discriminating against the cttizens of
o particuler state is nlso regarded ez an ml‘ernwtmna] delinguency.
Edwin M. Borchard in testifyi mg h-eforc thts Cﬂmml&amn empha-

# TepkA, The Migrarian of Rritwh Copltal to AETH 1392?71; 113 et i:w.
™ porchard, op b fupra note 83, af 1%, sod w5 bis coouoeot ot 108,

a

sized the diflerence between repudiation and discriminatory treatment
on the one hand, and ordinery default on the other:

“Q. Could you state, Mr. Borchord, the diference hetween o default 1o hoad
Berviee aod o repudlutlen of dhae bowed by the foreign government?

A, Well, the default is assomed to e s mere InnhNItF te puy, The Tepodin-
o evidepces By wbwllllbgoess ko poy,

Q. The dlercuce la one of fnteptlan 7

A. The Alfference Ly, yuox, one of Intentton; but o practlge the napllity to
my 1g often advanced =& the gioand for 0 refosel to oy, For exarople, (he
debtora of the Dolted Btotes mer be taken, nnd thelr inabilicy” to pay. 1
Judge therg 18 more refocal to pey thaw luub!tity ko par, (o many coses. The
mpudiatlens are not wany,  Goveroments do Rob repudiate, excopt io revolu-
Honney thwes, sueh 08 the Sovder governments repudintion, They con gt ol
the results they went by merely pleadiog inapility to puy: end M 16 awfully
hard to prove 1hat tbey ure in eeror,

Q. Do T understend yon ro sy that repudlations are quite Tare?

A, Rare. T miny &nd thob Inebllity o pay 59 oou cegarded us o gffense jo
luteruutlondl Jww ; aorl that i3 of 9ot DpoeTiuoce

Q. Cbuld you expletn p Hitle mote in detsll the slgnifcance of that role?

A, The sigoiflcance of thet rale lics Io the fact {hat it i for Lhut reasan
thet pereroments will not toke drasele getion to compel 4 governossot (hat
Laa deTaulied 16 1te forelgn bopds to moke good, 1f theyr 1agkatio that ey
caanot pag, And, in view of the fact that the bondiwpiler Bue bonghe tiee baods,
theatelleally, with Bis opek open, the goverimiucat mointning there has besn o
mere defaylt, which mlght bave boon cxpected. Thoercfore there 18 oo inter-
Dhtlone] lnw oo the elde of the gavernment of tke bondbolder Trarzanting it io
ioking Qipdeenatle ootlen on bis Beholf,

Q. But in & crag of repudladen, dipdomacde acelon would be warrgnted 7

A Meg  Ib the caee of refediatlon or In the cnse of the Mveriing of BAELiE T
or 1o the cere of onfuir discriminotinn between bondholders of diferent natlon-
aliflps, the foreipo ofige does nmsome that that ba e dellngoencr wremutiop
diptomiatle inrerposition, involving bad faith, Thle 18 & distipeilon betw [T
kad Tnth god coad falfh,

Q. Taw mentloned chat feseHndnsation mlght waerant diplotnetlc aolion,
That Ia, n (b cane of (2¢ Toited Stater, dlscrlmine o by forelpu govern-
mentR ageinst the bendboliers who ate clt)zegs of tLlR countrs§

A, Yoa

- el diseriminatien would warrant (he Sinte Depariment 1o taking JAlpks-
mutie getlpn?

A Yed. -

(). Have there been a0F recont cises of such 4 slbuation?

A, Well, the most recent 18 the ose of the reprezcatutions mde o Grr-
mayy wher Cermany ia alleged to beve given a profetence to the Dutck and
Awisa boodliohlecs, whiore, howerer, there weas o (rgde balsnee which they
tould eclzs sod we esgtd not. And ther used compulgary Hlearlngs 1 thoua
touniries which wi could mot uEe. The résult. however, woa that Swis LTI
Trutch hgndhalders were treated more faveTably o getting a larger PEagorLin
of thelr eounos Jotérest than were oitlzenn of the United Stoles,

Q. Do vou reeall thet the State Depnrtment made potber vigorawa protesg
BEticst thot diaerimination?

A Tey, they adr ™

"N rif. fupra oobg 63, et 4210
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The action which ths bondholders’ government may take in the
event of u eo-called jnternational Jelinguency usuall¥y takes the form
of official or formal reprementations to the povernment which borrowed
{he money, cangisting of a protest against the sction taken and a re.
guest or demand that the situgtion be rectified. Exsmples of such
acdion I our State Department were the protests made o Germuny
in 1934 and 1935 referred to in Mr. Barchards testimony quoted abave
and discuszed subsequently in this report.

The wecasions under existing international law and practiee for
the employment of strictly offtciel representations are tare.  And it
must be remembered that the decizion to intervene i discretionary
with the government of the lenders.  National or international con-
siderations transcending in importance the immediate interest of the
bandhelders may dictate & policy of nonintervention. Tle poliey of
our Stete Department, except under the unusual circumstances byi-
ficd by the Germzh case, iz definitely ane of neninterposition in a
formal and official cepacity in the defanlt situstion. This is not
to sav however that the Departinent is inactive in the ordinary case.
It finds frequent occasion to exert ts influence on behalf of the
bondholders. The exact nuture of the activn teken naturally varics
with the rireumstances. It may consist, for sxample, of an indica-
tion to the foreign government of the Department’s interest in the
defoult, or of a suggestion thet nepotiation of a debt settlement be
initigtad. ‘The Department’s views may be cominunicated to the
debtor’s Minister of Finance hy the diplomatic representative of this
country, or by the State Department to the debror’s foreign repre-
sentative al Washington. Such sction while usually unofficial and
mfortnzl moay nevertheless be effective, '

While freely rendering assistance of this nature 1o the hondholders,
it is the policy of the Department that the actusl conduet of the
negotiations sliould rest in private hands. It hes expressed its policy
thus:

e * 1 The Deparimeni bes consistently tnken (e position that 5e L leeent
of the ynestions acisteg our of default e debt gervice by Torelgn governmentol
entithes wmay beat be obtalned through dlrect negotloUons of the Bondbolders or

thelt represealikives wlth the entitles conmmed_. The 'Derjartment U SiE s
intermal good offees oo oll appTupelate ooeasions Lo fociifote eoch oo (ot

hetrean the ditectly Inleregtod parties"™

W Op. ol scpre nobe 10, Commlseion’s Exhible Koo 17T T, dtcotrn Cietk, o, b ate-
stcibed the patileipation of the Grirlsh Forelzgu Dfftce 1n debl setilemenis -

e Forgl Fobdpolders Corppentlan of Greatr Brlbpdin opeiates dleectly In ropregenin.
tlan af 1he bondholders wih the Tomolge governuwmot, but ibe Drelilah Goverminent hiue
i 0 goy deak fRrthee in helplog thon than our Governmsnt han o oy folr abbe o g
n helplog the Council. How that a1 stall davolop with the future yomrs, T da not kRow,
§ut, tor cxrnmple, Im Greot Dritoin, 1t oot Infreguently hee hanponesd chae the Ericdah
Grvernmaent wlll peroll the Corporadon 1o delegres ar coontiiule na ita agent the minle
ter nf Creoe @Brbinin Un dbe defoultiog coubBbey, and. W ot e anboleler, dbew Lhe 2oodul-
genbral' G i adpta note 10, Commigsonts Exdilnit Mo, 20, et §

e abv lofarmoed, boweret, that the cuess o whieh the Corporotlon of Fertlpn Bond-
Oolders has o pErmioed @ eRpOwer the Boidab IEIJ_EEBEHIZI“"‘I‘ In ibe Forelgn sints co
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As negotiations with a foreign govarnment obviously cannot bs
carried on by the numerous and widely dispersed bondholders ackinge
individuaily, protective committess or agencics come into play and
serve an estential funerion, The situation calls for the centrafization
of the interests of the mass of hondhelders in one compact proup, the
membiers of wlhich will act &5 the representatives er spokesimen of the
bondholders in their dizenssions with the debtor nation looking
toward o debt roeadjustment,

In emphasizing that the lack of affective means for exerting pres-
sure on & defavlting nation forces the bondholders to resort Lo nego-
tintions, we do not intend Lo sny thet tetions as o role take advantsra
of the situation eithor by arbitrarily defunlting or by arbitrarily
refusing to resumie debt service. Default is usnally sccompenisd
by an official or unofficial statement from the obligor government, of
the existence of a nationsl emergency or distress, making impossible
the serviee of the bonded indeltednesz®™ No doubt meast of these
statemonts are made in pood faith based on g pemuine dearth of in-
ternal revenwe, or available foreign exchange, or both, The inei-
derce of the world-wide depression on povernment tressuries hes,
uf course, bren severe. The decressed volume of world trade and
the drastie drop in the prices at which it moved seriously aifected
the economy of many deblor nations and curtriled severely their
supplies of forejy exchange, Tlhe ronditions have mads MAny

Legetiaie co Mty bebalf are eomirlcled o 1hose where |Le Councll Sicelf acin BA the Légal
Trpresentative of thi bendbalders, dbal 16 to mny, where Lhe Council 1okes the depnsit ol
tohds.  An wi ABali Babemyuecity develen, the Tirltlsh Cooocll hng oet necepbed depadlla
In every eaur. 10 |5 Aldn endersiend that ebo forelgn repreaeniabive tmny ack paneclts
ettt bnterest of 13 Baltinh bonc oldern without apecklc prqueat Irom the Council

Mr. Clark (retifed, hewaren that Deitish bendBoldsr mae not @@ prooe fo onll .llpnl:l
tbelr Forelgn OMOce 1o ald 50 the fpeadlusimen; of focefgn defaulla an the Amacioan
inweelomm arg ko CAME ufol the Fiete Depacttoent:

"I might par. generally spenklng—anl (his i cuntroey ko the ] '

oo igLFE“ bneliantion afiong Dratiny Tnvestars wheodd to ey te 40 (e L‘S-u’f‘@"'ﬁl‘éﬂiﬁ
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defsults inevitable, especially in those cnses where the ZOVETILTELE
ond ite needs.

Lorrowed fareign capital far bey ; )
Arbitrary defautts no doubt do sccur oceasienally, m:‘hiced parhﬂ:ps
by the example of other nuiions that hate censed servicing their in-

eltedness without apparent penalty, It is probable that the defaults
hy various European nations on theiv huge war debts owed to the
Lnited States Gevernment have colored the altitude of governments
indebied Lo Ametican citizens, inaking them more reedy to resort Lo
defuult on their axternal bond lesues as the solution of their internal
financial problems. It is of inferest in this connection that the He-
public of Chile in & memorvandum explanatory of the terms of a
fdecree and the circumstances of its enactment, by which debt sereice
of the Chilean external loans was to be scaled drastically, made refer.
enee to these defaulis in the following lunguage:

“0ne of the unfortunwie roswlta of the world crisis was e foree tetoe defaalt
thi chebts lovorced by even the gréatest dnd wenlthleat cagpd g, ineiodlog Jehis

contructed for the purpose of sefepvaridlng oetlonul existeoee In ilme ol wrer.
The geent depression sneote CRife with more dersstationg force than any other

country” ™

More frequent parhaps than the ease of arbitrary default is the
situatisn where cessation of bond servick in the first instance was
justifiable but the rectification of the default is unressonably delayed.
There often will be o considersbls lng between the restoration of a
nalion's capecity to pay and the resumution of even partial deb
gervice, .

The Tomp experience of the slder crediter natiens indicates that
maost foreign defoulis are eventnally readjusted with the resomption
of at least partial debt service. Dr. Herbert Feis, in s hook,
“Europe, the World's Banker, 1870-1914%, points out the persistence
ated patience of the British Corporation of Foreign Bondhelders in
cilecting thiz®® Thiz corporation, which was formed in 1868, acts
as the ccntral protective agency for defaulted British foreign band
issues. Dr. Feis states that by tempering doggednesa with modera-
tion it had, by 1030, resdjusted throegh seme form of compromise,
all the defaults it had taken in hand, except those of certain of the
ctateg of the Tlnited States. : .

1. Basis ror NEGOTIATING A PLax

A willingness on the part of the debtor government to discuss the
situalion created by ils default must obvicusly precede negotiations
and i Heelf usually implies a willingness to make zeme offer, per-
haps Bn unattractive obe bo its creditors. The extent to which ths

B Forelgn Mandhatdgrs T'rolecllve Councll, Ine., Annaal Repert 1835, ot 34,
= AL LI
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povernment will go to meet its obligationz and satisfy the demands
of its creditors reste partly on the existence of & penuine desive to
pey, coupled with a willingness to make the sacrifices which & re-
sumption of payment will enteil. Kestoration of dobt servics obvi-
ously means that revenuees otherwise employed, postibly in serving
mternal needs, must be allocoted to its bonded indebtedness, or in the
alternative additicnal revenne must be raised by taxotion, Laek of
available foreign exchange hos eansed many defaults as the debtor
may be able to pay bond intercst in its own eutrency e s scarcity
of exchange prevents its transmitting such paymoenis to its foreign
bondhelders™ Accordingly, a resumption of intesest pavments re-
guires thut exchange must oo to the houdbolders rather tlhan te meet
the cluims of ather crediters, to pay for tmported meechandise or to
serve ofher national ends. In short. the resnmption of hond service
even in part may necessitate some sacrifiess om the part of the delitor
poevernment gnd it citizens

The willingness of the jzsuer to negotiste with represendelives of
Lhe bondholders and eventually to agree to roadjust its dafauit gen-
erally hag cwo motivations: & desime Lo restors the prestige and
reputation of the nation, and a desirc 10 boreow move money ¥  Mgny

= B Maddien, op. off. Aepro nate B, at 186-184, A Aedtor gorvernment, Incking forelgn
cxchimppe, niny secvioe (b forelgo Iodebtodopss by cxpgrilog gele, The 1 olfcd repflr of
thils mrtal upd the dehneement of & deblor's curfency coosqqoent opon BUbelaotlat ships
ments gf gobd mnke puch pnyments el Lest 0 Lempotaty «Tpcdlebt.
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fhe frcloclnle that Hie adjumitnenis made with each goreromert most b meamuced by Ethe
ALEFY of 1he parlleslor Jsc'rummem to pur aelde and transfcr to the Tniked Heates
B yavoenta maited fec undar (be FuRdlng agkstment.

Sver oz The prireclpde «f fopaely fo pof regites tBe fortlen deblor te pay o the
Tufl Hanfy of EII'I!“.'D{ or futgre capscity. I rmust Le premlbhed T proferre aod fme
prewe Ba eepunmie ponltlon. o Urop it3 booget Inge balance apd Eo place Ita dhpnmoed
Anid currency oa u sount baale, and to maloteld, aDd L podxible o improvs, ibe standsrd
uf Wiing nf M cibizeos, N gettlemrnt which 10 appreasivs and cetards the recorry opg
drvelapment of the farelyo drblar I to ibe bral futerest of dhe Orlied Stater or of
Eurape.”  Farelgn “Bonsdhntders Procecilve Counrckd, Toe, Aonnot Report 1935, sl A85-dd,
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nution of tie worfd; yef, after dbe govere sicrilecs to which we #:n: been matjeg
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“The Johneom Aty (31 0. 3. O, A, § EMa (Sopp. 1HA5). apntersd aApr. 17, 10243
1% almed pripeipslls &1 Eutppooo gerernmonts ®hleh hose dofnuited so thicle wo.onibod
“war debis’ to tbe Doited Sieten. The Act peohlblts Ike ma¥ipg of snr new losog
o guvernments |u defasld o thelr Indebtedness 1o the Qovernment of tbe Onlted Siokew
tnal 1o 1he citlgens fLeredf]. The ek provides:

"t ahnll he yatawful within tbe Tofted &totem or oy place putlect ta th

] : 4 Joriudletion
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oF adssiiilen aéting for o> ex bebelt of s foreign peveroment or pollflcal muldleSslon
!h'!”":'r_in'-'-"d- RTfer AR 12, 14, or to make woy loae e #uch A EREED EOTLT DmED
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felating lodebtednenn whille sich povernment. palltleal subdivlabon, srganierlion, ar meste
clathen, jB In defwult ko the pafmedf of bty obligneinne, or akx (ake Eheresd, to Ehy Gorern-
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debtor couniries are still in the process of development, requiniy
capital in amoents greater than cun be raised from internal sfuu.;:ues.
Foreixn capitsl raised by bond issues or by the granting ol shorl
term credits will be required for public works and improvements
nnd to finanes industry and agriculture, Ii 1{ﬂt1d$ are in default, the
igsuance of additiona! honds is shnost 1mpu$5ll1ﬂe- and hankr::rs d}*“'l‘k"-’
tn make new short term lopns until the credit of the nation Iz re.
stored,  Defrult on governmental indebtedness will neceszarily have
its affect on the ahility of the government’s ¢itizens to obtain foreign
eredits for their ewn needs. These purely practical considerations
support & desire to brighten the nation's repuiation hy honorable
creptment of its foreign creditors.

Negotiation for s debt rendjustment i) involve a comnplexity of
financizl, econnmic, and pabitieal poobloms.  The diseussions are likely
iz have as their eenbral theme the capacity of 1the deltor to poy—
capacity bath in tha recenye of the governntent and its available for-
eizn exchange, The revernes a nation cen raize by toxation and
devote to debt service and the sums which it can Lrensfer abroad to
its ereditors are not =usceptible of precise mathematical determina-
tiom, but ars matters which must be traded out by the representu-
tives of the debtor and the ereditors. The determitiation of the capac-
ity to transmit fundz abroad. for bond serviee is likely (o have an
impurtent besring upon the nation’s foreipn trade,

Obviously, the debtor nation mist continue o exist and discharge
its essential governmental functions and its foreipn trade cannot be
destroved. Proper recognition wuzt nessssarily be piven to these
congiderntions by the bondholders' representatives. To attempt to
Insist upon too drastic & reduction of internal expenditures, the levy-
ing of too oncerous taxes or the allecation (o bond servics of too exces-
sive an amount of foreign exchange is Lo invite an early recurrence
of defevit, It 15 herdly likely, however, that the representatives of
the bondholders will drive too hard o barzoin as the debtor in the
negotiations congerning its capacity to pay has the stronger bargoin-
ing poaition, Complete and accurate stacsticol dats e to existing
and prospective revenues and expenditures and 1= to the available
forcigm exchanpe of a debtor nation may not be availabile to the
bondholders® representatives who are thus deprived of the essential
facts on which te predicate the negotiations. Furthermore, the

boeol of the Undied Btwled. Any petéon rvicinting the prowizions of (RER eeCrint ahAll upoo
ﬁ:::ﬂi:nb;:t;rwf ba Oped not weore tbon §I003G or lwprisoned for tofl mare thnp ﬁo“

‘rak used 1o thln act the derm ‘peregn’ loe|pdeg ludieldunl, parinemailp, corporotlan. oF
Angociatlon alker then A publle corporatlee tfealed B pr plickusct b Ajeclal oniherieaelon
pf Cchgfese. or o oarpamilan In whizh the Goveronmaont of the Uniped Scores bam or
exercinen & controbtheg loterewr Lhrough suoch oWoetubif or oiberolee™

For a4 mioterpent of the Ataunt of the wer debts eod m briet bletoey therect, see
Faralgy Bondhelders Prodective Cuuocl)l, loc, Anounl Repeet 1823, ot 276-1ED,
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knovwledge by ehe debior that the bondhoiders ordinatily can upply
no effective sanctions apainst it will not induce il to fix its capucity
1o pay et a figure so high e= to entail substantin) swerifices by jts
citizens. J. Renben Clark, Jr., president of the Furgign Bondholders
Protective Conncil, Inc., out of his cxpericnes in negotiating debt
settlements, testified to the diffienlty of persuading » foreizn LrOVer -
mnent to reduee its internal expenditures in order to increase debt
service:

"iay 1 gy that 4o o]l these negotiations vou here to have to mind this fiada.
rierdal prisciple, thot, after nll, o government must Jive: Ut mast have eoough
woney o funeton.  eherwise rour boods mre no pead. Tou mar ogel ifte
dlfferences of vplnfen, and Fou Crequently do, we Lo Iwew much TRONey O COTRTO
ment shrald spend and what the pormosce of Eiet apondling showld he for whot
weonay coll ltg owo malnternnce, B3 distlogalshed from spending on §ts own
forgizo Jebt secvloe. Oie of the probloms which GlwAys presenly itzelf 1o those
negulletleng la thit of tr)dng Lo indluce the Foverment to cut Jown b expaodl
tures for mulkisnance and devote more of 1ts moaey to 18 farelgn debt sorcioe.
But thut 1a never § very nopuinr undertakdog aw] 1t i Erequont]y difenlt to
Persunds fiem te make ony change" ® '
~ In addition te the problem of capncily to pay there are often
tavolved in negotistions the questions of prierity and relative treat
ment {0 be accorded the verious dellar bond issues of the fursipn
Fovernment with their varving interest rates, maturitics, securily
and sinking fund provisions, These matters, complex in them-
selves, becorns yot more complicated when losns foated i other
conntries are included in the proposed debt settlement. Turther-
more, short term bank and eommercial eredits frequently sxist and
must receive consideration, They all have their hearing on the debt
1‘e:11:"1fust.ment. finally reached. Compromise and settlement of these
varions eanflicting claims are necessary if 4 fair and eqnitable read-
Justment js to be consummated.  But in vicw of this existence of con-
flicting claims, bondholders can be assured of effective and vieorous
chumpionship only if their reprosentatives re free of intereets and
loyultics sdverse to those of the bundholders.

4. UsiraTeRan PLaw

The foregoing discussion hus been predicated on the Atsumption
t]l'tut & readjustinent plan follows nepolistions between FepTesen -
Lives of the debtor nation and of the bondholders, and that it reflects
&0 sprecment or an wnderstanding previously réached. Usually it
Lfikn:g the farm of & reduction of interest and a nindificotion of amer.
tization Provistons in the original loan contract, Sometintes, the
seenrity for the loan s altered and oceasionally the principal of the

W G cit, eupre node 33, a1 DG
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debt is scaled downward. There nppears, ]-mnwf:w,r"t to ba a t,alulenc_v
te maiptain the prinaipal inlact. . .

But the procedure deseribe] is by no mesns the ul.nvurmd_ practigg,
A debror alicn eIy rﬂadjust 'iT.,S fnreign Ghligntmns Ulullltﬁl'ﬂ-“}',
withrut consuluing the bendbolders or their representatives.

The mechanics involved in the consummakion of o unilaterad plar
are essentially simple. The eblipor nation énacts & decree or makes a
formal prafcubcement that debt service 15 scaled to the smounts
specilied by the debter or that the originad eovensnts of the loan wie
otherwise modifed. The debtor natien will further provida thag
a bondholder may “avcept" the new arrangement by cashing his
coupon at the reduced rale or by otherwise sceepting the treatment
accorded him under the plan.  This “scceptance” iz at most one of
furm onty as the plen proposed by the povernment cither explivitly
or impliedly stales that the airernative to the reduced bond secvice
specified will be ho payment whatsoever. It is u tako-it or leave-it
Propusition, )

Readjustments thus consuimmated are not likely to be favorakle o
the bondholdsrs, If the debtor is acting sincerely- the plan will at
best embody only its own judgment of its capacity to pay. I sin-
eerity is lacking the plan may constitute only s pesture toward tho
bondhelders or & means whereby the debtor removes itself from the
cateirory of nations in completas defanlt.

The device of the unilateral plan fnds no counterpart in the
domestic feld. Its employment s made possible only by reason of
tha absenice of effective sanctions which e bondbolders nay apply
againet the debtor. As previously dissossed, the lack of such sanc-
tiona permits & government if it 50 chooses to defuult erbitearily on
1tg debt service, By the same token, a goveramont has the power o
readjust its forcign hond issues without consulting its creditors and
in such menner as it, and it slone, deems proper.

From the viewpoint of the bemdholders, the element in the ymi-
Jateral techinique most prejindicial to their interests 15 the lack of
eonsultation or negotintion with their reprosentatives ov gpakesmen,
The mechanics ¢of eonstumimating a negotiated plan may be the same
as for an unilatersl plan; £ e, each bondholder by the acccptaney
of any benefits under-the plan becomes bound to its terme.  Ef, hovw-
ever, the bondholders hiave been effectively represented in the nepo-
taations leading up to the pian, and the agreement reached refleats
the best treatment the bondholders could expect consistent with the
debior’s capacity to pay, the “acceplnnce’’ aszsumes 8 more subslan.
Ligl ryeaning.  The merits of this procedure as compared with a plan
of readjustment requiring aceeplance of the bondholders other than
throngh accepianee of benefils, £ e, a plan which 1s fully bilateral,
will be discuszed in o subsequent part of this report.

3

5. Tyees oF ProrecTive CoManlkes axn AGENCIES: NUMAER OF
Prorecrive CommiTrees

Following default in interest payments by foreign govermnents
different Lypes of agencies huve arisen to defend the interests of tha
bondhelders. Before examining them snd their functions, activ-
ities, and personne| in detail, they may be nomed and classified,

The banking frr or corporation which originally flosted the issue
in default muy set on behalf of the bondholders, sither directly as
the house of issue, or through the medium of & protective eommitiee
which it has arganized and on which its representative may or may
not serve. The fiserl agent which, as previsusly siated, in o sub-
stantinl majority of casos is the house of issue or an afilinted cor-
poration, may attempt to rectify the defeult. In fact, a number of
regdjustrments, mostly of & temporary nature covering only one ar
two interest coupons, have been effceted by the houses of issue or
fiscal zgents in negotiations with debtors without the intervention of
protective commitiees or other agencies.

Protective committees whose members had no connection with the
original finsneing may offar themselves or be requasted by bondhold-
eIS 10 Ack a5 representatives of the bondhoiders. They often desig-
nate themseives as “independent” committess, This terrn will be used
in this report. to distinguish them from "hanker” cominittees.

Attention must slso be given to permanent protective Organizations,
Their development hus been one approach to the problem of adjust-
ing foreign defaults by older creditor nations. They have many dis.
tinctive characteristics. Such & central organization, the Foreign
Bondholders Protective Council, Ine., was formed in 1933 in the
United States. Its present and potential importance to the holders
of foreign bonds requires thet careful study be given to its orTaniza-
Lion, finanging, and operationa.

Protectire commitlees, irrespective of whether erpanized by the
houses of isgue or by others, in turn mav be classified into thres
groupa: first, the committee whose anthority Aows from the depusit
af the outstanding bonds; second, the committes which takes anly &
proxy or power of attornay from the bondhoiders who retain posses-
sion of their bonds; and third, the conunittee which receives neither
deposits nor prozies or other form of legal authorization from ile
bondholders and hence is not their legel representative,

A signiticant feature of the defaultad foreizn bond situation is the
relative scareily of protective eominittess as such. Various banks
and trust companies, at this Commission’s request, reported to it in
December 1834 that they were acting or had acted as depositary for
¥7 protective commiltees for Fforeign povernment isgwes, wlhich lacd
been in cxistence et sune time sinec January 1, 1888, The nom-
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i i i i ield 1z, however, somu-
ber of pmie-cl.?'ﬂ ¢r::|’:1i|5mtt§::; lzllthl:u:iszrr:dr:rust'1cumpnllie;; werna
;::Zgi:;gf{: ;I;E::t Furtlwrmore, some conmittess ﬁlp-era.j:ud um?t.-lr
proxies tuken from secority helders nlnfi therefore did not reguive
ihe services of a depositery,  In eddilion a few {:::Jm]'l'llt-t-'EES.ila\'ﬂ-
been organized subsequent to Dccemb&rhlﬂﬁi. It is not believald,
bowever, that the widition of such committess as were not eported
by depositery institutions and of committees rec#,nt.l;.' fnrmenII would
bring the total number to more than forty.® This frrure is !,o_ba
compared with 187, the number of foreign bond issues listed ns being
in some stage of default us of Deceraber 21, 1934, by the Foreign
Bondholders Protective Council, Inc,, in its 1924 report. It is true, of
course, thot certam committees represented more than one defaulted
issue and a few commiltees represented all the bond jssues of g par-
ticular nation and its political subdivisions. Tut the fact Temaing
that muny foreign issues which have been in partinl or complets
default for & number of years have not received the attention of 4
protective committes as such. Moreover, & number of CommLittogs
appear to have been relatively inactive, Some comnittces aparently
have teken no stepa except to perfect their formal orzanizaticn and
to make a public snnouncement of their formation. The extent o
which tha Foreign Bondholders Protective Council, Inc., has dis-
placed the conventional protective committer in the foreizm feld will
be discussed subsanuently,

We have heretofore emphinsized the helplessness of the bondholdors
in oblaining redress ageinst a defonlting foreizn goverument, e
have shewn that in contrast to their remedies in the eleriesdia field,
the holders of foreign bends. possess no effective legal remelies or
extra-lagai sanctions which can be appiied aguinst a defnulting for-
eign stute. Henee the bondholders perforse must rely on negotintions
with the debtor to induce it te resume debi service oo o basis that is
Tair and equitable, The importance of the rols of the neoliatars is
thug apparent. And such imporlance is aceentuated by other fea-
tures which distingruish the foreign from the demestic readjustment
PTOOSS.

Ivr the first place, a plan for the settlement of a forcign defauit is
not erdinarily sebmitted to the bindholders for acceptance or re-
jeetion. To be sure, no bondholder can be forced to accept the
treatment accorded him under the plan, But, o3 will be developed
subsequently, the typival foreign bond readjustment makes no pio-
vision for the dissenter; accordingly he who wiil not aetent the plan

whar Madden, ag off, Fopra botp O, at FRE-2RE.
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receives nothing.  The practical vonsequence of thic situution iy that
substaniinliy ali bondhalders are driven Lo accapt the plia, whuther
it be fuir and rensenoble or muguitable in the extreme. In the
second phlace, no eonct las jurisdiction over foreign bond settlements,
such as is exervized over the reorganization of domestic corperations
by federal eotrrts pursusnt te Seefions 77 snd VT8 of the Bankiuptey
Act. There is, therefore, no judietal serutiny or supervision of
either the activities of those who negotiste for the holders of foreign
bonds or of the plan of readjustment which they negrotinre. A nid
also, of eotese, administrative vontrol of the readjustment process s
likewise absent.

In the domestic field, certain checks on shusive tacties or over-
reaching by those why dominate the reorranization processes arp
present. A plan of reargenization must ordinarily be submitted to
seenrity holders for theic approval, Furtherimore, although exeep-
thons do evist, & plan of rearganization must be submitted to the
serutiny of a conrt for confirmation er rejection. A dissenting
minority which finds the plan objectionable is accorded a thuy I court
with full opportunity to sgbmit s objections for judicial considera-
tion. And eneh minority has other remedies, some of an extra-
judicial nature. As explined in other ports of this report, a
minerity mmy gain z stralegical position with the power to obstrao,
or delay the proegedings. The feverage thus obtained is often in.
strumental o exacting concessions from those who control the
reorsanizution machinery. These various checks un the mjority
ET0Up existing in the domestic field are nob sufficient by themeelves
under the present system to inagre that either all plans will be fair
and equitable, or that the conduet of the dominant graup will be
above reproacl. Tt suffices here to Doint owt, however, that these
varions checks do sct as A brake on & group which mey be hent on
perverting the reorganization procedurs to ity pwn ends.

These chesks being absent in the foreign field, ane may acevrately
chatacierize the representatives of holders of foreign bonds a5 pos-
Eessilyr extensive power, free from control or restraint.®  On theic
ability, faithfulness, end tntezrity, the bandholders perforee must
rely. And by reason of the lack of supervigion and eontrol, these
qualities ure even more ciearly demanded in the foreign than in the
domestic feld. Amony other things the hondholders must Le assured
of prompt and vigorous representation of their claims, Their pepre-

genLatives must he freed from all interests which confliet with Lhose
—

"AE w0 elalb develag Agbeeiecnily Io this cepart. bo Rectiellre commictee or ggency
[n 1the Enrelge field cao fumetbom afMectively withppy the CnrrRtioE p BUppRet of dhe
U, E. Drparemeni of Soaig. Some rehtral geer ORI Btlon par Bo excrelwd Ty
Hhe Thepoetmenl by withbolding S wasltenee fram & compaliiee go) conducting [1aelt
I the Lext IHerert gf |Drestor .
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of the bondholders, The absence of repulation or control mliﬂies it
possible for the representatives of the bondhelders to serve their own
self-interests with impunity if the intent to do =0 is present. Even
thouph sueh intent be absent, the existetice of a conflict of interest
will tond o condition the action taken. In the light of thess vital
considerations we shall in the pages that follew explore the raricus
types of protective commitiees and agencies which act for the bond-
holders in the foreign field. We shall examine their genesis, the qual-
ifications of their members, the processes which they have sdopted,
and the procedures which tliey have utilized. We shali seek to doter-
mins whether or not they have competently and faithfully discharged
the high fiduciary duties which they have expressly or impliedly
assumed.

SECTION II
PERMANENT BOKDHOLDERS PROTECTIVE AGENCIES

A CORPORATION OF FOREIGCN HONDHOLDERS
{Great Tirialng®

When American interests decided upen the craation of & perma-
nent protective agency to readjust foreign defanlts they sought out
the experience of older creditor nations in the use of such aprencics.
The British Corporation of Foreign Rendholders which was formed
in 1868 is the oldest institution of the kind.? It was followed by &

humber of siniilar central agencies in Eurepean conntries® COver g

period of more than 60 years the British Council has represeted the
interasts of the British holders of defaulted foreign bonds. During
this periad it has by and lurge besn accepted as the anthoritative
agency to negotiate settlements of British bondholders with foreign
govertiments, My virtue of #s necompiishments in the handling of
numerous foreign default situations it has gained wide prrestige,
1t wus nturad, therefore, that Americin interests, in organizing the
American council, used the British Council as 1 model + By reason
of this and of the British Council’s outstanding success in read justing
forcign defaults, tho eircumstances which brought it into being, its
organization and its method of funetioning, will be developed in this
report,

(ircat Britains expecience with Joans to foreign movernments
extends back well over a hundred yearss During this long period
of foreign lending its bankers and ite investors have mot becn
strangers ty the problems ereated wpon default. British doans wers

! The dlsemmslon hereln 4F (e Tckidel Corporation el Forolga Fondboldsta ix based shiefy
0 the fesfimaat &t & Commisalan Teatlog of Edwin M. dorebard, who bad mnde Bfecin]
Frudy af the Aritish Couscll, oo [t publnbed rEpaTi, 0O the wriiogs 9f TaRriout com-
n=ntatars, And apean wsrlous conemarAry 0ewApApRT nod magozlos rrieles,

*Wyone nnd Borebnrd, Furvigg Rirpdbickdere Protectise Organlzotiag (1033 4% Tals
L J, 241, 2R, Procecdbngs bofore the Seeuritlen and Exchonge Cwunmlesion o 1he Slarer
#f Eondholders J'retective Coonedttees for the Republle of El Sulvodor, Commission's
Exhinit T &,

VERurh gpénclen were orgunized in Relpfum {15991, Fraoso [(PRM5), 5vlrzariand [RRIH
Gremany (SR25), and e gtOeC coontrics,  Hee Wrane and Eorclanl, suprd oot 2, at
25234 { Towald, NoHewol Crgaclznilong Tac the Protectlen of Moldera of Forelgh Ponds
(LURAS) B OQeo. Wash, L. Hev, 411, 4Hk-s3s,

*Ere infra this keetlon.

*See Jenka, Mlgratien of Reittah Cardtal 1o 1876 (IH27), for n Irasituent of the enety
Erlthnnh experience o leodiog to MTelyn govornments.
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not aiwuys providently placed. In faet, we find that with few
exceptions the first British leans Lo Latin Ameriem countries made
in the IS20s went inte defpolt before 18307 and defaults followad
on louns placed elsewhere? These defaults generated a cfmstnnt sue-
cession af readjustment tgrecinents between the defaulting povern-
ment and the bondhelders.?

Reference has previously been ade to the fact that this country
first entered the field of foreign lending upow & wide scale in the
vears doring and following the Grent War. Our investmont bankers
at that time had at their disposal the lessons imported to the British
financiers during over a hiwndred years’ expericnee with loans to
foreizn povurnmentz, Inelsad of profitirg: from the cxpecienes thys
pained, oftentimes at huge cost to the British investors in defaulted
interest and principal, aur bankers adopted some of the roost sbusive
practices of their British predecessors.

British' foreign Jending has not been freo from its scandals, As
was the case in this country, & governmental fnvestication was re-
guired to unearth the unsavory transections, Hritish lending o
certain Latin American states was mude the subject of an investiza-
tion" by a Seleet. Committee from the House of Commens, which
issued its report in 1875° In many respects its findingrs erilicize
the selfstme practices which received the condemnation of our
Senate Committces almost 60 venrs later, The report develeped
the improvidence of many of the loans, the patent lack of nbility
of the borrewing nations to scrvice the loang foxcept for o
limited peiiod out of tle loan procecds), the excessive feos and com-
miséions réceived by the houses of issue, the gross diversion of pro-
ceeds from the declared objects of the [oari, the misrepirosentutions
and omissions whicl ¢haracterized the prospectuses snd the oxten-
sive Market ripging and manipulative practices of the bankers in
fleating the Ioans to the public.'?

“fd., mt RT-58, mnd the-wunnal reporle of the BTDSD Corgrarrilan of I?om.lgn Bom}-
nolders, wetting furth the duefuckt recerds of Yariaos dabbor countrlos

TAmang (he Early defnulie were these of the Mriclah Joans ipom [ty Brates of the-
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®EA, ut -l Ezewrptw from the repurt foflow

“In respoer of all these loone, e whe oiregaoed them to the bl soem ta have
Larn regatdiess of rhe dinnoeie] mrarurecr Oof Ehe horeawing S1ata; pUCh rencueces. IF In.
tubred Inte, would hnre Loep fond 1o have bren MER|FF Raccyunte o osel fhe TIndudi-
Fe9 Ipewdrst.  In ne case beforo yaor Committee, mih mae 0nlE pectnt eXeep1hon, AA (e
birrowing Government pepold any porllse of fen [adebtsdness bnegered |n TCOPect of Fheds
loang, oXeept tram (he prosetda of ibe lomns themarelrea,

, OF MeAnd of eXA gErsted tntemente 0 1he prowpecine the oublle have Lren indnerd b
Brdleve phal 1he maforial wealth of ek comiraciink 2iale formed o soflchent mecurlts for
the rego¥ment of the maney borrowed. Evel i much were ghe cage, 1he sewrrr) Covern.
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Y was during this era of high fnance that the Corpotration of
Foreign Bondlholders tock form. There was therstefore no [ETma-
nent organized ngency for the readjustinent of the constantly re-
cureing defnults on Britlsh loans to foreign governments. The
sitnation then existing has been deseribed ;

“Print to (e estobllshainesd of the Cotnorntlon of ¥urcign Bomslholdere,
Iritigk holdors of forchgn bonda (amd Lhe same wis, of conee, fege 0t thot
e of the pelatively few bungdlolders of niler matonadbtics) hod oo revog-
Wlaed meins of grgnalzation fur the proteton of Gaelr ducereste, They wers
by many instnnees represented by commlilons which wete ¢thar Selfconstftned
ur apnelnted by aw Informil meetlmg of hollers of bonds which lnd gong Lnes
defmult; butb there was in existenge no instistion wlhese obalect [0 wBE I
represent e interesta of the bolders of forelgn bands in goncrol, to represent
thelr claima to tee Uritish Govorsamont, and o negotinte Lortos for tha soflle-
ment of the (efyult aod the eeswmption of poyuent™ *

And the issuing bonkers also appear to have actively participated
in the negatiations of debt settlements.s?

1. OrcaxtzaTion oF Brrman Conxerw

The first early steps toward the formation of the British Council
were bnken in 1868 The initiative uppears to have been provided by
the Londen financial community including the houses which hed
sssged foreign Joans, Leland H. Jenks in describing the grenesis of
the Council writes: v

“The orlfginal Dlaw seeins to Bnve been bo form o fnternatlonn)] organizadion,
headod by the lending loanhonses anid braRiers, nnder ibe presidency of Hiton
Lineud itethachild {the London Roflschild af the dar), It might be opoken
of natb BnTRiFly sE the ‘cobselence of the lonpawnmzers It was prompled by 4
gemae of obligation 0o the pert of bankera toward people Lo whom they rald
bands.  And porbnaps, ten, thore was the reflecHon that iC wos bad bumness to
gl bonds which proved unprofitohle, * & ¥

“Howeder, when the fime cuwe to effest the erpumizetion, a Rothaohitd contd
not be put st dts ewd; for Tialy and Austria were meosclng thelr bondholders
ith 8 Renvy tax upwn thelr interast compwns, and he geeoriiies of those conn-
telos had ]urgn!_j_' been iesued thru Rothschilds, Mlaoreaver, e iocluslon of con-
tluemal moner morkers proved impraclienbic. The hrygrses of Faris ond Reriip

meein hned EnNen ho rirpx bo npply e reresuep af the Efnle, ot lbe gthor bulfects af
tHelal hypothreotlon 1n disclocgr of thelr Noliigles. :
L] . L] L] [ ] - L] . L]

“To atder 1a Indnce dhe public o 16Ed Boaer apan o tolelke Ineafckent security. msdns

liawe hern teaoreod 10 whigh, 1w (belr noktuce azd wulett, wees dagenoily decepilye.
a [ ] * - L] L]

“"When The mierr of the publlc had Been recelred. 0 oppllentlon g the wlleged
nuepetey of the ey depanded opon the maed folib of Hinde lsxubng them. In fome 10-
EtAlce thess Tunds hove besn ARZecotly miugpplied.

4 [ [ ] [ ] [ ] * L]

“Mizrh 0wl fnx herm oransned b5 Phe misstalemerin and sippres:lobs B0 be found o
the proppoclos’™ M, xllv—zlvi, .

" Wanbe o Borchieed, supra nete 2.0 ar 2885, :
@ Procecdinga hefore 1he &rrorleles aod Exchgnge Commiasine in rhe Mattar aof Bond-
Tiotders Fratective Commitiees fgr the Kepuldle of EL Solvadar CIBHG), Ar dds

1HEM*—3T——
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wern controlled by the goteraments in such o way that cooperatlon with them
could ool be untcammmelled. Thus the ouly béndhiolders o be organlzsd weee
Ltk Eapgiiah.

“Thnt {8 to gny, it wae the English steckbrékers and bapkers ioterested in
lorelgn goverament secorlties who ovganlzed.  The most octive promoter was
Isidore Cieratenberg, o promdnent estoekbroier whe hed been ldentifed with
wevernl of the spociol bondholders’ commitioss which kad destt o e oifuies
ot defsulting Latln Arerlzan republics, The origioel counelt Jucluded o Sooteh
vikeouol, two geberals, no edmleal, an nldconsn, sud & few prlvale Leutlomen,
Buil the wofority of {t5 membere webe members of private or merchaot heank-
biag Mrme, or of heokerage bonses. Doubtless most of them were 1arge proprie
tare of forelgn bonds. Thep were certulnly tnterested Lu meintainiog | ks
far some kinds of thet. So far as the interests of private hondliolders day ig
e anme dlcection, they wene probobly the bast represcutulion they could hava
haﬁ_lln

Te discuss the formation of such an agency, a general meeting of
bondholders =as held in London on November 11, 1868.% The mest-
ing adopted the following resolutiona:

“1. That io the oplolon of (s meellng, the farmatinn of 1 Conocl] for the
parpoze of walching over and proteciing the lnterests of hodders of forelgn
bonas 15 extremely necessary and deslreble.

“2. That with the vlew of givlng welght te W3 recommendetlons aod o prac-
ticE fharucter to it polloy, the Covwcll should epmprise Some members of
thise eminent Bovses who bave hod expericnee In deailog with forelzn Fov-
Bromenls, M
and proceeded Lo appoint & committee to draw up a plan to organize
the Conncil* It iz interesting to observe that this committes was
cognizant of certain disqualifications of the issuing bankers in neg-
tinting debt sottlernents for bondholders, for it reported :

“* ® ¥ poptractors [bankeris beve faumd whemseltea 1w strbarrasalog
situution towards the Gurnrum-gn: eng oodbholders, befng under corkaln ol gn.
tions to heth, Ouw such ocenslons the Counclt will be ready to ack ne meliRtoc
between the Forelgh Govoroment and the Bondhotdars, eeltecing therohy the
contractor feoimn his unplearnnt ynd semetlmes etpplvocal pusiHon, = 9= #0901
The committes recommendad, bhowaver, that the members of the
Council should be composed of the issuing bankers, stock exchange
members, and private boodholders.'* The report of the orzunizing
committe: was adopted at a second general meeting heid February
2, 12649, and the Counct! launched ss an unincorporated association.:
Iz early formative yeurs were beset with many dificulties, Mauny
of these prow vut of its finaneial problems, problems which, us we
ghall develop later, were also troubiesame to the American Council.

U danks, op. clf. awprg note 5, ot 2H8-20R,

" Wrnne atd Boechped, pupre note 2, mt 265,
1E Ik,

1k Thid.

N Tbad.

LNIIES

= 7.
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The organizers of the British Council from the first eontemplated
that the Council in some cuses would receive payments from bond-
holders but that in the main it would be supported by fees received
from foreign goverunents in connection with debt negotintions®
The Council supported itself mainly by payments from thess two
seurces for three vowrs®  Then desiving to set up a pernanent fund,
subseriptions of £100 eacle were secured from members who wers given
a bond in like zmouit Lewring 5% interest™ The sum of 260280
wag eventually raised in this manner,” The plan at that time was to
eperate the Council on & profit basis, paying a finencial return to its
inembers from incomns on invested capital and from foee reecived from
bondholders and foreign governmenes.™ But it was deemad necessary
toincorporate so a5 to avoid persenal liwbility of the membere®™ The
Couneil, however, found it jmpessible to incorpornte 1s » proft
making enterprise ® and fnolly on August 1, 1873, secepted o license
from the British Dodrd of Trade as a won-profit corporation®  Tts
members who had each adranced 2100 toward the Couneil’s capital
fond became its permanent members Td

The Council had now entered upom its permenent phuss. As
corly as 18940, the president of the Council summarized its aceom-
plishments:

"+ € " TLosking et the dibt aroongemenis effected by the counell, ae a
whole, during the Inst 18 vears, srome 32 debt setllements hive Bsop made,
dealng »ith defaulta of from 1 to over 50 veors stpnding, ond ombrecing un
fudebizdness of no lesy than £T49.500,000 of peinelpel, and of £108.500, 00 of
arrears of intérest and drawings, moklog the gigantle ol of £556,000,000,
onc-bult of which At Jcast meay be considepriy] oy having boen beld by Britlsh
invoators.  The ¢xertens of the ewuneil, whleh lovglved nn Infnkte woount of
phiostakiog Iabor gbd great expenss, Tesulted o obtalning the payment of a
comtneoclng mivimum of £16,50000 per anoom for the flest senr's inlerest,
Besldes &4 Jargs.-cash parment, sod o still larget value in lands and secorltips,

Thac an assoclutlon which 15, after xll, culy 2 comblnetion of private indl-
viduels should hove gequlved se great oy infloence, nid should have denlp

PR, ot 285-280, The Coencll stales lo the pretmce t9 fta snounk Teporte: “Is most
sance the rxpenges bave lesy losoe by Lbe goveromeots copoerneld, bod Ba chabge bae
fallen op (he Rendholdors, * = #% The Copnell recelwes payments frcm the boods
boldern only 4f It Becepta the depdsll of bopda.

B i, ut 28,

o fhld.

W4, nt 287, note 19,

W ont 284

= Iaid.

™Id., ar 28T,

" HFrooeodingd beforn thn Secorftioa atd Efehadee Commimslon ko the Mailer of Miads
jantmenc of Edternel QhlUgotions and Provective Comnmittees and o Protecrive Orpaniea.
tiroa for Secutiy Holdory of (he Ropublls of Toru, ¢f ab (1935}, CommEsalons Esbibly
Mo, 28E 8L 1-3,

B Wyonn and Borchard, suprp note 2, &t 287, fither cliserx of memberghip provided
o 1hy chrrice were life oembers 00d subserIng membecs.  fp. of. sugre mabe 27, Com.
mllan'n Exhlblt Mo, 288, or 2. Thore ware fre |62 members hut 0o subperillbyg amess
rem. Id., AL &
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wlih Jdebts amestuting to the snormong total of £A50.000,000, svems almast
fabulowy=-——atnost Jike o fire tale of Boguce,” ™ -

Its finences prospered to such an extent that it was enabled by 1883
to repay is original enpital fund in full with 5 pereent interest if
demanded by its members® In fact the Council by 1856 had in
addition built up n reserve fund out of incoine of about L1000
But the members whose advances had besin repaid retained their
membership certificates, grving thein the power to vote and thys con-
trel the Council®* These certificntes wers fully transferable and did
to x considerable extent pass vut of the hands of original members ;
in Tuct it is stated that many were sequired by speculators™  The
rertificate lielders bogan to chunor for payment of dividends oot of
the reserve fund, notwithstanding that such pavmenls would be in
vialation of the Couneil’s charter, or for the dissolution of the Conn.
cil and the distribution of is capital fund mnenyz its members™ In
fact, in the 1890 these matlers became the subject of acrimenious
discussion at several annual mestings of the Couneil **

In addition to these internal dissensions the Council was the target
for conatderalile criticism.®® Tt iy interesting to obstirve that it was
critivized on the sume grounds wiich formed the basis for the nlle-
gations levied agminst the present American Conneil? Tt was
clinrged, fater ofin, that the Council had come under the demination
of the houses of lssue which were nsing it to serve their own ulterior
purpases and not the interests of the bondheolders. The following is
typical of the eritivisms then being made:

“The principal shurge which hag been mode wgaingt il 15 ot 5t Bos shows
tog Much lenbency fa its dewlivgs Wlu_'u forebyn Goveruwienrs, aol cnl 5610
lent 1ta suncthon fo and clded 9 ehcrving aut nees ozomnts wilh Adefnaithng
Etates easfutlnlly viclows du prioedple and caleoloied L enrerge Alalenet
fruvecaments In fhe belief thre 1t ther ounly -;]:m-. themselvas sulicienfly fxnet-
Ing &nd perglstent they will ultimately be alle 0 bupose wny teema they clognan
on thedr coedigsea * % * 1t myab eod b9 forgetien, howeser, {hat the posis
thon of the Council of Forelgn Bopdbotders ls o very llfenlt one. In thc first
pinee, 1t i3 natorions thal in ol the regotinttons for the reareRngement of the
debita of forelgn Ewoten n powertul Inlucnce i85 cxerelasd upen bondbolders by
the {gankng hiouses, whi tnd it pracdenlly Lupossinke to de fresh businoss with
the debters =hile the defawlr bnsts nnd who are, Heeefure, maarally anxious
that eotne soTt of o ®ettitmcat chould b acelved at, mare capriRIIY iy sottle-

® Speech of 8ir Jokn Lobbock nt Qeneral AMaeling of Counell ]1.r-]r| Eobrupty =4, 1280,
aeprinted, Dpvion Fovestonts Abeond {30276, LRE-13D.

¥ Wrnon nnd Forchard, supra oot 2wt 247 0p L fupra oote 27, Complesluc's Fx-
hibit Ko, XER, Bt 3.

W Ihid.

®= Wrube opd Borchatd, fvpro note 2, 50 26T,

w4, wt 25T ep iF. duprc oote 3 Comenlastops Eabiull h.u ZBE, or 4: fansll,
wrprg nete 3, w417,

™ Wrone and Barcherd, supza pene 2, wt 28%; DRvies, op, e fupra $ofe 0, a1 A%4,

¥ Hoowmld. supra nnte 3, al 420

A, wt 40 Wanne nnd Borchard, fuirc ooty 2, at 247

¥ Bee nfre poe. ¥, [, T,
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ments of fhe Kipd vkl substiotial plekiogs {g the winy of comaulsslous, ere
frequently followed by new WARE; wanl, in the secord ace, Y eages of Lefaull
Lhe booda fall fore o lesa hewvily dn price, aod ace then plekel up by
specitlators whe pre prefared bo vole for any propeslilon Lowever leequlinbie,
thret wauld chable thom bo realize nf g profit * * % The Cauncll Is suid Lo
live lergely become a mere oo optive body, compased, wo doubt, of men of high
stanging and lntegrity * * * bun it 15 complelned thot mang of the pueems
birs of the Council bave no cspecin] kunowtedge of Losincss at all, gr, &t anr
rate, of the portlewlar Lbuslness $oab the Couoell hus o Erenanct.

"A further obdectton to the Cownedl iy that 46 bas depacted from s oclginat
constiietion as 1 prectieally phlingthrepic nesoclobiek, o which Lhe B R
nment wus ke be provided grlullously * * * [at, nf course, as the work
of the Councll devetoped, ft would fimve been Wle to expoct poactiodl, bosy
en to devole & lorge povtion of thetr tlee o the Inlercsts of bhe bondholders
swlthgwh by peyment * = % fr iy nbaalutely eamanclinl, 14 e institocion i
to work effectively, thot 1t ebould hove 1 fund oui of which the eucreat ers
penses can be met. Tou cgunot have o pormenent orgoaization liting upon
the chaoces of casual emplorment * * % Tigndhebders do not wont to he
represeied by people who are nnxlova to make big profils out of thelr mis-
Tortunes, but by 4 Ledy which will work, ng it were, uf cost price. and if the
business f% worked practienlly at oul-ofpocket expenses tBAC s oz much as
auvtiy chb expect” ™

2, Tue Rrcowsmtoron or Brimisn Couxanr

To meet the siteation which had developed it was deeided (o rein-
corporate the Council ender o gpesial act of Paclimmnent. This act
was aunthorized at meetings of the Conneil held in November of 1857
and passed by Iarlimnent but over what hoas boen deseribed as vie-
lent oppesition®®  The act {somelimes herenfter ceferred 1o as the
“Charter” of the British Council), the Council’s Rules and Regula-
tions, and o statement of its origin, functions, end Tegulations ap-
peering oz a preface to its annval reports, ste printed in full as
Appedix Achereto, There is also set forth in Appendiz & & con-
temporaneous newspaper account of the henring before a select com-
mittee of Parlingent on the then pending act, deseribing the prior
history aof the Council and the controversy which led to its recon-
stltutmn_ ;

The main purpuse of the act is stated in its preamble ;

“and wherens 1t Ig «esieable to secwre thet the Sorpnretion shewdd In tha
futurd mare directly und excloalvely represanl the [nlerests of the Wolders of

(187} KR Econsmint 0242430 A meehe Tlgorous eriticdam oppeared In anather
perlodicnl: A we hace efuln nod apain duslited, the Algoltngs of the Counchl w16 de-
faultlng Sinien have becomg Hitle shart of schndaloor; -aod Lt lige peeminslr beeama
hinposgivle ¢ chech @ Lo dte pmwsethy catece of $arreodec * % f. The Ceaoell of
Foredgn Dondholdars mow peesentn Bself o tbe poblic a8 m mreee gervant of 1be lans
Taohxer, Ane scema {3 be [nfnlely merg SEtont ob eabdlug cominisalona thag an (ucthers
Itg 10k real Inieresen of those who hove best pobbdsd by States ta whom default by
familinr™  (1EBTh 10 Invetrors Revlen 154,

W TRonall, duprm note 3 AL 421, The Act, B1 and A2, Tick, ch. cxliz {1498), wam
wadsed oo Fetr 23, 1808, Otp, el depra oote 27, Commeiesfens EXhiblp ¥g, S84,
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foruign ond ether publle seceritles ond thot the appication of the | O L bR
fupdas apd property of rhe Corpordtion to The public ohjedte for which It waa
canmtityied should be forther safeguncded wud the possibiliey o the voluntars
winding-un of the Corporytes and the ¢lstribulion of JE Gurplus funds
srousgst §la menbers préventedl end that wikth these sblects 1o exieting Cor-
porgtion khould be dissalved und g pew Corporgtlon establlshed mnd char the
oljecis pod aeope of the Corporalion showld be enlorged; *= o* o #o @

To eccomplish these purposes the new corporation acguired the
eseets of the old corporalion ond assumed iis liabilities. It became
strictly & non-profit emterprise. The act contained a specifie pro-
vision thet ell the property and income of the reconstituted Couneil
should be held inviolate for the furtherance of its corporate pur-
pose, even after ity dissolution, except that certain sums were (o be
appropriated for the purchase of the outstanding membership
gertiffoates

The new corporation was given general power to protest the
interests of the holders of all public secarities, but the Clouncil in
practice, it iz said, confines its activilies to foreipn public seeurities
only It was given the further power to nogotiate the resumption
of debt service, to represent hondhelders, in their name or on their
behalf, nnd to invite and accept deposits of bonds.

8. Membership

Under the act of Parliament, the Council consists of 21 members,
each holding office for three years, with their terms staggerad so that
seven members are appointed cach year® In practice the members are
reappointed upon the expiration of their terms®™ TUnder the act
e 21 members are appointed as fallows:

Sl by Lhe British Bunkers' dspeclotion {formerly the Centiral Arsoeniben of
Bankora)y.

= 0p. oif, #vpro note 27, Commiemon'a Exhibly Mo, 289, gt 4. Bee Appecd|r A, 1.

urd, at I-12.

“dWrone nod Baretacd, auprq nele I, at ZEBB, onte 2R

*Op. clit. yuprg pote 21, Commigeion's EXbibkt So. 288, at A7, mad preface, gonyop
repnits of Councll.  Eee Appendiz A, 1. The get provides fort, 6, sos 13 e Counell with
the Jawer [a inorense a memberghlp bo oot exceoding Rhircy, The Coumedd In 1938
evalled ltaetr of thia power by opplucing four add|toogl membere. s A03R ropore
Elaien Ar paggs 05

“To epuble the nn:-r.uu.rg eonklderailon 1o be plven fa the warkons th!ema LHalng,
the Tepreeentation om the Coupell Dof been iDeteabad. It Ja Inbecestlog Lo rbia reaped to
refer fo b Couocls Fiesr AnZzul Degart for the year 1875, page 49, wbofe refefones
made b che formobioy of Trumt AmaorTallags. The Repact Geoustis “Che 4omnbsetion of
thrae dorge compankes belog conducted with Intelipencs, execcinen g wory gECEr mOd dalutary
Ipduente, whitd ®ili be the moro fele I the foture . . . It Wil ba ontited tHob ETcOF
Carpdratians gps Krewbng up whleh le thelr symynibies guct ba altoggther wiliny! with rhe
Hondholdecn and give @ pfw lemient of minkility ro the EeneTal nn-rliq, und wulch grag tho
CO-CLerntion «of Ju.:fpur tedivideant Ruensdhaldcra dld oot ge wall afor).

“I'he pnedage af o gesrs Ban wiedn bow pecupnte rhle Pocccomf was and. bnoardec a0
f""ﬁ bractleal plfect 1o @lltuoce af thelr dnrereath, the Coonel] Mave pledsure in anooaneEng
bat |y huve Included in tbeir mmbnrnblf Tepreacneatives of tha Amaoclatlon of lovamt-
ment Triats ned the Beltlub tnaurence deasciatlom. They Lbarefors welcome ap onl-
leaguer Mr T K. Cifced Johnsion mad the Hom, &, 0. Crlchign from the foreier, aod
Sir Artbur Waricy and MT. E. H. Lever (pom the latter, of these two orymnlaatlogs,™

“ Hooeld, rupro pote 3, or 477
“ g, cif. supra pote 27, Commlsslon's Exblbit Ka. 985, st 80 aad preface, annyal
reparta of Coooclt,  Hee Apzendiz A, I
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Elx by the Londoo Chambeor of Commerce,

Nine by the Counel]l ag 4 whale

OF the nine inembers appointed by the Council as a whole, the act
specifies thet six shall “be persons wliw gt or before the time of thar
election shall liave respectivoly proved to the satisfaction of the said
Council that they are the done fide holders of foreign bonds to the
aominal ameount of five theusand pounds, ™ «

1t has been said of the Council’s membership

fEo T A bedly thuw chesen {5 represcatative of the whele flnancial apd
eemmerclol interests of (be iy g well o of the bondhglders at large. The
presept Couneil ineludee directore of the Hook of Fnglnod, the chalrmen of the
Big Five jotutatock bopks men of Importance in commeres apd indostey or of
hulderable e2punence o poblle afatre  The bondbolding cotmmuolty 18 thos
Able 14 regt #ssurad thut, whenever the necessicy yofortupately erlzes, its gifatrs
will be hupdled by the Corporatlon with abtlilty end good judgroeot, and that
the Aoangdnl guidanee with which i 15 tarnfahed wlil be both ogmpoleot omd
dielntarasted," "'

It will be noted that through the powsr of appointiment of six of the
twenty-cne members by the British Bankers Association, the body
enalogons te the American Bankers Asscciation, the British commers
cial bankers have o substantial voice in the Coungil. ‘Fhere is no spe-
cific prohibition epainst representatives of issue houses serving on
the Council, in fact as previcusly related it was oviginelly contern-
plated that they shonld serve. But this policy heas not been fol-
lowed in practice ws the issuing bunkers do not serve either ag
members of the Council ar of it commitices

b, Finances

The Coumedi is finenced by the inecme on its invested funds and
by fees puid it by defaulting governments at the conclusion of
debt negotiations. It also in some coses aets as the paying ageot
of forcign governments, and in this capuacity receives enmmiseions
for the payment of coupons, the retirement of bonds under the amor-
tization provitions, and for other analogous services. On few oces-
stons it takes payments from bondholders*  After its reconstitu-
tion in 1898, the Council has continned to increase the amount of jts
“corporation® fund unkil it now hes reached the book value aof
E182.40% with 2 market value of £159.110 un December 31, 19335

“ O, Qi auprd aote 27, Commleston's EXbbE Ko, 289, et &

" ¥ rnoe ool Rotebdrd, semo nnle 2, gt ZEE.
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The Council stdes that its erdinuey cxpenditures, apart from the
expenses Involved in negotiations or Htigations, fAmount o abouat
£15,000 wnnually * Approximstely one-third of this is met by in-
terest on invested funds.®?

The Couneil pays its officers very moderste salaties. Under tha
aet of Parlmment which incorparated it, the presidents salary is
Nimited to £1000, the vice president’s to £500, and each member's
salary to E100 annunlly.®

The Counctl during its existence of over sixty voars has been con-
cerned in the settlement of debts wgoropating well gver £1,000,-
000,000 We shell reserve for later discussion, its general procedurs
In forming protective commiitess and in negotinting debt sarthe
ments "

B. TRE LATIN AMERICAN RONDAOLDERS ASSOCIATION, INC.

Prior to Lthe ereation of the present American Counril, thers were
Lwo atiempts in this conntry to form e central protective wgency for
holders of foreign bonds modelled gencrally on the British Corpora-
tion of Foreign Bondholders.  The iniliative in both easss came from
private interests, not from the Federal Government as in the case of
the present Councii: in boll cases the attenepts were unsueeessful,

Oue of these carly attempts was made by Thomas T Lee, the
organizing spirib of the Latin American Bondholders Aszsnciation,
Inc. He had formerly been a-member of the investment banking
firm of F. J. Lisman & Co., the nnderwriter of sevepal foveizn bend
fssurs ™ He consed the Associotion to be incorporated in the State
of New York on October 9, 1931, a3 4 non-profit corporation,® with
the purpose of promtoting and protecting (e inderusts of secority
holders, especially the hovlders of oblizutions of Latin Anwricnn
confilpies _ :

These objecrs were to be achieved in two woys: fivst, by tho “dis.
gemination of accurute avd correst information cugerning all fureign
colntries” 9 angd eecond, by the centrolization of the interesls of

B i, at v :

* Thy TG ralurn was £3.304, ». B &, 2, Ff., Revenoe Accennt, inaect oppealte po S+
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" Procidioge before Thie Seourities apd Fichanpe Commlssleg 1z (be Matter of Forcipn
Bangholders Uratective Coonclt, Toe, er of {1936}, &L BA2.

Mld, sy 983; Comwisslon's Eabibet No. 190, Ite ceruflcnrn pf 1nco Hration provided ;
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butdlslders including when advisable the formation of protective
eogblittees.  The latter pargrose was deseribed in a circular descrip-
tive of the AsSociation:

i 51 Tpose 0f the Assoclztlon, folowibg the procedure establishod by the
Counell of Forelgn Rondhotders o Engiand, 15 ta <ooble the boiders of Latin
Atngrity 4ear Déods te combipe wnd oregeoize for muteal beneft and protec
tion.  These Londs, 6f wihich there are npproxlwately $1800000,000 par ralee
ourstabding, are beld by thousands of Individoal apd Emstirutioool investars
thronphout the United States apd Canada. Coocerted actlom by the holders
OF ohe o Wocd 0f Lhe 8008 §% frequently eseeocsal oo ke prolectlon of thelr
Interesta  Thiz Asgeclarlot aMords e wehicle for surh conmcerted poting.

[ ] 4 L) L - 4 [ ]

“Ttegdjustiacut god revizisn of varlous lonne oiny b BEoeSslry in BOme CAEER
and advisable fo gtherds, The Assoclation will pronote the appoladmcat of pro-

 teckive committees when gapeful nrvestigadon indleqres Wiat the interesys of

the bondholders qud the Lorrawerd ook therchy best be served. Ig such casea,
bondholders wlil be reguested to deposit thelr hondy with saltable deposibi rvs,
The Awelglin, through 1t5 represcutatton on ol ecomimittess, will Be o a
positlen Lo ussure ita mieiabers that meoeaurey adopted wlil tend to eonserve tha
heat interests of {bhe bondbelders ™™ : :

At Lhe time of the Association’s formetion it was hoped to bring
together a group of fifty distinguished persons Trom different paris
of the country to act as its board of directors *whose duties wonld ba
nominal other than the important function of pessing judgment on
oecasion in the matter of poliey.* Inviwtions to serve were ¢x-
tended, & few acceptances ware veceived, but lack of general support
caused the plan to be abandoned.®  The real direction of the organi-
zafien was to be vested in an executive committes, Such a committes,
under the cheirmanship of Monlgumery Schuyler, formerly United
States Minister to E] Salvador, ¢id function for a few months.%

ASeveral types of memborship were contemplated. Tha owners of
ono to Len bends were invited to take “bondholder” memberships at.
$10 & year; Lrostees, attarneys, and large bondholders could bLe-
come “active’ members at $25; banks, investment houses, and cor-
porations conld be “dealer’ members st $1005 & supporting mem-
hership at 3250 & yenr was wisualized, and also the poszibility of
extinding honorary membership “to a few outstanding individuals
who may desire to contribute services or funds™ s

Only two types of membership wern actually taken out: 44 indi-
viduals became “bondholder” meinbers, three institutions joined as
“active’ meinbers®®  This indicates the limited extent to which the
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Latin American Bondholders Association, Ine., was supportad by
seCUbiLY OWTIeTs.

Its wetive life was slort; it was testified that Mr, Lee censed sup-
pocting the Assceiation afler the snd of 1331, The records shew
that in thres months he put over $12,00 into his venture.™ Its onlg
revenue was $H15 hj‘ way of members' dues 2

"These three months following its incorporation covered what mAY
be lermed the active existcnos of the Assoeintion. It earried on an
extensive correspondence with ownars of foreipn bonds and built up
a mailing list of bondholders wnd their scourities. Realizing that
there was no broad support for Lhe enterprise, Mr. Schuyler tried o
secura the cooperation of ¢ne of the foundations® Tha attempt
falled, and when, at the end of 1931, Mr, Lee withdrew his financial
support end Mr. Schurier resighed, the active Iife of the Latin
Armerican Bondholders Ascosiation was avep s

Fred Lavis, & consulting engineer, bocame its president, and there-
after o dwindling correspondence with members and other bond-
holders wus carvied on from his offiee and at his expense™ He
testified ; .

"T kept min M1, Aradtord (secretary of the Asaocloton] pnd ome stenagEnpheT,
abd from that time on Bt My ovn expeose, T tAsl te meet the ghlgatinng of
the LabHn American Bendhotders Aecociotion, tn glving {afsrmation to those
who hnd auhbseribed.

“ wak left almost cotlrely clome, Now, ng 8 matier of it In the Aszocia.
Hon nr stred, [f really 29 an Azsoclatlon didn't cxjst, & ek

It will be recalled thet one of the avawed purposes of the Asso-
¢intion was the formation of protective committees. Tts president,
Mr. Lavis, became o member of g committes for the holders of honds
of the Republic of El Salvador, and of o committee for the holders
of bonds of the Ropublic of Colombia. We slll subsequently dis-
cuss the formatinn and netivities of these two committees, Douglas
Bradford, secretary of the Association, served ag secretary of thase
two committens, Mr. Bradford had written in anzwer fo a lefter of
inquiry that the Asscciation was “pctive” in (he orpanization of
these Lwo comurtttees ' But Mr. Lavis testified that the Association
“died before it got a chance™ to form anv protective committess,™
that he was using his “personal efforts” und net those of the Associa-
tion in the formation of the El Salvador committes '

W Ihid,

T i

=Id., ab 294,
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Nevartheless hus title “President of the Latin American Hond-
holders Association™ was believed to have publicity value to protec-
tive commictecs ont wlhich he served. Im the inmitial cireular of the
El Salvador eommittee dated March 28, 1082, Mr. Lavis was de-
scribed ms “focmerly President of the Iuternational Railways of
Central America, the principal railwey of El Salvador, and now
President of the Latin American Bendholders Association ™' And
the fact that the Assecintion had “died™ ™ 03d not deter Mr. Lavis a
Fear Inter from allowing his titla and connection with the Assnels.
tion Lo be promivendy featured by the Colombian comumittee on
which he scrved. In g comamunication o bendholders dateéd Tebry-
ary i, 1933, the committes stated:

"Mr. Fred Lavia ls 0 Consulting Englneer of dptereotionsl reputrtion.
* = = For the lust year or so, 08 I'tesident of rthe Latin Awericng Bond-
holders Aseoclatien, he hae applied hlbmsalf tn the probleas prescoted hy the
defaulted twaede of e Ronubilcs to the South of ug. * * #vh

To sull enother committee My, Lavis' title sppeared atirustive.
He aceapted membership en a proteclive committen for the 795 To-
bacen Laoan of the Republic of Peru formed by the houses of isaue.
Mr, Lavis testified ;
w4 At the tlme the Peruvisno comndttae was forined Ly Seligmon's, they
nsked e $o0 b o member. Aftor some gonglderutlon, T zald that T woull, and I
wanted IF BAme to appear gz F Lovis, aud Beey snld (e ey woald ke Lo
have It appenr a3 Pregldent of the Latiu Amcricrns Bondhodders Aszonintlion,
nrdl I sakd. Al elgir, gooto WUTF

In still another respect the Association proved helpful te My
Lavig' protective committes work., Reference has beon made to the
bondholders’ numes seqnired in the course of the Association's few
months of active life. These names were made available to the
L) Sabrador end Colombisn committees on which Mr, Lavis served,
for the solicitetion of deposits ™

Although s own association was not suceessful in becoming a
central protective spency for the holders of Foreign bonds, Mr. Lavis
didl not give ap hope that he might becoma idantified with such an
agency formed by others. ‘The Latin American Bondholders Asso-
ciation, Ine., although dormant, provided him with a convenisnt
vehicle for the furtherance of his plan. We shall subsequently
discuss in detail the Corporstion of Foreign Sccurity Holders en-

" Op. cif, suprs oole 12, Commoleslonts Exhlbit Ka, 19, ot GB-5T.

™Ap. s supra note 0F, 4t 915,

T I'roceedings befoce dtn Scenritles ehd Exchange Commieelen io the Mattes of Iawel.
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visnged under Tithe IL ef the Eocuritivs Act cltf 193:3. M I.xll'vig.
testified that he had hoped to bevome connected with this corporation

i, Did you onticipate, Mr Laviy, Uil yon ar the Latkn Amerlcon Bomi-
holders Assoelntlon would pier eomne part du [he corperarlon oreated Noder
Titlc [L?

A, Yea; I thiuk 1 might have peraannlly,

. What part did Foi conzider that row would play?

4. Well, you eno eall it o soncultlng cngiteer er expert ot Latln & ordenn
AlfTalrs or anrthing ot want to" ™

Under the name of the Association Mr. Lavis eirenlated petitions
emang bondholders addressed to the Federa] Trade Commission
urging the immediste creation of the eorpormtion under Tithe ILE
Some nine hundred signatures were obtained to these petitions?
Questioned as to the propriety of soliciting the bondholders in this
mennar under the name of o defunct orpwmization, Mre. Lavis
testified ;

"A. The pame of the Assoclatlon was weed, and Lhere ™AA B Assoclatlon
at that Ume, and 1t w5 mreelf pod Bridford ag Seorctary, ned 18 thor s o
Associatlon, why, the Assoclatfon sponacred it

Q- Tou sy thet there was oo Assoedatlon ut that b, it Tet Fou sepd outk
lettery eneloslng Tetitlons to be signed undet the oume of on A sseefution ?

A. That i right.

@ Doea that strike you sg catlraly propet o all respecta?

A, Problbly mot. Exoept this, that T hure felt very keenly that there waE &
Errat Inck of effort om behel! of the Lotln Amoerfean halders, and I had done
4 great der! 1o b1y (o help that slitwnilom, ond this wis one wap that PoE-
sy At could hAve heen done. apd iF 1 improperly used the word of B more
or less defunet Assoclation, I don't care, Bocause 1 wos doing what I {hought
wng o good jok e

Ag Title IT never became effective, these efforts were to no avaii,

In the fall of 31932 Mr. Lavis heard that 2n organizalion was Lo be
created i plice of the Corporation of Foreign Security Holders con-
templated under Titls I of the Securities Aot of 1933 The Latin
American Bondholders Aswociation, Ing., was offsred ns & nuclens of
the proposed sgency. Pauglas Bradford, as seeretary of the Asesocia-
ticn, wrale in & letter dated Qetober 11, 1233, to the Seoretary of
State:

"¢ F * Statemems which seemn te be anthentle have rorently npgenred D
(he mewspaners to the effect thaot the State Depatinicet, 1o coaperitlon witk
other depurtments af (he Coverntgent, 1k considering the ndwlsalliew af thas
sreapizutlou of & privete comporation ot bureau of farelgn hondholders 1n this

counarry cather than Qo ereatlon of the Corporotlon of Forelgn Securits Haoldery
uhder Title 1T of the Securliies Act of 1533,

¥ 0. oif. repee note 68, &t 1092
B Id., st 1077-1024.
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“In such cnse, Ty lemve to swbmit that the Latls Ameriean Boacthobdors
Asstwintlon weuld seem o be the logleal mpdipm thromght which to cstabbish
commmicotion with the holders of fe Lutln Atnerlonn bende, aoud mlght well
Eerve AR 4 ouclews for ghe propessd orgtolaulion winh respect fo Wthe antlep
furcign bond gliuptisn '

[ ] L] L] H ) [ ] L] -

"We theretore respectfelly bespeak your Favorebie eonsideration of the sug-
gustlen that thia Assoclovien he tegarded by the Covernmenl o the Igpzloxl uod
approprinte medlor for the prolettion of the bosdboldors. v+ #nm

While the Foreign Bondholders Protestive Council, Inc., was in
the process of formation in December, Mr. Lavis offered his services
Lo those conmected with L3 Again, three days after its organization
had been coropleted, he wrote a member of jts execuiive Sommittes
expressing “the hope that I may have some veice in the conduct of
ity Latin Awmerican affaies,”* “These ofors were not accepled.

For over two years the Asseciation had been little more than g
nare and elfer ega for its president. In its short active life prisc
ta this, the record of the Latin American Bondholders Asspciation,
Lec., mnst be eonsidered insignificant. Thus, this altempt to organize
g eentrad protective sgency for holders of forgign bonds ended in
fuilure,

C. AMERICAN COUNCIL OF FOREIGH BONDHOLDERS, 1XC.

The Amnerican Couneil of Fareign Bandholders, Inc,, represented
A further unsuccessful effert to esiablish a permnanent, central pro-
Teetive apency for the holders of foreign bonds. The moving spirit
in its formation was D, Mex Winkler® & writer and teacher of
subjecte denling with internationnl finanes wnd trade. Dr. Winkler
had formerly been conpected with the investment, banking house
of Burtron, Griscom & Compuny*® In 1952 he and xssociales formaed
the frm of Bernard, Winkler & Co. with membership on the New
York Stock Exchange, to deal in domestic and fureign securities.®
Faor some ten years befors the organizition of the American Council
of Forcign Bondholders, Ine, Dr. Winkler had pericdically wrged
the formation 6f & central agency similar to the British Corporation
of Foreign Bondiioiders.

In 1831 Dr. Winkiler began to develop the idea more activaly, nnd
in July covsed the incorporation of the first of three eorparations,
each of which hed similar aims and bors the same neme, “Amorican

“Id, At VOES-1OMN ¢ Couenlamlons Exhbbit Rg, 207
g, wl IDAS-10G . .
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Council of Foreign Bondholders, Ine.” “The first was formed under
the law of Delawars ss a profit-making werprisé®  The expenses
incidental to its incorporation were borne by Joseph H. Scheuer, a
friend of Dr. Winkler's and a deuler in securities in New Yorlot
Shortly thereefter, however, Dr. Winkler sought new suppert, as,
according to his testimony, he felt that his original backer was not
uoffeiently equipped from the stsndpsint of foreign information
and Background in repard Lo foreign seeurities™®  Znch new sup-
port. was obtained from J, Ros MoIntosh, of J. R, MeIntosh &
Co., Ine., and his business assoeiates®™  Mr. Melniosh was the
principal stockholder in Analyst Associates, an investment trust,
in which Dr. Winkler also held a stock imterest.?  In wddicion. Mr
Mclntosh, sither (heough his firm or Analyst Associates, acted as
ivestinent counset: his ficm was o deeler in both domestic and for-
eign securities® To bring the new group into the enterprise, a
New Yark corporation, American Council of Foreign Bondholders,
Ine., was incorporated in Wovember 1931 and finonced by Analyst
Associntes, which acquired all its capital stock®™ Do Winkler be-
came its president.®™  Appareatly the earlier Delpware corporstion
was disgarded, A yowr after the formation of the New York cor-
poration, 89 pereent of its capial stock was sold to three friends
of D, Winkler® Ten percent of its capiral stock wae retained by
Analyst Ascociates, thus preserving Mr. McIntosh's conmection with
the corpuration’™  The members of the new group, according 1o
Dir. Winkler, were also “purchasers aml sellers of foreign securities”,
although their primary business interssts lay elsewhere®

The New York corporatiom, like jts Delaware predecessor, was
organized as & profit corpuration.!” Baoth corporations, under their
respective certificates of incorporation, were endowed with broad
and extensive powars!™ In beief, however, the Council’s main
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va b4, Commigatan's Exhlbies, Weao 178, 173 Boih eectlficates of fncorperutiqn cou-
tilaed Lbe conventlonal immookty clwose pecwlirting directerm or tholr afileed iotereats
1o cootraet with (bo corporwilon without Tegal 18T ar the eght on the port of ooy
peron to avald fhe Ipmomagrlag.  Jhid. The certifegte of tncorporatinon of the Felhwnre
carporatlgn did provide, bowecer, that the divector ahpwid dlsclosr the fact of mach Io.
lérsit Lo the board. Fd., Commlbslon's Exmiblt Neo 178, ff. Charter nf Heitieh Coonol]
preelding thal che lolecest of a dlfetlic shall be difclaacd te the Counecld end for oons
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funetions were to render an investment service Lo the holders of for.
eigh securities and to participate in the formation of protestive com-
mittees. These are set forth in a circular deseribing the American
Counci] of Foreipn Bondholders, Ing. :

“For more than two geoerations the British Corpoemton of Fordgn Pond-
holders bae served weli jn protecting the interests of Enpllst bulders of fo1.
elgre soaugltles, Simdler hodles beve fooctfsoed with socgesa oo shorier
merlode in Frooce, Eclgium, Switzeriond, and Heblond, To mgeet the 1eed af
Ritel 4n erganizaton In (s eouniry, the Amerlcon Coanell gf Forelgn Hond.
bolders, Tne, bns Deen formed glong the Hopes of i Britbsh  oolwier-
part, " ¥ 4

“The principa] vblect of the Covncll 15 19 collert eod dissensdnale informa-
tlon regarding foreigo boeta and 8 Keep Ws ewbserihers Sofotmed ng ta the
true aeonomie and Goooctel conditlons of countrles 1o whore recurlbes or dnter-
prizes Amarlonn inteatérs have placel their funds. By pursutng this cowree,
the Caooedl w0t often be nble to datect from the drife of events those lsaves
which ore JEkely to encounter Aiflculties, if ool aetun! defoulr, oml Fe rectm-
meod the snle of auch ecvurltles beafore the unfavorable eonditlons ere pe-
Oected A the macket peice. When & defaudt does ocear, iE I8 the Inlention of
tha Councl! ¢ porticipate io the Formation of protectlve onmnitices to Broang:
a4 RALIRIACLOT S Eittlement.

L] L +* L] L] [ ] »

"The Conncil wllt puhllsh and send ie &)l gulgerlbera 0 seal-monthily tetter
io which iF will review nnd anrlyze cortent conditlans |y foreime countelos, and
produce oritical ebudies of the fscwt polleles andd bond lasues of dehior puticns.

"I Gounell will waintain & deraclment for cansultotlon whth holdecs of
forvign beode repaedlng thetr seeurdtbes, and will mike recotumeudations inr
the sale ¢r exchange of the same inte ofher Soouritles B doelsed wizo ' M

As an adjunet to the Couneil a so-called “Advisory Board” was
established.  Its vaembership was Jisled in a folder deseriptive of
the Anierican Couneil rs follows;

“Jaohn M. Chepman, Ph N—Frofresar of Hanking, New York,

“Thowas H. Henly, Pbo D—2Assisthut Dean, Qeargetown Schoal of Foroim
Serview, Waehlngtan, . 2,

Chester Llaxd Jones, Pho D—Dhrectar, School of Commerme, Unlverslty of
Wiscopsio, Madleon, Wisnansino,

Edmatd F. Jmet—-~Former Actlng President of the Permaoent Flaogl Cam:
mistlon of Bolivia.

Trenys P Myers=—=Director of Mesearch, World Peaes Faundntlon, Hpstan,
Muzz,

T Bou Melotesh-- Fresident, T B McEntosh & Co, Inc., Investmint Connszl,
~ew Tork.

Erncst M. Patlereom,. P h—Frofessor of Feohomles, Whieton Bohool ol
Fimnee, University of Peansylvents ; President, American Acodemy of Politieal
and Spelal Bcleoce.

Winthrep C. Swaln=Vice-Presidenr gl Director of Research, Anglyst Asso
ciates, I, Kew York, )

W OR AL tupra goge B, a1 308-870 ; Cominletlen's Exhibit ¥o. 183,
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Faceh ¥iner, T D—Trofoaser of Egenolndes, Unbersity of Chlesgo, Chi-
vago, TiEsEs "™ * o :

The duties #f this board appear to have been Mmited to the
serutiny ond eriticiam of the Council's bimonthly letters to sub-
seribers.  Dir. Winkler Lestified

Qo oAre they GOLCers or directors of the Council?

A. No; they ore meo who sotoprise the sopcalled Advlsory Eoard of the
Amerleon Councll.  That wmesos this: ihe repotts wikdeh I propeee nre sent oo
the varlgns members of this Advicory Board, ned chey ore réguested tg aog-
west improvement or chuoges En the remoety 1ot ore bielng propyred woed seak

0 thom.
- . - - * - -

Q. Now, ia this & forma] ergualzetion of nn Advisncy Beard orF are they fout
frlencts of Foure 1o whom you swbmdt the pomphleta?

A, Juet frlends of milne whe receive these punphlets and who, {F ther have
time {0 read them oed to geledelze Lhem, gre prriectly welecime Lo do as,

Q. Thelr pitiaeg Are bot publlcly [ientifed wlth The Amertean Cownedl, bow-

ver? .
’ -I'e:L Nat Lo guy large exient, excapt Io some of our Mteratere (heir niates Lrg
trenbiogeerl, ot lenst orlginalty thelr numey wees mealigned.” *

The corporation {and fis successor] has cartied out one of its
purposes, that of vendering investment serviee in Ui foreign hond
ficld. Bimonthly letters on foreign bond investments, prepared by
iLs president, have been forwarded to its subscribers and to athers ™
And =pecific advice has besn given o respouse Lo inquiries as to
whether o subseriber should buy, sell, or hold a partienlar foreign
security ™ Tn this work, however, the Council has been hardi-
capped by its inability to obtsin & substantial niumber of subscribing
members. Such mentbers were divided into twa classes, “regular
subseribers” at $25 anmmlly whe reecive the bimonthly repocts
and the opportunity for reasonabbe consultution with the oficers of
the Council, nnd “special subseribers” ut $100 anmually who, in addi-
tion to Lhe service rendered regular subscribevs, sre entitled to
“eonsultation privilege commensmiawe with the fee™ ' Only about
80 zubseribere werte obtained, afthough o 25 percent commission to
agents for new subscribers was offered '™ Very few special sub-
seribors at dhe $100 cate were obtgined ; mest of the subseribers were
in the 585 class, while o number of subsoriptions wers sccepted at
lesser sumns down Lo as little as §2 per year!V

The socond object of the Council, that of participating in the
formation of protective committers, was secomptished to only 2 very

L& rd., Coninisdlon's Exbibdt Mo, 1M3.
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limitted extent. Eariy in 1932 Dr. Winkler formed an independent
vamimittes for the holders of Krenger & Toll sconred debendures, on
which he and Messrs. Haaly, Patterson, and Myers, members of the
Council's advisory board, servedie Also, he and Dr. Healy served
on 4 eommitiee for the holders of Cuban Public Waorks bopds''
Furthenmore, Dr, Winkler was instrumentai in the formation of g
commitiee for the holders of Colambian bands of which IDr. Healy
served as chaivman'™ While the fircegoing does show eonsiderable

Protective committee activity on the part of the president and mem.

bers of the advisory bunrd of the Coune L De. Winkler testified that
it was only in respect to the Krevger & Toll comunittee thut he was
acting s *part of my connbection with the American Coungil.” 1
His serviee an the Cuben committes was regavded as %y separate
enterprise”, not ws part, of his activitios 1s president of the Coungil,
To what extent his title lent him prestige or was of publivity value in
his protective committee worlc is u matter of conjectyre,

Thus the principal function of the Coundl) to the present time has
consisted in the rendering of investment advies.  Whather thiz is

- & proper funetiun for a central protective agency for the halders

of foreign bonds is open to considerable question.  Althourh g
urgaiizers described the Couneil ax the “coulterpart™ 1 of ghe
British Corporation of Foreign Bondholders, the laiter dois T,
apparently act as investment counsel. Tt iz true that the Britisl
Couneil colleets and makes availabie ta investors detailed statisti-
cil date regarding the sconatic and finangiul condition of foreign
cuundries with whose defuulted isswes it is concerned. Tir fact, much
of thes data is published in its annual reports which are circalated
all over the warld' Dut there jsn distinction between the sulb-
wission of statistical tnformation to investars for sieh wse as thyy

may make of it and the giving of specific advice as to wilether g

nerson shoald huy, sell, or switel from ane RECUITE Y Lo alegther.'0®
To covple the rendevitg of investment counse] to the lojders of
forvign bonds with the protection of the interests of sach holders
upen defanlt by the foreign obligor aud the uégolintions of deht
wettlements will place an uodie emphasis an the possibilities of
profitalble speculation rather than on obtaining the best dehr set-
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tlentent possible. It may in effect place & price on any inside
inforimation which comes to the bondholders' representatives in their
negotintions with foreign debtors. Information $6 acquired should
bo considered g property right of all bondholders répresented by
the central protective council end not the exclusive possession of
those wiliing to subscribe to the council’s service '™

The situation is gegrivated when, as in the eade of the American
Councll of Foreign Bondholders, Inc., thoze who comprize ils inner
civgle ave brokers or deslers in foreign securitics. Referomce has
been madea to the feel that both De. Winkler and Mr. MeIntosh wera
g0 engaped, although the record does not show that either of them
were dealing in the sel{same securities concerning which the Couneil
was rendering investment advice. The possibilities of advantapeous
trading on Lhe part of theze who are in a2 dominant snd stra-
Legic position geoupied by & central authoritative agency or by & pro-
tectlve rommittee arve developed herein. . Those possibilities are as
grest whether the agency or comeittes s composed -of professional
traders or by sthers, But the inference is irresistible that when such
wn apency is manned by those whoss livelihood depends on the buy:
ing and selling of securities aid whose investmént ‘wdvice and
purchases and sales cannot as & practical matter be divorced from
information secured by them s memberz of such-an .afency, the
dominant interest of sech a group will be in trading-in the sscurities.
We shall see hereafter how dangerous such activities may become,

In April 1933 the third of Dir. Winkler's corporations was formed,
alze with the nume “Arneriean Council of Foreign Bondhoiders, Ine®
This wus » non-prolit corperation ineorporated wnder the membar-
ship law of New Yack.? . ; : '

Tts purposes werse not ag hroad as thesa of ie two predecessors;
there was greater emphasiz on the creation of an agenty for the cen-

W pr. Wilakler, ko eseifylag an 1kl groeral nobfect, stated bla aplaton !'h.ul._lhc Farelgn
Bocdholdses Fraective Soweeil, Tod., wob ombey & Jdury 49 fucolal & [hqu!rﬂ!:g bt EAlalder
with loterwetlon whereby ta Sudge whether ta hald gr sell Ll baode: [ -

L&t un apdume Phat 1hg forelpn boodhelders® axeouller pommitlen * '8 [y naps-
atlog with & vlew (0 effecting & geblomedt of cectalo defanlied ForeIfn Londe ; kNS [6F oa
furlber aalme that 1 an » tonilooiger go to the Focelgm Connell wmil gn'k them "¥Wlenr mhall
I'do wilh mF honds?™  Aftcr all. [DeF ODre A L4ddf &0F Wl [0 PIobeck, IJ!' Lh#r BopEr mal up ha
protect the loteresis of handhgbders,  What Ia thp azpod o the attliece thic Lhes ate gokeg
U pANe With FeApect 16 0¥ loguir? P oAre they golng Bn tell me 'Don't aell fhp bonds",
“Tlont hold ehe ponda’, or nee ther golog to apy “We Jon't gFlve ol ooy Informaling,”
Wkl, they have [he |olaTmeallon. Frbex ifen't givr 1L out ther ATv nul'l.”pﬁrfnrmmt thele
Poble Aucy.  Whot widd fbodr pepftwde etr op. of, Juprg pote 77 nf BB, .

To noawer ba ibe foergolog, Francle TWhite, wice prosidene of Lho Fortlgn Robdholdgm
Protectlee Canncll, Toc., feathiled thar 1t wop not the Counal’s lonctlon to render adrica
of thin odtire; !

"The ¥Foredgn Bondbelders Trobective Tognell * f " mewer gives BAF ndvice 10 Aoy
Tondbobder A8 tn whether be aboold buy, sell, ar hnld che honds. T do oot feBdede thal
o e aur Cumetion. - P "
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woy of trlling. hou there han been an pdlusiment we make & publle Alatement ep thar
+TQFFEHIF wil]l have L 0k the maes {hme” P, wt G850 . . K

W Gp, E yupra Robe GH, st T3

8a

tralizalion of the interests of the holders of foreign bonds than on
the rendering of Investment service®* The directors of the new cor-
poration, in additien to Dr. Winklar, were J. Roz MaIntosh and
Victar J. Valles, both of J. R. MeIntosh & Co., Ine.. John M. Lewis,
whom Dir. Winkler thought miglt be connected with the szme firm
Ralpiv E. Satuel, “formarly President of The Samuel Stores, shout to
become & partner in Weingorten & Company, joembers of the. New
York Stock Exchange”: Bernard Heis, a certified public accountant;
gnd Jobn T. Flynn, author and journalist'® The new corporation
was orgamized in order that the Conngil might be a nen-profie rather
thah a profit corporation. Dr. Winlkler testified that in this he hoped
ko Accomplish twn ohjectives:

"Q. Why was tbiy rorporation Totmed? DIAW'T Faw have one perfeclly geod
corporuton, of twa perfectly good corporatlons, 1o existence |

A, Well, [ wouldn't say perfectly good. They may bave been perfectly good:
Gut [rom the standpoelut of recelvlog o getting subscrlptlons to the bil-montlty
Tepry, or Wurlng ¢llents, it Wee not very succesafal, ood iF MAT bove been fabt
at that time Mt IF It were defluftely converted into n wooprofit maklog or-
gaeizatlon it would periaps bevome casier for Lt to obenln &UbEcrlbera to th
Dbl-moenthly Topearta, '

@.-That s, you felt that you might get more support if Foo were operallng
vE ¢ norprollt eorreration®

A YoM ' ]

- - L3 " L] L] . r

4 * % * T think the Dvaln tenron was the bellef on the pert of one or
ted that if the Goyeroment genyingly desired to argeoize B aotporuilon of
forelgn houd belders i might paesibly sorcost oo exdatlog uon profr CHIpMOra-
tlon w=ith cereying ot vuch 'fuootdons, . .

Q- The purbose tien wes to go ready to convort the JAwericen Counedl of
Forelgn Bondholders lute 8 Goveromental or quasi-Goveromental corporation f

A Calil It thine, If Fou like, - ’

Q. Wall, that, fu cloet, 18 a correet descripgion? )

A. Tes) ond Tor that repsen the characlor of (he chterprise wog thanged-—
inar bave been changed. Thalb iy hare bwn the reason for effecilug the
rhange, ™ : )

W The puTposes ol the t-:urpur_-utiun HY up.re{m-d i brn eertlfende of incarpapntlos wore:

“Ta prewlde o dfeocy tbruogh whith the citlzeom and residerts of 1he Tok [T
abl oabic copngres g:-ldﬁ bobde end/oe debentures mndfor gecucitlon Inuedtlﬁ— EII fc.m’EE
tountrice nod all pullilce qndnﬁewraph!ul gub-divlalons throeel. mey mecurn proteeclon
40A &dvantages of argzleed oni uoied Bcllun, ead theeeby further promete, facilitnne,
uld, ‘and graloct thebe Ioirestd, Hghie, Al seonemole welftre, and ¥ wndedraring ta
obtaln-pryment of Pﬁndmﬂ oo {oterert aa wald bonds wbeaergr G0t theres! becomen
dur, Ad by eetallinblng, molpte bing. end ?h{l'l‘ldl:nx flomranp !E‘-:l'ﬂlnta. a7 compsiae o
afdlytation. poilicallen, sod Maeminatiion of nooorpte abd coezect LBTCrmALIDn (oeeer ne
the polflcal, cednamle, mod Onanelnl condicloaw of, or. mireHug nll faerigo munm“.l;ﬁ
foncirolog Aecuriblae Ibsled or neoposed o be lssled BT ebid forelgn cocetTies of Lhesr
TRIEIrR] AT grugTnphleal aub-di¥lalonn, and perligularly S1ta reference to and CONECYD|og
¢ souudncas aed ralue of ".':1’ and alt wuch securltles, and wIth referonos to the Insgers
and/or Furaninen tharssl aod all olRars baund, thereby or eonnected thescwib, awml Ep
attoin 1heas etdn by all ather lawfu] wise nad Eraba '™ I, Sommiesione Exolbic Mo, 182
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Woither of these objectives was meleieved. Sulr&‘:ﬂrllp!-]ﬂnﬁ did nol
inciease und the Council was unsuecessful in ohiRining government
sanetion.  Such gaovermmenta]l support was decmed essential for the
suecessful functioning of the Council, In an earlicr endeavor to
cndew the Couneil with a semni-govermmenial charscter, the Ceuneil
bad drafted a rather exvraemdinary bill for submission to the Con
press.  This proposed act is printed in the footnote!®® In brief it
provided that the President of the United States should desipmate
twa persons “skilled in internationd] financial affairs” as dirvectors of
the American Council of Foretpn Bondholders, Inc. These two diree-
tors were each ta receive 81 o year from the United States Govern-
ment but could receive “reasunable compensation™ frem the Couneil,
Dre. Winkier transmitted this bill to a United States Senator with
the reguest that e sponsor the measure!™  Nothing, however, do-
veloped from thiz sttempt to maks the Council & quasi-goveromiental
Agrengy L o

Title TT of the Securities Act of 1923, providing for a povern-
mentally snnctioned corporation’ to protect foreign security bolders.
was actively championed by the Amercan Council of Foreign Bond-
holders, Inc2®  As in the case of Latin American Bondbolders
Assoglution, Inc, it was the hope of the American Counell that
ite zerviges would be retained by the corporation provided for
under Title I1. In fact, in furtherance ¢F this ambition the Council
prepared a proposed slate of eight directors of the Title IT corpera-
tion, of which five—Messrz. Winkler, Fealy, SBamuel, MeIntash, und
Chester Lloyd Jones—were members of the Conncil’s advisory bonrd,
or otherwise tdentified with the Council!® The cocporation, how-
cver, a5 previously noted, never came into being: te, Foreign Bond-
Liolders Protective Couneil, Inc., was organized in its stead.'.

e i HILL

“auchorirlog it Prexbfent 0o Appolne Twp Membeca of the Beped of [Hirectary of rhe
Amecltho Colocll of Forelgn Bondhelders, Inc.

"De LI Eoacted Ly (e Seoate acd Haoar ot Represcotatives of the TInieed States of
Amirien bg Uopgeead Asgenbled, That ibe PeraldenT Be. and Le beorhy B, wuthorlzed (o
des.mumte and nmxrln: iwo membern gf the Lowcd of difcctorn of the AThericun Coepell of
Farclgn Boodhgldecs, incgrparated. a curporatipn g:ﬁun'l:tu nod exlating gyder Aod by
wIckur of the [Awx af 1he Stals of New York, to atotcduence with (he terms nf Lig chErles,
mdsM th THE ' Frusid hal t th

V"SBFD, ¥ B Xtclord Ra kL néad by the renident ahadl i ofllcers of (he Tpdted
Healen And of weld corporntlon, glgic sbull reeedve from the Loited Statca compsensalicn of
anly wue alaline par g'urr vich, and no-ather nllowancta, but mer Terelve fram sweeh eorpe
ratlan soch reasondble coIRpenANtion il Bllawanses for CEJRRACY aa mny bie pooy ldel By
raid corparation o

“8ic, 3, The dicectnra £ IDFNIIEP‘IJ Iy the Prem'dent mhe|l e pédecbn wXIW03cd im0 Intrr.
nafonel Bnsoclal effaite acd it ahall be thelr dorr o ald, throogh asid o patui Lo, e
proflc of the Unlted Statew holdiog bondn snd other erldonors ol indrbbed nesn of farelgn
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Dr. Winkler, as will be dizeussed subsequently in more detail, has
beenn w persistent eritie of the Fereign Bondholders Pratective Coun-
ell, T One of the provnds for his criticism is that ir receives
finaial support. from the banking Fons which issued forcign
Botds ! He, lowever, evidenced no reluctance in allowing the
American Copncil of Fareign Bondbolders, Ine, to reccive their
finaneial support. Several of tho lavrgs issue honses are ineluded
amaong the subseribers to thne New York corporation and to the
membership corporation which succeeded it; ™ athers declined the
invitatien.'** Dr, Winkler attensypted 1o distinguish the two situa-
tions o the basiz of the smaller pavmenis to his Coineil and the
fact that it gave something in return for the Anancial support.’®

He testified :

) e, 'I.f'n’ltnl.'ln.'r, Uez lotter whibch Lo fust bero recebred s Coenmdgsions
Exbibif, from 3Mr MeIntosh to Mr. Browns, duied Mar 19, 1052, siss thet a
cowigtl, such ag ceure, Lo be noddnsed, st aol e sunpacted fa Ay e¥geot by
the Enterdsts who brovght ot the beade origlowlty.

Dz xeu suluribe 10 dhat principe? o

A, Certaliuty.

Q. Moo do you Teconvile owith ':.'uut" Crunglls secking subseripUens froon
houses of Exsue’ . .
DAL AL ey fuonke Mot Bl-manthly report which atecrpts to toalrze mod
Intermivet a Coreelgn sitnatlon and whilch 1n edditlon anseers all sorcs of iu-
quirles nbout Corelin securlitlem, and whicl for all thal pecoives EERO 8 year—
Irwinnll mot enmskeler that tannckai aunmoct.

Q Wull, o addition to the pamphjets vou were to supply ceosultatbve ad-
view, il yom were 1o Infan protective comtlitens, and for Four serviecs, inalb
threye végpuscts, ¥, of the Cotnedl, ' sollcited gupport nn contrlbutions feai
those-hegea of [S8ue, o e - ’
A Nt na-honsez of Lshune |- Tr: . =
Q- Now, e the afler skde of the platwre we buve o stateraent by you gub-
ferihed, thal Uie Counct], 1o order, to be Independom, must not ba sgpgor bl
by hémses af lsgt; and 1 am agking vou how ¥ou reconcile those Lwe state-
fnefits, Which, 1f setms Lo woe, are In oonfite,

A, IF these hedis of-lseue wére 'to conttitute Punds and recelre notidns in
reiuen, I oweonld putnsi{iq:r et rapport = Ll !Ilf'l:he; aen pAFibg for what we
gkt call scrvii:i.:. then chat coemalnly 15 vot snnpart.

1
» - - - - ., -

Q Well Do Winkler, 1 think thet the record shows Lthat you were brying
te il three things: One, your bl-monthly eeports; nad twe, conBaltntive advics
&l Whree, the Pormation of protective commitrees. .-

A, That |e.right.. ' . :
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Q. That 18 sarrecl?

A&, Tes .

Q. And you were offering to ecll those three things o the houses of leage 1o
return for Hosoclal suppori

A Ta anybodr wwho wunted It

Q. Now, dors thot mean that 1k 1e your oplolon thet a councll for the pro-
tectlon of forclgn bendholders cam ecelve Aopooat Rppert Irmo e houses of
lazuee &nd Rtlll reowin independent and sl be deserviog of poblie uppreval?

A. It Aepends upon the extont of Lhe support recelved, I should sny. Tt
deqends Upoo the aRtore of the suppore™ W

The American Council of Foreign Bondholders, Inc., his not baan
2 tinancial success, From its formation to December 41, 1934, it
Incurred an opersiing deficit of over $7,000.4% Tt fajled in its en.
deavor to becume the central agency to protect the interesta of forsign
bondholders. Its president aptly summarized its hizstory whea he
testified : “It started out very ambitionsly, and doe to circomstances
reelly becams o relatively unimportant corporation,” 1

I THE FOREIGN RONDHOLDERS PROTECTTYE COUNCIL, INC,
i. Bawrw Devengemrests

As wo have seen, two unsueoessfut utternpts were made early in the
depression to create 2 central protective agency for forsign hond-
holders. Private interests furnished the imtistive for these efforts,
In the spring of 1932, however, the Tnited States Government took
ateps which finally resultéd in thé formation of the present Forcipn
Hondholdera Protective Coungil, Ine. At that time the Department
of State and the Treasury Department, were concerned with the prob-
lamg created by the rapidly increasing defaults in foreign govern-
menial bonds and the defense of the inlerssts of the Ameriesn investor
in such bonds.**  Ta discuss the problams involved, an invitation was
extended by W. R. Castle, Acting Secretary of State, to various indi.
viduals to attend & meating at the State Department.** - The follow-
g were present at the meeting held April 15, 1932

Ogden Mills, Secrvlsiry of the Treasury.
.R. t«(}a.stle, Harvey Bundy, and Herbort Feis, Stata Depart.-
inent, i
+ Grosvenor M. Jones, Department of Commares,
Charles P. Howland, Ysle Univorsity, -
Pt%frekJnyT chairman, Fiduciary Trust Compiny of New
otk oo
Edwin Kemmerer, Princeton Univarsity.

W rd.L mt 0300837,
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Thotnas N, Ferking, of the law firm of Ropes, Grey, Boyden &
Perking, Doston, Mass. .

George Rublee, of the taw frin of Covington, Burling, Rubige,
Acheson & éhurb, Washington, I, .17

At the meating Mr. Bundy stated that the State Department was
receiving communications from many different directions regarding
the foreign bond situation with the accusation that the Government
was maintaining a weak attitude in regard thereto " Mr. Dundy
aiso inforrmed the meeting that “this very situatiom had afforded
the development of what might be termed & ‘rocket!, as many lawyers
and bankers whose cecopations snd remunerstions therefrom had
been reduced to & very low scale were now entering the reorpaniz-
ing feld and creating irrespensible assecintiong purporting 1o pro.
tect the interest of the small investor, * * * [that] the time
had arrived when it should be possible to creale an organization of
unquestionable standing * * * that the main object in the eall-
ing of the present meeting was to start o morement and investigets
what eould be done in this direotion ™

It wag indicated at the meeting that the Goverament, while taking
the initiative in the movement toward the formation of & contral
pratective egancy, could in no way assume the responsibiiity end
that the matler should be investigated carefully by tesponsible
privata citizens

Foliowing the meeting an informal ¢ommittes of private eitizons
eomposed of Messr=. Howland, fay, Kemmerer, Perkins, and Rublee,
who had attended the meeting, together with Alznson B. Houghton,
former Ambessader to Germany, was organized to study the possi-
bility of organizing a central proteetive couneil™ This committee
submitted am informal report ta the State Department on May £3,
1832, containing tentutive suggestions for the formation of e gounel
composed of 15 men “whose eminence would command the eonBdance
of the country.” ** The British Corparation of Fereign Bondholders
wrved ds & “gencral modet” for the proposed council*®  Ths powers
ard functions of the propused council wers deseribed in the COmmit-
tee’s report to inclnde, snier alia - -

.o .f.jnnsult:ltion. I chues of default, with hondbolders and othae foter-
ested partbes as tu the formutlon of protective committees: coeperation with

144, At 11781178, Commisdlon's Echiblt No. 204. Mr. Alpragn B, Houghtsa nod
Mr. Clarence M, Wooley lnd hoen tovieed bun did not edtend the mesting. the Fanosr
bernung of A nrevisws ‘eogogement, the Jakter bechok: of Lhs poalilon on ibe Fede sl
Bezrcve Mamed,  Bee fd., Commieslon's Exhible No. 264, '

s f., Coomminslan's Exhibit o, ik, at 8,
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#UET commlttees, whea Pormed, far e Iuepkii af effecting fust settlomepts with
debtore. We think it better thae e prepnied Lodp shaidd 1o the main, ond
cartainly at the gutket, EXerehst powers of consnbation apd eouperatfon rather
Vi powers of Jelciative, direction, wnel egnernl, s ™

dnd the report deseribed the proposed conncil’s relations with pro-
tective committees and the occasions when it would itself divect|y
mnlervene ina foreign default situation, ws follows:

"I 15 onr Jwigtent Bl I the mormad onses fhe haskers, snpperted by the
Invegtars, will ¢ontione to grgumize sommittecs In such paxes the Cornell
would exetolse A good alivee o the rermution of strong wnd THOMEE committees,
recofnizlog Lhe responsfbtiby of the baaders who {ssoed the bonda e questloo,
Thire may be enses in which the issiting howse s gowe our of exlstence, or f9r
QEC TERILO OF ATOCher connat take oF eupht rot o Qo the respan=iblilly for
orgneiziog 4 commlitee 1o Serve (he fnterests of o prrliculnr istne.  In xuch
cates Uee Soundll mdglit take rhe Indthative in the formation of & comimiiee arin
asclsting the bondbotdars to thae cad,

“The Conncll shenld huve the right to appolut on gy LOPLLTO Bhi oF T
metnbers whe shoutd bave e rlght Lo acteme ineetings of el pommbttee bot
oot 1o vote.  Frabnhlr tf will be advizable for Inera of the Counctl nor te
BUrTe 00 commidtbers.  Rert in excepiional cpsee the Couvocll mlght have o
Ioteevene abroad directle on behalf of American iuvestors; for EXymple, Ly
grder te malntaln e atatus qig ny oFaingl soine moture of o serlonsly
prefndluial character which threatensd (he’ bondholders winn ther wire not
Fot orgnolicd to den] with fhe matter. The Councll tnbghit ndgg Intervens
directly when & sltuntinn was sg serlodr oy Inraleed grinciples of &0 far
Teaching o chacacter thue proper handllog woutd eall for grenter futhariky
und sclemnity tham could otborwls:. be aupniied.  Snch ipstaooes of dlreet
Interviation abreed should, homever, be trented as cxeentons o o Feneral
polics of lenting tlie conduct of foretgn TEgaNationy te the sponsor P nkeors
Or the propet protecrive conmithoe M

It is evident from the above guotation that the mlvizory group, in
submitting its inforinal und tentative snzrestions, vantemplated il

bankers " would continue to form protective committess which

. Cmmbsnion g FEahindt Ne. 3G, nr 0
© I, Cownlsslon's Exblblt %o, 266, at 4,

MUThe gttitude of the Investement Denbare Aesnclutlen temwrd the creatlon of &

‘eontral Provectlive aguhey 10 the Liplted Sinlen changed In whe years RELOE L EEr rraalfan
of ihe Forclgh Boodkoldera Peaterilve Coungdl lae. Tn 124 (Praceedipge, 15tk Anneal
Codveatlon, I K. AL at 1871, it rrpresdst il as vbdigee<l [0 the fermatlen of g body
Bmbar 1o ibe HHUsh Corporatian e0d 5o favor of eegarple ProLect v CHuanlliers.  In
the lorge sexle umiccwoiting of tho mexy few yened, dvfrnlt o ld not. prepest [toeld gg a
PTEELDE mattnr, Wlhen defaulee aid biteme A probtem the pideede toward o crinzal
npency Lad chingod. In IO32 nt n Ome wlien rrelliabnary work bad zeon doue by 1he
eOFindty group chlled bogethnr by ibo Bedoral Admbnisceatlon, Mr. Xevtl Ford, chnlrman
¢ tha Foreigo Securitey Commitice, sold bo Ui mnnugk meellog of the aagaclating -
P Umom m me haTe rm capécroed with the drfuplt prollrm ae & =hols ewd mMare
patticuloely with the wdvisahility of the formactlun in this COUDEET Wl om OTEAD AL 0D
gipillmr to thase ula:lnﬁ 1o othet countres. * * ¢ The Inveminmni fmpherm Anqncis-
tloo two reomm ago codenvered [o deve]nf Auch nootindl. Wob waridue renagpA mich
CA@e up, AR they WEre PructicAl reusens, 11 was jabuasgible ke arcale much @ coupeyl”

To cospmentteg an the wark of (ho Frirwp that had been enling wogethop by the Frdecak
Covecomene, Mr. Ford salit: :

't R R palieve thag t:lmf hnre pen progrensed dn foc an b0 metusily draw o 8 Toun-
<t [ihim wan mbouk 8 year hefore ibe Foftga Dondbolders Prottetive oues|l, Inc, won
Retuslly formedy, By-lawe wod charteta, aoid Ao ok, BAvE been deawn by  promioent

G

would assume the primary respomsibility for the readjustmant of
foreign defaults and that, except in unusual situations, the council
would neither forin protective committess nov intervene dirertly in
n default situation. Instead, cxcept when uwnusual circumetances
existed, it would act as an advisory body in the formation of com-
mitiees und in the effecting of debt settiement. On these inatiers
Plerre Jay testified before iz Commission -

% * T Wam It conteniplated At the Hroe gt tie bonkers wauld onder-
ke the primery pespcuslblilty, ordlaarlly, io the formatlon of protatle e gum-
mittees, for the protectlon of bondhelaers' Cgbits, and the Coupell would form
cometk ety Grily wiven for one feiSon or another the bAnkers could not of would
wipt formn a comendbhe:?

A, Oc e Counsfl fhonghc Ulmy should mnat,

Q. Orslould nef, THGE 15 correct, you belleve, Mr. Jay?

A Yuw, .

Q. The repott continues: The Copncll sboutd have the vight to appolnt oo
nay coRmitiee one oF twg metnbers who should Love We oight to attend moot-
logs of the comamabfted Dut not to woete”  Just whal did vow ke in odod in
mnking that proviaben, Br, Tay, (o bave the Couucil's Tepresentstvyes gitand
meotinga oniF b0 keen Intouch with o particolsr eitnotlen tn Koow what was
haypening

A That was tho thooght we bad wt bt tlme.

Q. But oot tp heve any volot or esolrol ?

A Mot 1o attempt to averride the indleltual respensibblis of 1 committes or
o 1350¢ heuse which might form o commlittes

[ ] L ] E ] r . E ] [ ] [ ]

Q- Hul the whobe thoead of the Topart, rtwnting throogh thls prepared repart,
iz thrp the Baolers. e honses of ssue, wauld sHP retoln the prbmars
rikponsibiliLe? .

A. The gue fhought that ee had from the Terr Stark * * ¥ wig (el
thi house of fasue [ case of defnolted boods had 2 dislinet mora) resiunatbilLe
towanl the bémdbolders, and that pothing in Ehe formaton of this propsed

bedy sbonld rellese theto ono whit of thelr eaponsit ey, ™

The touncil which crentunlly wns organized, ws will be related
subsequently, developed s functions in 2 manner quite differant, chan
suggestad in this curly report. Instend of acting as an adv.-i.q.nry
agengy only, it has itself intervened in default situations to negotials
debs sattlement. It alse has on ooensions formed its own protective
coinptLees. ' :

While the conncil propozed by the informal commities was to
coaperste with bunkevs in the manner desoribed above, bankers witTe
not to be members of the council.  The commitles’s report stated :

"It would probobly not ke wie to bave eny represestallves of isauing honses
1e members of 1he Councll, bud (be nen welecied shondd have the coofidence of

Wew Yo7k coungsl, and thoy are oow cansiderlng the pape of Lhe men whag rh._uil BosuRlly
] h .

form the gguorl.

“Tbat rare of i s coay.  he Jovealment Bankren Axsocialioe did tHal lwo Fpars agy,
bu'ldl;lm P:ﬂ: npw BIry, ::lrlﬂ.z with the main preblem, aod the prablem_whiles e found
the dlflcule wbe, numcfr. rn1nln;: Gf fundm 0 cerey on this work  Fropeedioge, 21et
Anapal Canvention, Ihvedtenent lankors Apssclation af Amorlcp {18332), at %4,

Y Qp. ol aegr bobte 2T, ot 1EOE—] B,
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the houwes of la%ue, and thie sheyld be mscerraboed kefore thelr appolotment,
The auccessful funetioniog of the Counad In our epknion welll depend e moek
upon the confdence of the Inrestment benkers 55 upwn that of the generol
pblig,

George Rublos testified as to the reason prompiing this restriction:

"t 4 ' Whr did you beleve that it woold De wlae not to harve anf
Teprerentatives of lasulyg honser s members of the Canrpell?

A. T thipk there were peveral ceagons, COme wae [hot the boodholders them-
FEITEd might Bot bave confdence In the lasue fHoomrn. There wid 1 general
prefudies on the pact of the pabliz agalnel lssie howses There woro some
canés where the representutlve of mo lssme house might b 8 WoTthy represgnto-
tive, bt he might heve gome confiletlog intoreste. It secmed to ue rather
obrioua that the Conpell to aot £itirely im A disinreregted way should ba come-
posed of men who never had wnything to do with the iesug of the bonds,

Q. Thut I3, I oodersend Fil lg S2F FOU recopmized A fecling, Atnong bond-
botdern, of untagon|stn?

A. I believe it vxiated. I dl? not koow t of mF owt Knowledge,

Q. ¥ou also recosnized that bouses of ssne might bave Interests which might
conilict with he Interests af the Bondbolders? '

A They wmlght

& And Fou declded it would be better Lthat homses of lezne be fot connected
with the Counclid

L

There iz indication that the State Department was likewise of the
opinion that the new council showld not be too intimately associnted
with the houses of issue. Officers of the Department eapressed tho
opinian to the committes that %if the organization lets jtself in BTIY
wey be closely identified with the New Yok issuipg banks or the
small group of curporation lawyers who dresw up the contracts for
these foreign Lond jssues, s usefulness would be impaired,? vas
- For finencing the council, which wus cstimated would requice
between $50.000 and $100,000 a vear, the report sugzestad that con-
tribntions be made by various bodies including Chambers of Com-
maree, the Investment Banliers Association, the American BRankers
Associntion, and by houses of isaue, hondholdars, and other indi-
viduals.'* Here again the State Department was conceried lagt
tho new council be too closely identified with the issuing bankers,
An officer of the Department. wrote -

“Mr. Rublee toid me when T laet dizeussed the subjoct with him, tbat the

Hew Yotk ieantug honses and baoke would ke willlag to put up the moper
[ta Ananee the Council], but 1 tbink thls would defent the wisls iden ¥

Wit Commingon's Exhibi Mg 24848, at 3.
Wb, ab 11807141,
Wid., Comminnlons Bbibit o, 205, st 6,
. WU, At I198=120, Commimlan's Exhibie ¥a, 284, at K,
*Id. Commliaton’s Exhibit Mo, 270 a1 I,

[

After the filing of the veport on May 23, 1932, the committee,
at the request ¢f the State Department, procesded to take steps to-
ward the actual formation of a cauncil of foreign hondholders
Articles of inearporation and by-laws of the new body were
drafted.’™ A tentative selection of members of the council was
made.! Norman Daviz had been offered the chairmanship of the
board of the new council and had wgreed to accept’™ The com-
mitics had sought financial assistance from ecertain foundations
which had taken under mdvisament the contribution of parl. of the
necessary funds to defray the eouncil’s expenses e

At the start not all jnvestment bankers epproached by the com-
mittee were favorable to the suggestion of a central protective
agency.® The position of J. P, Morgan & Co, in June of 1932 was
described a3 follows in a memorandum prepared by an officer of the
Gtate Departmont ;

“Ne =single thing ¢onld belp Uw movemépt more than (e support—even the

Fosalve gupnert—of J, P. Morpan. ‘Fhot hovze hog eonHnued to oemalo Q0T
pletely on tise fonce, from wlileh posltlon Lts gloncos BAve Been cool ratlier thao

Sympathetie ™

Mr. Howland, in reporting a conversetion concerning the praposal
for & cantral protective organization with Parker Gilbert, of the firm
of J. P. Morgun & Co., stuted that Mr. Gilbert “wgs pleased with the
ussurance that so far as we know no one contemplates an Stpanize-
tion which would take entirs control, forbid or deter the formation
of conmittecs containing representatives of issuing houses end in-
vestors and exercise a sort of dictutorship, discharging the ising
houses of all indrai responsibility 'and depriving them of &ll oppor-
Luanity to assist in retrieving losses; a plan on sny such lines would,
of course, be absurd " 1% Thiz Kem, as will be related, subsequently
supported the council whicli was formed by aontribating substan. *
tially to it,

™ e, qb 1181350, T304,

" fd.. Commiasion's Eablblt Ne. BEG, mt 3.

eIl Comalales's Exbiblt oo 269, st £

WL M.

W Fd, (ommledlen's Bxbitite Me. 285, at B, Na. MY, ab 4. i

¥ It In joterestlbg to observe lo soeh bapker relyctance to 4ccept the proposs] af a
o:ALral wgenew, B repetlilon of thn experience of the Beldel Croncll at the Yme of 4
tormatlen In 1446 1. Geratenberg, oot ol Lhs pobclpal sponsoce of the Bridab Coun e

wrle b Lhe time {

TR caukn of Lhe Cuunci] BO8 mer with Nlmast unERlGoR ke rt, snly poms of the
lean contraction Booass Junderwritora] recmed Go fear Lt mighe Intarfeme Tith them and
[ooh upoo it 4 a Wind of asperrinloc arcr thelr opermilons.  Thor LS8 In tRF FLie jhe
Inteptions ol tho orlgltotory of e Movemenr. Thene I o0t tbe ermoeest liep to [oter
fﬁ:‘ﬂ wiih froedom of drede in farclgo inapm ¢ s - Lopden Timey, Movember 14,
1 . . . . .

R of. mupra oote 2T, At 1202; Commisrlon's Fxbillt No.. 2AT.
" id, Comminion's Exhipit Mo, F6E.
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When Title IT of the Securities Act was approved on Muy 27, 1033,
the work of the infonmal committes ceazed, as it was thoupht “that
the corporation set up under Title FI when the Act woubd bocome
eflective, would taks the place of and supplant the private protective
comumittes,' 1%

Whils nothing langible deuelﬂped Teoan the work of the informal
corumittee, it pevertheless Jaid the gproundwork for the formation in
the fall of 1333 of the Foreign Bondholders Protective Comncil, Ine,
Many af the committes’s suggestions were incorporated in the new
Couneil, although the lailer, as previgusly pointed qut, has fune-
tioned in-many ways gquite differently than was contemplated by the
cormnittee.  Furthermore, soms of the members selected by the com.
milles {0 ael as directors of the organization when formed, were

appointed to the hoard of the Council,

As related above, the Tresanry and State Depurtments took the
indtiative in Lringing the informal comnmittes together to conzider
the problems invelved. The State Department, particularly, had an
especial interest in the formation of & protective agency, as it was
hoped that such s agency weuld relievs the Depurtinent of many of
the vexing and dificult peoblems presented by the food of foreign
bond defanlts.  Anoffiecr of the State Department, writiog iy Marcl
of 1922, deseribed the sitastion end the sdvantuges to the Depactinent
of such an organization as follows;

"Egeh detoult slluiation crentes diffloulties. The lovestors BATE i FeOouese
in law; they therefore (end to opieal to this Goveromenot  Tiis Govermneml
chngGh wistly undertuir to folluw aod eopsisptly Iplesvent I ibese glbuntions,
for such jmtervanilon wnuld color nnd complicate the whale conduer ol our
Torcigw relations, Io tegund 19 ‘each defuult, thees 1s 8 tendeney fut agiation
to arlse o favor ef pundshiment for the forelgn defaulting goveroment, o0 wilch
wiltetlor mome members of Comgress fre wp 1o glve Dssbitanos,  This slu
Hen will vontinue to sgeravmte LHself 34 1me goes on.

VI seesaes plRle thae there bs 0 greal pesd for an adegore: orxnmmtlm 4
the Lendhulders themmyolves to prorect thelr owo letercets. The lssuleg bunking
hooses bave proavom 10 bee, 0 EANRT ey, cbther noedliing o take e reapon-
slbility and eaat af followlng the situntlova. or unwelcome eliliep In the ore=z
of the beadivoldrrs or of (e gorernmetts genrecnsd. T osnme irnportoot In-
stiancts the banking honses are the abdett of smch srveee critlclzm o ft'}r'ﬂ,gu
Iands {eapeedally whone the 1opos were ofde ko eene reghme which wus sub-
anqu&nt'lr uwerthrown} that. lheir actlons are ineffective. In other indtaaoes
lagulng. panking ouses Lve, gooe ouat of exisienoe—szsoch us the Lee, Higpinzsoen
Compiny=—ar are aAbout Ly £5 guk of exiatence {Roch as fhe securbty colma nlis
nrganlm}d By the Chuge norl the Mavignal Gy Raoksh. A great number of
tnndholders' protucuwe organizatlons sprang ot existence to AU this necd,
Etme of them werg organlzed with fhe thonught that théy wawld $nread thoough-
But U whale fletd ; wihers were argaobkied metely Lo take care of the lLiolders
of & Tew laswes of odic couuley, Thost orgeriiabons vary treméndsusly In the
charactet ¢f thelr peraconel sod 1o their purpases. Sete ore whally erpotndie:

" ra., at 1209, 1210

]

sume verge o balog digespurahle, All muost snstain themgelves foom the bogin-
g by eceking demesls of bonds and putting charges upon the boodlolders
wha buve aleeady suffene] tebs. Mone have achieved anr substaniinl degrec
vk 1_11i1-iiu repate ot bnfluenee. I some sitwadlonr rieqd protective cominltiess
have spriaeg ape o contest sach orhers' offarts, Io o few aftuationg * * *
the aetions of the commliter nve been such 08 bo actumlly prejudice gerlously
the Interesrs of 1the hondbolders.

"The Btute Department, when approsched by those commbttess, has gvolded
erpinent and held itelt free fo give or refuse asalstenee. g chroumstancor seem
1o mathe wwlme

" L] L - ] - [ )

“They growing euniber of defaults, tke agitation omong the bopdbolders, Ehe
development of INAGNELLe prolective ngoclntlous, the compllealing effeets on
the forelgn relutlons of this sountey of these default sitaations all bronght hethe
to the DIteprriment (he desirabilier of bavisg en adequate snd dlslotercstod

‘ergnplzation ameng the bendholders Lhemselves fov thelr own protection.  This

wus visuallzod by the Dépurtment, oot &5 & slep towards deline diplomeey Wit as
o Atep away from e Tn the pbserce of such oo orgnateetion It ds elmost
Inevitable thob the Goeernment wiil be dengped inbe varous slluntlons in sn
“ffort 1o protect the Amerlcan nvegtors ageinst wholly unrair or diecriminators
treatment.  For ond Lhiog, the Inwestors of European couptpies are solidly
vrgAnized, and oiturally erert themselves to pet from foTeign povernmionls s
farorable termsz g possible,  Beveral lpapottint lostances of  deerfminetl o
AgDInRL Americin investors hote alrendy arlecn.  ff hag beon the thouphi of the
"'~‘I!u fe Deparineend thal 5if ua sdoguaie inffuen ol gimintorested body wore forseed
oA g IRE mutsiore henrelecy, Thie Deporisient could kecp frec of situelions {f
otherwoine woule Aave to ymier.  Then i addiffom {0 the cztenr fo which Jovern-
ment ackion and swnpor? scemed apprapriafe, 1 could d& given ts an effective
hodta body whose generad pergorce ond sinndieg war catablished, rofher than
the dedicr whoae somecal sianding and purposer might bo doubiful, [ alles
su ppr [ed, ]

“Wher I bp-eame clear that the (neestory themge|ves wore tpo balnlegs m
ﬂrl.uui?»_ without' mcmtrngemnnt. the qiate nbd Treasur}r Dapurtments  de-
clded ‘[atout 15 mbblke age) to endencar to encenrnge the formation of 4 ault-
wble body, I mclectid A committes of Bve picsone knowe for thelr ablilty apd
dirlntereetedness (Goorge Roblee, Chirles P. Howlarid, Profesior Kemmerer,
Thomes .‘wla-:ln Perktns, Gl Flerre Jay), to study the probiom ord ta FEDOLL
upan it. Thl-'a group studled and suhmitted Bn l:aul.llnn of the conatitmtlen for
the desleed organiz.nti:rn “The De'partment, tiven asked thi Evoup to nndetiake
[a try ig hritug [t'into exlstence. Thut” n:l’.t'u:t 1a bailmg conflnned gt [EaEEnL aud
anome to be npprnachmg Futeenrt ¥ .o -

. "The' precedlng petq forth 1o'shmmers (hé réasons for beifeving the crentian
of the tlght type of hondhalders orgaidzitlot §5 to be greatly dastred. 1o
would e & move fowe g slmnl IFing the work of the Depmrlenent omd -of of by
hralmhcs m‘ the IGn:n erament In regard to forelgn default sltvetlons, rather thnn
4{1] ::f.rnr.rur_'r._ Whet asﬂﬁmnm Lhe Gus‘ernmmt mey giu}, Lbiz urgnntzar_i:}n winin
and Ag it mﬂj‘ et ‘entn E!iﬂtenm will Yemaln ontirelr whihin ipe dlam-enqn
uf [he Gmtrnment itselr' ‘NT-J pledge or any kindl BaR teen or' 'th(:u]d he

L"h'EI'I (LR} N , ;

hho4 Furl:.her nmrdlng, b the conception, b [the proposod cnunci!]
wouid be ooe that wae defluliely not un:ter the mntrul of the bankera or.any

I, Commisnlon's E1blbit No. 285, at 2-7T,
™ Id., Qommlpsions Exniblt We. 295, b .
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other group In the community (though o 16 sub-comimitiees kandling mpeclal
sitentions, bunking loterests uadonbtedly wald fave to e represeuted) ¢ o6 b

Lastly, when created 3t should have an Indeprndent extstence fperhnpy incar-.

rorated under Inw), and comdect [y awn negatinthons with forelgn oethorities.
Fhe Deparimont of State wowld ot be commitied fn atiy aollon fn regard o
any sigalion, TIn foct, #f 1oas Aoped that fhe cTieioree of Mg eouRetl wooaid
perhaps fespen the wecctricy under which the LDepariptent of Stoty might tays
18 fake cognirnnce of default sftnafione » » = SO [Itales snpplted. ]

Mr. Rublee tastified concerning the adventapes to the State De-
partment from the formation of & protective orgenizalion

"Qr DA the Btate Department or dur representatives of e Stee Depare-
meht crer dlgeuss with rou the eoelts which wanld accryt to the Btatr Depart.
ment through the formatlon of & eentral anthuritative pratective organdzotion
el 08 you hud in contéempintion?

A T think ther did on g numbser of ooccaslons, Ther M nl the verp fipst
mnceting.  Thoy thougitt sucl o body; If it were poslble to estgbllsh one in
thig eoualey, would be of great hencdt to the Etate Dehurtment,

Q.* * * Do the quotations whicl I bave read M e, the flullelzed pas-
RAged io Lhe above quotntion} deseribe tho tebtfia to the Stote Depatiment na
rou onderstabnd thern ' ’

A. Tee; thep nre precleely thase we anderstood ns the benetits Stiled by the

Department™ ™

On the same matter J. Reuben Clark, Je., president of Foreign
Bondholders Protective Couneil, Ing., in writing of thy valie of such
AN arganization, stuted ; o L.

"Il eould prelfere Uu: Department of State of hupdens thd respotsibitthes
which ofttimes eote at inconreniant trecloda wehen pther nutional interssts Dre-
YeRL the cxercise of 0 legliimate nteeest st dnfepce ln behald of wtieh Longd-
Loldeyg * * sbm

As the State Department has so clearly indicated in the abave
quoted memoranduin, defanlts on foraign bond jssues inevitably nffect
and color eur international. relations. "The State Depurtment hoped
that a central protective agency of the “right Lype” could relieve it-
of much of the emharrgssment involved in'taking official engnizance
of ¢ intervening in default sitwations. This, to a’large extent, as
w¢ shall subsequently develop, has leen secomplished through the
mediuin of the Forgipn Bondiwolders Protective Couneil, Ine.. But
the effect of defanlts and the resulting negotiations with defaulting
governments on our foretgn relations necessarily requires the State-
Departmient to maintain #'continging interest in defaull situstions.
Acdordingly, the "relations which exist between tha Department and
the Foreigm Bondholders. Protective Couneil, Tng, as well a5 any
other. ageney or protective .committes in the foreipn field, assume
significence.  These matters will be explored subsequently i (his
report, c . . - :

Y I, Commiplon's Rehibie ¥o, PER, st I-2.
T™Fd, ap 1207, 1208 T T :
™ Gp. el Hpre note 35, Comomlaelon's Frhinie Ho, 18, ut 11.
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2. Ewactirest of Teree 11 or mE SEcumTies Aot oF 1933

When defauits on foreign bond issues began to assume alarming
proporfions, & feeling alse developed in Congress that the United
States Government should take all proper stops to create an Rgenay
to defend the interests of the holders of defaulted foreign bonds,
The initiative wes talen by Senstor Hiram Johnson, who had oon-
ducted an intensive snd effective Investigation of the flotation of
foreign bonds. ™ On May & 1933, he submitted on the Hoor oi the
Senate an amendment, designated ns Title LI, ta the then pending
Jecurities Avt of 1933, providing for tlw creation of a Corporntion
of Foveign Security Holders as a guasi-governiments] ageney.t* On
the same duy, Title I sras acceptod by the Scnate with only two
changes and, together with Title I of the Secnrities Act, was
referred to conference with the House of Representatives '™ Titla
II crcrged from the conference unchanged, exeopt that the nymber
of directors of the corporation was redueed from twelve to six and
bwe important sections were added ™  Both the Scnate and House
passed the Securities Act of 1933, containing botl. Title 1 wnd
Title I1, on May 24, 1933, % and the Act was approved by the Prest-
dent on May 87, 1933, One of the new sections sdded by the House
and Senate conferess, hawever, prevented the immediate creation of
the Cerporation of Foveign Sceutity Holders. This section provides:

“Thia Title ehalt not toke effeel uwtfl the President finds fhat lta taking offet
I8 In the pubMe interest and by proviumation s declapes, M
As the procilamation s never been made, Title IT Las wevor Yecome
effective.

We shall reserve for later detailed diccussion an exsmination of
the provisions of Title IT and an appraissl of the COrporation Lo be
wreted thereunder us & mediom Jor the readjustment of defanlted
Toreign bonds. At this point wo shall develop its terms only in so
far as they have a bearing upon the Foreign Bondholders Protective
Couneil, Ine.  In brief, Title IT provides Ly the terms of the At
ftself for the incerporation of a Federal “Corparation af Foreigm
Securicy Holder=® far the purpose of “protecting, conserving, and
advancing the interusts of the holders of foreign securities in de-
fault.” ¥ Tee six direetors and their snecessors would be appointed

M HenTInE befors the Comeittes on Fionnog, purEodnt tn 2. Rea 19, 1724 {ong. It
Heds, B !

T Cong Mec. TRAT [1paz),

WLl AL EBET-0, : ' S

™ Houng of Hégrresenlat]wen Conféctore Fepart on rhe Serurities Act af 13 (TR
Cobigress, Iaf Sexelon, Report Mo 182y, mt 7B=20, Heon 2310 and 211 of the b1 were
added ta contersnen !

™ IT Cong, Ree 48R, 4140 {1833}

T Becaritlen Act of 1033, Titla LI, mec. 211,

"I, wer. N1 Ber AMtorsiop o foor of Eroats relative 10 Wy Ingorpotatisn b¥ RO
aet of Coogreps, T7 Coog, Rec HEI0—2903% [T%38].
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by the Federul Trade Comanission'™ Ko person could be eligible gs

a director who within the preceding fue years possessed 8Ny interest
ik any spency which liad sold foreigm honds's® The Becanstrietion
Finance Corporation wenld he authorized to loan the coTporation
375,000 The corporation would be breadly empowered to Prrotect
the interests of the holders of foreign bonds; it could, inzer adfia,
orfFanize prolective commitiees, ancept deposit of bonds, and nego-
tinte debt settlernents with foreign povernments 1™ Title IT of tle
Securities Act of 1933 is printed in full as Appendix B hernta,

While some objection to the measyre developed feont private inter-
ests. the prineipal objeetion came Trom the Government jrself, Ray.
mond B, Stevens, then a Commissinner of the Federal Trede Conm-
mission, after a study of the Title [T corporation and the private
protective agency proposed by the informal comnmittes, concluded
that the interests of the bond)iclders could be served to better advan-
tage by the proposed privats agency '™ The State Departiuent was
of the same opinion, 5 Their principal objection was founded on
the governmenta]l churacter of the proposal.  The measure did con.
tain A seclion, added] by the Senute and Hoyse conferees, that the
COrpOrtion was in o way to he considered 15 representing or anting
for the Depattment. of Suate ur the Tnited States Government, v
Nolwithstanding this disclaimer, it was helicved that by virtus of
Federul incorporation of the protective spency creaied by Act of
Congress, of tha Lppomtment of itz directors by the Federal Trade
Commission, of the loan to the caorporation which the Roconstruc.
tion Finance Corporation was anthorized to make, and of the gen-
ernl circlimstances surrounding the enactment of s Act, Americun
bondholders snd foreign dobtors would consider it in effect ns on
instrumentality of the United States Government ipself. Oiher
objections of Tesser significance wero raised to the Act. All sgeh
ubjections will be reserved for Juter discussion,

CWRAE, sec 202, an @HgloRtlF Snerocduee by Sendtnr Jobnson, 1ma btarel af dirgetnrs
of the corporatlon wope fo Wt thelr pueeessors. Thig won chonged the day 1he Act
am intredieced Lo provide thar sucoesars of the clltectors Brar dppatnied would Tl Hewrlg
b appoloted by the Fedoral Trade Commirpon, 77 Cong, Reg. HME-2HHH) [1RETY.

W Beturiles Act of 1833, Tiths IT, aec. 2,

WL mec. BOB, Tlkg L 13 the torm letradoced by Senator Johraow, wurbariprd the
Retoontruotlod FInAmoe Comsarutien te lana thr corporatico SBO000 o ¥ORF TOr [hren
‘FEAT™M.  Tha prracne bravieion wad accepled aw ao amendaat the day the MERaUTE Waw
nttiElnee). YT Cong, Rec Ypo3-goog T1834]. ’

- M Borozitlen Ace of 1933, Tigie TL. meca. 503, 204

= Op. off. gupra note 27, a8; 1, )

e 1l Commiusbon'y Exhitit Nea. 274 272, . :

= H. H. Conf, Rip., op. o, suges molp 178 AL 20 Spcurflien et ufTIREA. Tale 17,
ree. 214, .

™= bee infro sor, ¥, I
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As might be expected, the investment bankers who floated foreign
bands were oppased to Title [T It is but fair to sy, however, that
thetr opposition apparently was netther organized nor effective 1
and that the regponsibility for the nonereation of ihe Til:.ieIII ot
poration may properly be attributable to the Government healf .

3. Sters Precepixu Fomuatiox or Fonergy Boxpumnsrs Prorecmivs
Couxemn, Ixc

When the decisiun was reached nat 1o bring the Tiile IT curpora-
tion inte existence Ay that time, Raymond B Stevens Lecame active
in the forination of # private councili Although the informal
committes braught together in April 1929 by the Stote apd Treasury
Departments no longer continved to function, two of its members,
Pierre Jay wnd George Hublee, actively assisted Mr. Stevene 15t Mz
Stevens, however, was considered the MEINSpring of the movement. 1
Final plans for the launching of the Council were rapidly developed.
Mr. Stevens, together with Mr. Rublee and Mr. Juy, undertook the
selection of the first board of dirsctors of the new organization,
using #5 A aoelens o few of the persons ariginally chosen by thg
informal committes. The testimony before uhis Commission con-
vereing the selection of directors is as follows:

“Q. Cowd yen state, Mr. Ruhlee, ani you alse, Mr. Jay, when Fou come to
particulur namcs who relected the partlentar mrzon involved? “Fhe first name

in Q. F, Adoms.

Mr Roerr. I dan't knos, Pechopa 1 siggested m. Flis nasme  was
Goe of those that we bod Invite to Beedine a merber of thi: Cooneil when gur
griul wia ruaning the thing before Title TI waa epmetod. Wi had gottan o
et of vitraes and we made seleetione from the lst, nud we pleked his neowe gut
of thuat ks

9 You would say ilat he was aelected by the ociginge group?

M Ryerwe, Yes: Le wiey retected by e orlglaal Xrouty,

Q. The neXt time 1y ¥, D Boker,

Mre. Mimiee, He way aleo selocted by the ardginnl groop 1o the srme ™Ay s
Mr, Adlamz

Q. Mr, Bl

Mr, Ruoee, 1 sIrgges:ﬂl Mr. Bell's nume.  He wakn't selected Ly the gelpinat
Kroup.

Q. Mr. Chyhn,

Mr. Tav, T sngeested bifa nnooe

UT Sea testlmany of Ralph T. Crone. Tormezly presldent of the lovesiment Heokees
Aviocloflon of Amecles, ap. cIf. supra nate 27, e Ms02-104kd, wnd of John O Traphagen, id.,
e 134%,

™ Hee donlbmany of 3z, Cennae op. ¢k, fugre ooie U7, ot 12— 100y

AR, ol fwpra nove 2T, gt 1210

W rd, mb W20, 1217,

WS oAb 1217,

LI HM T ——a



g

Q. He wasn't o member of the orlgioal slace?

Mr. Fay, Mo

Q. Thr pest name 15 J. R Clark

Mr. Borcer I suggesbsd Mro Clark's nome.

O W, L. Clarion,

Mr. Jav. I suggeated hls name.

Q. Wag ho sthested by the orlgioal groop?

Mr. Tayv. Mot by the orlzinal group.

3. Mr. J. Cowles.

Mr Jay. Me Sfevens, In moking equdeles s to people 1o that seotion of the
connery, torued up bis onme.  Who suggested it to bIm T don't know.

Q. He waz or wiy not anggested by the orlEinal groop?

Atr. dav, Ko the gnkr atlwrs sogeested Iy the oeigingl gronn weee Mr, Morris
fod Me. Traphbien.

@ That 15 all the remeiolog nomes witch T wiN read were not pelocted by
the orlginal comtaittee?

Mr. Jav, BEzeapt Morrls aod Troplegen.

Q. Thi next name lg L Ekero

Me. Jay. That Mr. Stevens found frim inguiry.

- & Mr. E. 3, Hopklns

My, Roivre, | soprgested hilx anme.

Q. Apd tha mext name Is Mr. Jar, and (he uext same sficr thet S8 Mr
F. La Follette.

Mr. Jav. I zugpesled that nime.

Q. Mr. B. Lane. )

Mr. Jav. Hlz mawme wos on o list  Mr. Stevens asked Governer Bhick of e
Federel Boserve Boord If he neoobd suggest someowe from e Bustern Senth,
He sngroeted soue nnses wod Me. Lone's bame whs Eugevsterl. I happoped to
know him persooolly,

Q. F. O. Lowden, . .

Mr Ntrevke, Tam incllued o think that I sugmested hls mime, 1mt he s o a
gencml Llat

Me. Jae. The et that clie commities Yad, Bab was wever bronehed.

Q. 1, K. McMurray.

Mr Far. Mre Stevens mode bygwier of poople o the Paoifle Coast. nod Ly
anggestoil & pumber of names ogether w1 s ghe,

Q. Yon hove alrendy mentioned Me. Morris cond v Stevess. M T, I
Thacher,

Mr. Jav. I swggeated hlm.

Q. Toe hive olfesdr meotloned Mre Traphogen. £ Wright.

Mr, Rusrre M Foia seggestn] bhim'' ™

On October 20, 1923, it was announced that upon joint invitation
of the Becretary of State, the Secretary of the Treasury, and ‘tha
chairman of the Federsl Trede Commizsion, the following persons
{selected as directors as above related) had attended a conference
at Washinptin te discuss “the creation of an adeguate and disinter-
ested organization for the proteetion-of American holders of for-
elgn securities”, and to “cooperste in the formation of such an or-
ganizetiopn!;

W rd,, Br 1218 12y,

T

“LAlkd Bell.. .. _______... of Figher, Bosden, Hell, Bogd sod Mer-
ehmll, Chltegs, IlUnoig

Hendow Cbubbh_ o _________ of Chobl and Sopn {(Muriee losureope),
New York Cltr.

W L ClRrbon_ e Andersdn, Clayten and Cowmpany, Homs-
ton, Texna.

Joha Cowlero . ________. Publlsher, 1les  Motnes Reglater nnd
‘Tribaythir, ’

Hertan EXern__. . _____________ former Augrner General of Wisconsio,

Eroeat M. Bopkins oo _____...__ Fresldeot, Dartnouth Colloge,

Phifip LaFalbette. oo ______.___ exX-Govertor af Wisconsim

Ml R Lanme__ L.l The Citigens and  Southern Snbgeel
Brek, Servanoa,

Frank Q. Tawilen . ________. eX-Governar of Illoals.

Orelu K, MeMorear_ ___________ - Dean, Faow School, UoSveralty of Catl-
Tarain.

Raland 8 Morsels._______.__ _____ »o formcr Amerlern Amnbazsodor te Japan,

Themaa T, Thucher .. ___ --—— tarmer Solbeiter-Conernl,

I Trophogen._______ ceee-—e--aw Froaltont. Bank of New York & Toewsl

’ Con New York Cler.
Qrulnes Welghto ..o . __ . trofessar, Tnteromifonal Law. Universlee

of Chigagn''»

All of the foregeing became directars of the new Council.  [n addi-
tion, Messrs, Charles I'rancis Adams, former Secretary of the Wavy;
Newton D. Buker, former Secretary of War; J. RBeuben Clack, Jr,
foniner Ambussader to Mexion, were invited but wers unuble to be
present ot the Washington meeting, s They alse beenme directors,
together with Rayiond B, Stevens and Pierre Jay.'=

The sama day a statement, was released by the White Housa to the
Iress conéerning the meeting and the centemnplated urganization.
This read in part as foliows: '

"The shluatlon now existing 4n repord o foreim sgeoritles 19 ane of ‘swp.
ALHEin] contorn-te the Aigerker p!_-unfu. A:méri-:-nu Fundz w'ers poat ot me'dli.s-
nosal of over fore fo're'ign gevernients amd had srsisted b Ihedr ©COn ankde
devenpment. “Wany of tbeee loups wro oW wholly or pordy 5o default. The
bonde ure Teld by large wumbers of Americans who Bove at the preagnt . o
adeunle magas of goting in toueh wlih caeh grther and orgiulzing e order to
keep thf;rn.spl_rnftltnfo_r|ueﬂ_nr cynnts alfecting their lnfvresty nnd of arrangleg
for the proper boediing of the dobe sltnatinda io whlch thef are conetmed. 7o
enne lnutances _-'.kaerlmn Interests’ may e sullerlug unfale diserindnation na
compneed WG the inTestors of other cotntrivs, o

“A bygk nfrnﬂuquate ocgunleation obvigusly exists to be urndertaken, In
fang sitnaulens the peogper preantzotion of the American bondbolders 1% urgenhp

 FROp. Bl wrpra note 54, Commitedan’y EXLIHE Me. 18 {Fnretgn Bondbolders Protectire
Counddl, log., dounal Mepart 1034}, af 14 ] B
s, Counenlelon's EXhitlt MNa. 18, ne.08- | ' . b

¥ Brbsoquent thanges in (he dircciornte ame qn folicwa: Urete K. McMurrey meslgogd
Aod wed succesled by Francls Wilte; Kaymaond B, Aeveny roxlened a0d wes sueemoited
br Jumes Gralton Regers: Ereest M ITopHing rondined and rhe remuteley vmeaper lins
oL bero Bl P, at LG1, 152, ung Forelgn Mondholders Protectiee e, Int.,
Aroual Heporg 1045, a¢ 7-4. -
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netded §0 order 1o make Tossible fuic and tutigfactary aTrAngemit whh foreign
urernments undergoing difibzalties, gnd (g DIOMCIF prolect Amerlen inlerests

"This e n task prleneelty for privere inluative and inlereses. The trudlclenuk
paliey of the Amerlegn Govermment hn: teen thgr suth [own pod weestment
transactions weks primarity private actigns, to he hanitled by ihe portles dlrectly
conceTaed. The Government reallzes a dner, wlilde the Proper Limlts of ineer-
Oetenal iw fad Ineeennrtbnng] omdty, o defemd Aeerloan Iuterests wlroad,

Lowever, it would not b wize for the Governeeur fo underiike dfrecky the

Eerflument of privace debt sftuatings )

"It was deeidad, therfore, ta calf tegether o smnit Etoun o fuko upan
thisrsalves che paetelgrfe duty of bringing Inte eristonee AN tdequate, offactlve,
agd dslntaresied orgunizaton $o ERYET o ik work. The grenaizallon should
cxist not for profitg by tor adding the Amerlonn interests which Lt wip Fer.
RCLE, Ahd 6f 0iding them 4t i lowest nessible exponse o e many thousnnds
of bondbolders,

"Because of the foct that these Interests oo wWilely seotteced, (he raog Lot
Hrirre Are 20 Iuny o ferent It 3etes to e caosldered, und Lo many dl¥ferant
FIOOLS t0 he comsulted, this fa no egsy task, Rur Je must be ackieved, rogd the
Genverniuent cxpects that b will bo achloved. The orgzintion when it eomes
iR¥e ertalence i to be tntirely independend of IRE Apediul private tetereat; §f ia
) hat'e Ao comcstions of wng ffrd with fhe LR TR Banking Roeres solich
wriginally inswed fhe loams. Ffowii docide fie ot affairs mdencHdently.  Nas.
firaly, its decinstons 1eitl wfting Telg dgpumd on the will of Moas whs porseas Ihe
FOCUrEEN.  Tan, another of ifw dulipgs waturalfyr =il be 1o ke imfimete cone
Tued wfiy atl American inforearn tcersed and 10 unify, so for ax Porsible, Al
AMmErican grovns dhal seok fa act in profection uf Amcrican fmlcresri The
drpanizelion contermpinfed iy g Amec il Be a wnifying conler far ike getinitiog
of off pruper Amerinen interasty, [linllea murpnlied, ]

“The owetlng was puiled In gtder to get the sk wpll tannehed.  Admiy-
[etration offcicls wit falow ihe courae of developments with fnberegh They
bave oo intention, kowiver, of soeking potornmenta] dlreation g sontrel of Ehe
nrEARiutien, nor will thes assume (EEpemslblity for It getions, Towntis
this orgemizitisn, s tawnrds gl gilier W@itmate Amercan fntereaty, the Ooe-
ernment will geek to pdve guch friendiy aid as moy b propot under the ofr-
CUmSLEMEE.  The group undertnkbsg the Coundotion of this crganlzation wile
UNDOUDEE, 48 Boun as possible, L Mong. In the cetlng todar zii phoses of
the form end work of (he cantemplrted argnoizatlon were discuaged, " =

The foreguing shnenncement must receive careful consideration in
ANy eXamination -of the subsequent history of the Foreign Bond.
holders Protective Couneil, Inc., for the Council has beer the sub-
fect of vigorous and widespresd criticism. Its critics have turned to
the foregoing press releasa as o statement of the Council’s obfectives
And purposes and have claiined that in Humerous respects it has
fatled to follow the conrse so clearly marked out for it in this
announcerent, There have been frequent allegmtions thae, COntTRry
' what the bondholders had been Jig to eéxpect, the Couneil is
domninated by the howses of 1ssue, that bondholders have no votes in

WOp. ol wupra note 5, Comyntmaion'n Exhibli %o, 1B, 1101,

T

its offairs wnd that in oo, sesse bes it unified af] Americon ETOUpS
which seek to protect Amvrican interests. The bases of t.]uasct critl-
cisms and their validity will subsequently be exp]:}rfbd in detni ¥

Following the formal snnouncensent of the Council, & small zroup
was ehogen to perfeet its organizmion, composed of ;

Reymond B, Stevens, Chatrman,
Hemddan Chubb,

Tlwmas D, Thachar,

Jolu I Traphagen, 19

4. Owoantzarion oF Foreloy BoypHoraers Proreciive Conxon, Ixc,
a. Organization Meeting

Another meeting of those who had been selected us the first di.r“'
tars of the Council was Jeeld st the Preasury Ilepartment, ﬁ-’gs]upg
ton, on Decotber 15, 1933, To Llds meeting the special orgnization
committee refeered to above submilted its teport,"* together with
the proposed certificate of Ineot proration E"d. I:n__',--ln.v-:s._ of the new
organization.®  The certificate of incorporation having heen filed
ot the morning of December 18th, the group proceeded ta adepl by-
laws and perfect & formal organization, _

The Foreign Bondbolders Proteetive Coungil, Inc., was ineorpo.
rated as a non-stock, membership corporation wnder the laws of
Muryland.®™ It is & nan-profit corporation in I.!us sense that its mem-
bers may receive no dividend or ather distribntion excepl as rompen-
sation for servives rendered. ™ The certifieate of incorporation and
the by-laws of the Foreign Bondhwlders Protective Council, Ine., are
printed in full as Appendiz C hereto.

UT fpa fifed fec. V, 0L 8 it o 30 o 18

"M hp S auRFE oote 3%, Commlaslong EsblHr Sn. .ot IR ) i

""J-f-, Commlrflon's Fxblble Wa. 1k ae 1%-20. Oeonaly sepetts of thig report Wi be
dlErErned Tafro with reapect ta 1lin functioiug af the Toupell.

= rhid, N o

¥4 4L, Comnaltxlen’s BExbinbie ¥o. 19 ny 2021, Ka, on,

", Conunleslea's Bxhiblr ¥u. 20 - e

H..ld'.: Commigalon's Exhitie Xo. 20, at 4, snd set of . a1 106142, The melevant pro-

¥laion af the cetilleots of fcorporutlon th we follows:

Jep-
' Hoo 18 ool orgmnleed for pnd shall wot engage in angy boslnces or um :
:auﬂ*rn':fr:ﬂmfmgumuy prrulil:nnl' !tIJa[ mrmbel_:'ﬁﬂngg “wi;“?f"ﬁé? 3:’13'&%? ﬁuﬂlebft?ﬂ?r:r
O L [£1] X Joruiie N '
:,’,?.,'Lﬂf,’;b;,ﬂ ;’t QL'E:EF;ETAHM _:‘u; mgvlgt-r”mnldrtrlm. ﬁpﬂgugmmﬂgﬁng«tﬂ
tevorest ot odveoced mede, Upoo the fina] e a.u%u wo o e chrportlan and the
fequldnknn of s afalm, I8 aescis phall be ol Lt fiemg 5:} lt:ﬂ In: mg ety aad poes
and rhe balange of St msmela then rnmnlnlnf FLLT] Eq T (2, 10% shjects ard pur
odes for whith the Corporation was arganited or tn Kome o - ts or
11 réta 1o mceerdaoce with ony feheme or plo AP 1
ur[t?lr!lv{;:.'iu T"mﬂ?iﬂ? ::F m:!:lm TQEMI‘L! “t\uﬂulltutlng itm E_uu.:rd Qf DCerorm mt fhe
l;;m.' of kuch final dlam]utfun rend Ihipsldntlun  ¥eo Appenily o, 1.

lelzian of the char-
Tho gennral porpcrk of Ehe forcgalog Ly [he same a3 ROA]OKBUE OTOT >

ter af ?hu Ariflan Counell. See op. £ir. augrd, aate 27, Comaolssion's },:h!m: Ko, 2HA,
nL A2, wel Fapth |’ Appoadls A, 1, )



8
b, Corporate Puwers

Under its certifieato of ineorporation the Council is authorized to
protect the holders of oblipations of foreign povernments, direct and
governmentally gusranteed, ™ and to negotinte and effect dabt sattlo.
miente, and when neeessary Lo invite the deposit of bonds will itself
or with others and to jssue certificnles of deposit therefor ™ The
Couneil is also empowered 1o colleet statistios end information gon-
cerning foreign bonds which may be made available to bondholders
1f deemed expedient by the Council ¥ Tis powers in general closely
perallel thess of the British Couneil » '

™Ik should br ngted thot the bBoods of Totrign priwate eorporntions turkylog oo gor-
erominisl pULhnaler gre nat Included wiybiy e Coaincila spbiere of metion cxernt wider
brrrim] ¢lrtumeinhecs. Respecting thla. J, Reuben Clatk. Jr, tesrifpd -

"?. I bellere 7ou meptloned Foslerduy that rhe Caumeld dig gt undertalre g peatest
fn'f t% mr:}orﬂlc iemuen.  That Ix corract, 48 (0T

. Ve, alr.

(O Whii happeon to holdess of Forelpn OTRorate Lasues? Whe doea protect rhem?
Th theee any wgency Ibat Spea T -

A Al 1 madd yeetordgy, there wee certnls drcomsatances yoder which we dp undertake
bir protect Ibem,

§ Hut thew are encher epecisl 7 .

. They wre glpcumstancey wlrre fhp CIChEDL= bn bokon cver, ar dbe bagdliog qf the
etxchrnge, by tha l'nn:dfn EOFCInmenl, or whebe tha govetoment Bag guarantesd fhe beoddy,
Thet Im pal e ppecla ﬂﬂwlﬂl'rn. betast 5 grest many of gor foredgm defsubliecs pare
vadorisken to cantrnl ehelc oe D, . T

Q. But'don't ;nu Thlok wo autberitat!ve céntral srewnietion yhoule foclode 1he forrps
mTum:t leaugs . . . .

« Mo, mie. 1 thiok a man mokipg &n Invenipent 1o a I'UT\I"[F'!] carpoente  [eaae g
EDOposel to mAK: It neb oo 1bhe Talih af 0 povernment gr Aafp of lin sozillate oresnles-
Lioma; be makem it 0g the falth of o Fiven loduslry. Now, wheo he makes (P oom 1hn
Talth of rhe given Indumtrs and por am the falth of the metlon, Be must Lsok tn tha
fodoetcy.  And uhuallr fpraklng, ar lovesiment made= ugder thome cir<umstancen ipg
Foawe ot 01 machinery wel up Lo (0ka cRER of L

To reptdt what | hhve wndd. woen Phat forelgn gavernment wtepn 1n and jnberfoce
with the acrmal cpeatlan of 1het IRAUALYE wndl Elie Lranopiesloo of rhe pecessary furg
bo Lbl8 tountrr, then it giew gver Iota Che tatepary of Seauce of baods which the Cagkell
Jues LrF 1o frotect, _

- b undersrand the Halluctlan you nee mkirg. "Bl do 5oy Hndw If the Brltieh For
chenn Counclt vmbracca Terelgn CurpiTnde Jnaues? A .

A doo't Xhuw; but il dw WF unferwiandlug thal i Londles ontp fFoTetnment LeAnes.
I moF b wrong shaut that, R

Q. E8 your auneil ever atlacaimpied, cr hawe yoop AMsecraTw 0 the rreciilvr commoittee
dlBtwruned, The dnu!mmllttv of broadening the wIRpE 80 a4 1o DriBg In these foralpn lamen?

elr In the cune lcehilaned. where tieos 12 8 sontrel ol ezrbAnge oF whem the
foralgn gaverimend Anteclerrs with the thendmingivn of Funds, .

. Bag the Coonell evep bien anked Lo rapteRent torolat Curmrate leagas ¥
. A Yrs; wo have Fraplentir pad people cumn abd deslre thit wes Interreng oo brball of
£0Ine forelgn lodyetry, .

4. Excrnt for the kpocisl cnpee vnumatel, o0 s cot geor 7

A Mg, wlr; we o nat, y

O Ero reu recall whether bis Crunel]l hen Lcn ctidlelead fur cxcluding Auch Ixsurg

A. Mo slf. | recall ng eplelcimen of Lhat,  You wift recall = 4 = that ‘our chorler
FALCtcte to Hnmmmenml Inau¢8 exorpt uDder cxespilnent drelimatnneee, - -

S0 1 perall chat T Bat m; ueatfonu wiere addressard 1o-the Podalblilly of An npesdmept
of thint chnrter an g tq Inc \Jge Torelgn corpornie fuvaen, -

A D maleht 2dd thot with neo FIF two hilllon dalinra snd LRE [ucums 13 Qe fdult on foworn-
tl:ll'r.utr u:-mrrFlllﬁs. ta t,a:lue on the ?nr add [tlame] airnm!mu that nﬁl ln'mt'l'u:q in p-.l'!'l‘ll'[E cals
PO Er ficdurlHens wanld BFIemp #lmet nny Jrgenizarlon yoo etuld st wp'  Gp, eds. LA ]
Note BN et 24E-D48 T ¥

"0, Cowelsglina FEnibic Ko, 50, mt 2. The founell bem oot exerclpsd thly power Lo
malbelt depoulin. (4, ot 147, : ' . !

= d., Cortilaston’a Exhibit Mo, 20, aL 2

= Ber Appendiz O 1. g hewrers of Britlab Carporatico scé fotth ip Appendix A, T,
Mt the Brittgh Councll bun obe pewrr which |5 mot doclpdod mmong (he AmeTlean Countit's
apecillc Doween, Thin by the BaWer; “to take wuch mteps a8 mey be deemoea expedient wlib
the wew af FiUtlog the adoptlon of clear eod slinbly Formrin of publle wecuritlon poed Jung
a0d seond prnctples 1 Lhe condfelona ggd Iermb theoeol,'” . Ber Appendly A, I Whoher
the Dritiah Councll bes ovar exerclaed [his power |* not kpowo: The Tlele 11 corpoTation
AR glren i mame nothaticy |p sractically ldentleal bnpguage. Eectrities Ace of 393R
Titde 11, sce. 204 [7),

Y9
& Membership; Election of Directors

The members of the Council are divided mto classes; wis, full
members, contributing members, and foundars® The full mem-
bars are the directors of the Council and the only class of members
entitled to vote. Their memlership zutomatically terminates upon
their ceasing to be directors.® These full members elect directors B
at the annual meeting of the Council. As the voting is vested exclu-
sively in the full members, ssho all in turv are directors, the directo-
rate of the Couneil is ebviously o self-perpetusting body, Al other
members, aithough not vested with veting power, aré permitted to
attend general snd speeial meetings of the Council.

No dues are required of tiw full members, although they may con-
tribute voluntarily to the Council® The contributing members
snd founders ure clected to membership by the board of directors
or executive committee ™ Contriboting members pay annual dues,
The founders pay no dees but do contribute one fixed sum upon
election and thereby become entitled to life memberships* In prag-
tice each payment by o founder has been Wi the amount of $500.7"

tl. Directors, Clicers, and Executive Committes

The number of directors aa fixed in the certifieats of Incorpore.
tion is nineteen.™* The first directors were named in the certificate of
incorporation?' and were selected in the manner previvusly de-
scribed.  Directors as sueh receive no compensation bur do receive
traveling cxpenses in atlending mectings ™

The certificute of incorporation provides for an sxecutive com-
Imittee “to cxereise sll the powers of said Deard during intervals he-
tween mectings of the Board ” 2% The membwrs of the execulive con.

B gn off, pigra Bete 40, Commilualon's Bxhibit Mo 20, nt 6. Tiae Dritish Corporatlon
uf Farelgn Boodholbore ban quif one cluse of memmers ; iz, its counel] of 21, Heg AupTy
this mEcilpn.

F 00 ot supra nets 98, Comnuleebic's Bxbinld Mo, 20, of 5

mid, Commision's Exhibdt So. 20, we 7. See Appendic ©, [). Tie term of gMee gf
oach Alreclor 1e 3 vFears. Torms i€ staggered g0 Ehat oppriximataly anathirgd of the
dicocters ate cbocted each pear, The Brillel Councll bas an {dentical Atrungcment.  See
Appecdix &, [

W Op. oft, supes nole 88, Comulskkon's Brhablc ¥o. 20, at 4. fes Appeudlx £, 11,

=1 dp. eif. aupra pote 30, Comfnleslon's Exhlblt Mo, 20, nt b,

B, In praciice the coecut|ve coltmitton clecks ie contribulie g mwefibers  Fd., wt
143-14E.

s, Commissdon's Esbilit Ko, 20, at 5. The fooodet members of e Counc]]l ars
Hendon Chubb, dreowitle Clack, plapsat B. Houghton, ¥raok o Lowden, Aodrewr Mellon,
Opdon L. Mls, llcory L, Stmson, and Thomas Tr. Thacker, Farelgn Bandholders Pro-
tetibve Counedl, loe., Anaoual Beporl I35, at 525

M Chp, $f, Mpra ogle 27, Commlenlon s Exblolt Mo, 284

BHOp. g, shprs ogie 04, Commipden’s Exbibie Mo, 20, at 8.

IS, Fee 4, wt 180134, snd Appendiz O,

®Op, off. supra note GB, al 148 Commismaz™s Exhibit Mo, 20, wt 8. Tie mcmbers
of Lbe Eritol Councl moy ke pald o gom Dot to excesd £100 4 Teaf. See Appendlz A, T,

W Op ol pepra note M Commilcalegts Brdiblt Mo 20, mt #
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Rittee may b:, eoflipensated but in praciice ne member has received
pa._ylfor serviee an the enmunities, = Tie exscutive coNimitlee as
ariginally constituted ae e first meeting of Llie board of directors
held December 18, 1943, was composed of «

Raymond B, Sievens. -
Laird Ball.

Hendan Chyhb,
Einest M, Hopldns,
Fiarre Joy.

Thomas I Thacher,
Joha O, Traphagoy

Raymond B, Stevens was the fiesl president of the Couneil at a
sadary ol $20,000 per vear, e An illiess prevented his serving. e o
shor, iune; he resigned en April 1, 18845 Ha e succeedad by
J Radbeg Cla_rk, Jr. who beenme seting president gn February 28
]?34, und president an Muay 8. 16347 Af Clark’s annual salary 'n.-.'ms',1
S20.000, Teter reduced to 813,000, plus & “nuintenanes” sum of 400
monithiy. Concerning thege matrers, Mr, Clark testifiad '

™. And vou are Lhe president tiflay ?

A1 pm THostdea e Livday,

& Do vau wark fur & salnre*

AT de.

L Conldd yém stuin ror the record whae roor sulrEy 4%

A. The aalary I F16000 5 YEOT, nnd J hxve an iiwnnee rop gy trgyvelfy
DXLRLE BT 0 nemanes In New York, the feavellug biing tpapd [rar "q :
York nid Sa1g Lake Citr, of 00 0 munrn, e e

‘{f. "I-‘r"h_-r Lhe specinl provision for maltrance, Afr, Chark:

- Thar relntes 1o he conditlons uoder woleh § un i'i:lu'tru:'l'_‘-&utu,-ll

Q. WL ron stues hetn beledr for the record 5 -

A The salary of the Presidome wag vriglnalty flxed ap s B Thut contei
Flated his reslifenoe in New Fork  When I refurned fesen IBrnzli Ar, Sper ,
waE alisent on sk Irave, qnd the CEECUEIYD Eacmbtice dpslrpg thar 1 |1Ir|;:1|:r|:ll“::|E
2 CRTrP om during Mr. Etevens Bhgonoe, My ComtItmesta [n Saln Take {;tf
were such that § eootd st zend all of my ¢]me WL the mork, TIL;E ::xecuth':
:zm.::!rﬂ:r:“t:md- tleslyad thine 7 underiuke the work, even gl 1 ooulag T e
| . ¥ thoe, and they nroposed that T shou|g recebvn FImELhing for mginre.
e A traveling, ln vien of the fact that 1 hng ta Hve In Sule Lapg City nnd

:::':.I, E‘L“]J:;—a:ﬁﬂl.r:?r::::v;’a L;xhll:it Mo, 20, ar 1%,

A 73 LN , at . 3 1
;I:z::‘mLrﬂlif:c:a:nihalng;dwa; rnlén:l-wlik_- Er::?: i'ls'rl.JI::ni?ﬁ:.r}l':::r-Efrr::.n?::iﬂlis:n:ntulducs.- '
I:m";' ) ] . un .lr . Je., IET!g! Grufoon Raogers, png Francls Wy lre
G e TR S S I S

w OP B funre aote 56, Commlsmtany Exhiblt No. 19 ar 1o

Iy, CﬂmmLs:l.ou':q Eahlblt %p. 3 H
B o 31, mt 25440,
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not i New York. Aceordingly tha salary wae conflpusd to e which wis pold
L BIr. Brevens, and there waz added thereto $400 0 Juohth for LTTETES LTI

Q. And tiear bns een pald sioee——

A, {Tolorpozing). FThor was paid un Wl Jaunary of thig xear,  Jomwnry of
this yenr it decime neocssury to gt In more help heonuse of oy LOCCSSTE
abseer In Salt Lake City. Thereupan we secored the siFvices of Mr. Fraoels
White, farner Ascisiamng Spcrelary af Hinre, (v coms fg ond he Fxecutive Vi
Yrositlent and Becrotury. Hls salary was mode 0,000 B10,000 of thnt Lad been
theretafors pald to the seeretary, nnd the exten 85,000 wis taken from the salury

of the proskdont,
Do you mean to ssy Ehat rour snlary mas thereupon reduced o $15 0007

- ¥ea, Rir | mr salary wog reduced te %15000,

Mus mudntesance or melndiog mainteosocs?

 Mug the muioteaanoe,

And the walnteaunee bas Ween rnld ever glnae?

The mblotennnce hus bean oontlaned ty e pald, hecause I hate to trovel
back and Lorth guee 8 mosth ar once cvery six woeks” ®

The renwrining officers of the Councii wre:

Franeis Whita, Executive Viee President and Secretary.

Laird Beli, Viee Pregident,

Mills B. Lane, Treasurer.

airist'idets Moreno, Assistmit Secretary and Assistant Treas-

urer2 e .
- Mr. White's salary is $15,000 an@ Mr. Moreno’s $6,500 annually.
Mr. Bell and Mr. Lane serve without compensation 22t
It will be noted that the directors of the Conncil are peTsons of

prominence drawn from all parts of the United States, The direstors
have not been active in the work of the Council. As we shall zuly-
sequently relate, they are, in & sense, direciors who da not direct,
Mr. Clark, testifying on Octobwr 30, 1834, stated thet only one

LRt =l =

S/, wt 148-150. As of Frbouney 1. 1090, tols FOFMent bad bees reduced valume
tarlly e 2P per menth plus BT, Clath's tervelleg sxpenses.  The pen AFFRAEeten] 1n
= Tocth In fhe follnwing salémenc foom tho minotes of the dircetors mecilpg of rhe
Courc] held Februonry 27, 1984

"The ftegt Basineis 4n come brigee fhe magllng deas the election of officers, Moo
Horn were mude and Mro Clack iucleg bees pat o Bomination for Erestdent, he srared
Lhnt efore ficiher proceeding be wishiod to make the following slarement

“That W cleetad LU would probabby por be posaihle Far him durlng the wext fowr or Bve
wonthy to Bpeid moch bime In New Yorg o aurh 1 oigbE (urn dut othervise, and o
would e nlwnpa avnliphls Tor ornapltaiion ; that lo np rage cauld b spnoet mone than
Lalf of Wl time mi the offce b Sew Tork durtnE tlmd{enr.' that 1 rlrs of Lhe h"’f‘”“
hla reslgrmdlan wan ar the Mzpowltlen of the Counell, though be wap prepnesd, 17 Lhe
memohers desived b, 10 B0rve RROTBEC Tene Onder the conditluns named ; hnwever, ke atated
ARLE Ln vlew oF whe foregelng b would, £ cleeted, roduce hig urpenae allawnncs to m Ot
EIOG par makth for mafiteomnes Qod, I, Kddition, motual tracching cxpu:neey | rhis wdjosk-
mant, wauld agve the Coancll, @a e Chllriatad ir, agpmn:nnml;.- 2 from Bl§ proasod
AMoornice,“which has Leeh $400 [er month, wr $5.600 per reny.:

The actual Agies for Mre, Clack's "-'.'l'ra?ellng & Malntenanot Efwroses™ for-the year 1038
wan 221550, Hee Appendir D, opereing ferch the eecolpld wnd dlstukscoeoin of LBg
Connief] Fr 163, 109% ol 1034

= Fotelgn Bpodholders Frafgetive Counell, Tog, Auuusl Bepore 1835 ge 7

. ¢l ruprd cote 56, g8 150- 151,
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annug! mecting end oue special meeting of the, board of directars
had been held since the Couneil was formed on December 18, 1833 72
The werk of the Council is performed br the executive commiitee
and its officers. Negotiation of debit settlements ususlly has been
carried on by the president (J. Reuben Clark, I} and the sxecutive
wice president (Francis White) in consultation with the execubive
commntttee. Concerning these matters Mr, Clark testifiad :

" Mr ik, I bellere Foo staled sesterday thint the mectings of the mem.
bers of Lhe Council were beld gooaslly except for Apecind meetingg thot might
b2 calted.

&, Thet I3, the meetiogs of the directors,

Q. The full memberg?

A, Yeu ulr

Q. And I believe ron gtated thnr (bero hod beeh oue special moeting called?

4. Our spectal Jnevting, .

Q. Then it twould be fair to sax thar thoe dlirectors, the tull seembers, do oot
sftiwely purticlpate In the work of rhe Connell? 1s that frys?

A Xea alr. But I shonld ltke ta mgKe something of an explnaotion there,
if I mhy. We Are pot conducilug 4 buslngss I3 the senze of investbng momner
o lucurring wonetery abligntivos, or anyihing of that sort.  There 1y only the
work of the detall of pegotlafions after broad, penernl prinelples arc getued,
and these pripeiptos hove from tlme to Blme ben reparied to the dlrestom: so
thet mnicss you were to ek tho dirmitors to come 10 New Tock o participate
in any kind of negotlatlon there would be very Hetle thot [he directora oould de.
T Q Moy T ssk Tou ible questlan? Do the dlrectors serve o il functlon,
trgr Four polat of vlew? Arc they naefis?

A Yea: they are usclul

Q. Jo whet woy wre thep useful’ .

A Well, they are usetnl beceuse thoy are mble (o ciplaln In tefr varlgps
Arend Lbe functlons aed porpose of the Councll. They ame useful In glviog na
the advaniage of their vigws and #i=dom on broad prrinciples of policy.

Q. D Foo get their views?

A, Yes; when they pame bo meetlnga. Tiwy buve gettled svmee of thioe qoes
tloms of policy; and ther bave teen reporied to them and d[scussed by them.

Q. T disusslons are largely oo metlers of [OIY, menorat policy, not
apeclde slmetionst 1z that truef

A. ¥eg, glr; that 19 true.

Q. Huve ther Geen asetul in bringlog §a members and gettlng ooatribudong
ur advenoes ]

A- Ves, slr; they bave beeu usefal in thet respect

Q. Your executir: commitiec s ihe groun that does thg twark]

4. TYes, 8lt | 'thet iR oorfeet. We hold on ercontive committer: moctng onee a
weck, avd at that weeting everFthibg which the Councll is dolng or contemplats
g doing I reported (o the executive committes snd passed wpon by the
sommiltee, Including the detalis of all negotiatons, )

Q. Mr. Clark, ure the negotintions sarried oo by the presldent and the viop-
presldent} ) : o

A Primerlly; sublect, of eoorse, to this conzultatlon with (he srecative
commilbee, ’

. L) - ] L] L] L}

T IL, ok 143148, At wonual me0ing was helg |g 1934,

B3

Q. That In, the presldent or the viee prestdent of the Counelt?

A, Teg, 6lr; the exocullve vleepresident

Q. The exccutive vlee-president b

d. Ter, mir; tha execubive tlcepregideat.

Q. Would rou fee! that the Councll would opetnte snd fanctlon o well with-
out o board of directors of the alze that It has?

4 Net at the preseat tlme, If the Council were mpp: fArmiy established or
were o the position, let us say, of the Britlch Esudbalders Counstl, it mlghi be
thit the ectual gervics of the dircetara couhd be periormidd by B fewer Nwinber
of peisone.

Q. May T ok rou thls guestlon, Me Clark? Are the directors uactul pri-
marily from the polet of view of public relations of the Couhel®

A, ] should Lardly ke to sax that * * * That 1s cortninly dne of thofr
principal vees Aod ¥eluea, Buat we have had gote very Tadbuplle Yuggestlons trom
them 1n the mautter of our policles™ ™

As stated previousty, the actnal work of negotinting with foreign
governmants is usually earvied on by J. Reuben Clark, Je., znd
Francis White. Mr, Clark had been Ambassador to Mexics, Bolicitar
of the State Department, and Under Secretary of State. Ha is
experienced in international law wnd diplomacy. He might be, said
to have brought to the Council the viewpoint and experience of the
diplomatic service rather than of the world of finance e

Francis White, who joined the Couneil on December 11, 1934, had
been Assistant Secrotary of State, and his training aml experience
wera likewise of o diplomatic rather than of a4 finuncis) character,

The New York members of the executive committes may be said
to 2 congiderghle cxtent, however, to bring to the Council the financia)
and business knowledge Lhat its axecutive officers lack, . Mr. Chubb i
a director of Central Hanover Bank and Trust Company; Mr. Trap-
hagen is president of the Bank of New York & Trust Company ; aid
Mr. Thacher, former Solicitor General of the United States, is a
partner of thé prominent New York law firm of Simpsgn, Thagher
& Bartledt, : :

8. Councin’s Frnaxces

The raising of funds for the support of the Cowscil has proven
to be a difficult and embarrassing problem. The informal comraitice
created i 1932, as previonsly related, had hoped that various organi-
zatrons, including the Americnn Bankers Association and the Invest-
ment Bankers Association, togethier with houses of issue and holders
of foreigm bonds, might contribute. There was alsn the expoctation
that some foundation would defray the Council’s expenses in whole

1, ) B1E-30,
"= Mr, (lark. 1o addresslng the Tovestment Bankers Apnpclation, sald -

“Far My part, I am ot n Nokncler, wod | Am opt g Baoker {Rome BAY theer fa m
dlrllostion batwito themy, I bevnr bought m bond, [ beeer goged o nd, Atd, I regrol
Lo I-IE, I Wiy ORTEC 4 Mhébiber of 004 of thegs preferantie] liste for underwdtiog securtlen.
%nh‘i'm:t?g duﬂsut Lbpw wbout boode e BIL Lhet rou pentleten dg pnow. te,, o tlmlon's

T o. .
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or in part, This possibility was explored further M the siinmer and
early fall of 1933 when plus for the organization of the Council
were betng formulzted. Rl apparently at some time prinr in the
meeting in Washington on October 20, 1923, it was learned that no
financisl support could Lo obtained from & foundation,

The organizing committer of the Council reported ey the Washing-
ton mesting on December 18, 1933, that the Couneil’s estimated
annual budget would be S100000, of which RGO000 would be re
quired for salaries, rent, and other generul overficad and $40600
would be required for travel and other unusia) expenses in entmce-
tan with the negotintion of debt sottlement ™ Tlie report pointed
ot that similar bundholders’ councils . in ather coumeries have
financed themselves from sums received i cenndctien with com.
Pleted negotiations witiy debtors, that the American Council might
eventually finunce itself in the same manner,™ But-for tlhe present
support of the Council it was hoped that contributions would bi
made’ by those “who should benelit from its assistance and work."
These persons were deseribed in the refrwort as follows,

TFifst: Holdirs of foreign bosds, whether Individualy, rorporatlons, ne
hanks  The heneBt of 1he Connell to this elnss fa abvloos

“Eoetnd : Panks oud bRunkers wig ladned or dlstributed forclgn bonde. ~This
clngs willt benefir firectly {eng) the vEHstenoe of an putharigyya ntu] dsladec-
us:erl_ Barly, o1 whiclh ther are in suwkse cepreseutsd, which DLy B4 JusE oon-
Meting interents eithor 6t home o in debtor connttles, nma I'0ES on the fnlrhess
of the sritléments or wrrangements proposed bn resménd of defaulied bonda,
M_ulw;r-'n_r.' Wty cliss has o syl reaponsibilite for tive finrneiol awpport of '/
carnell deeling with defuults nrtalng in geelirities which s [hentsctas, i9aed
or, Alstribnted. ' . '
¢ Thirg; l?:lnks, which, though nnd holigers of farelyn banos,. ﬂ.;‘l." cng'ﬁgm in
ﬂ_nqaei:gg exporta and 1nporte. Were the tepeflt may he mensyred by the meslat.
ance the work of the Counell, (n tebpect of fotedpn long terms whidits n thie
Unlcadt Stutes, miy fender ty the recority of world e, S b,

“Fourth: Mauntaetuvers ar merchonts enguged bn exporting ar Imperting o
®ell ns produse s of staple UEDOFLE BHCK 08 cotton, wheat, cors, Jlea atock:, cop-
Per. etc.  This tlaes bentfited yreatiy from (o inceensed parebasing power of
Taveign conntrles while thiole bonds were helng fioated In the. Unlted Nrgres,
When thiwe featee andd wldespread defaufee naued, forelon jurelmsing possar
TAE EreAlly Teduced. Whatever cin Le done towstds sertbng defanited ohll.
gatine and restoring the credfc of e counteles afficted witt honefic Hog)
EXTIOILErE AtHl Imparters,  Marcover, many cxparters, Aol the imposttion
ul. farelin exchange comtrnlg br delter coltettlas, hava now  hecowe investors
1hrongh baving Been faread to convert thelr cnsh BelRnecs in.such ronntrleg
tule honds. : h ) :

m:; 3:-'16:-& Beprd 'nr.ulﬁ 50, Commlisalon'a Kzbible g, 11 np 17, The Counclln actoal
MUTIemanes far the perbed Twec, 18, 1833 . &L, IOH Eia
Comnmian's Exnible Mo, 21 2 te Dee AL 30 derc $10D.96045.° 1d.,

T A mgbatanrial PATE ;;»r ti:e EXTM %4 i
Rt L a1 af Il y
e, bupna ihig incilon, prmes of the RISy Council [u met In thin masinks,
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“Filth: Foundations and poblle splrited citlsons, To this .clnssa the Conpeil
&ffords & medlom Hirough which they maF contribute fnwnvds selving ane of
the Inrgest Ananclal problews in the racavery progoa’ ™0

During the interval between the frst meeting on QOctober 24, 1933,
and the second meeting in Washington on Decanber 15, 1933, Messra.
Stevens, Traphagen, and Jay were actively engaged in up endeavor
to obtain promises of financial sepport for the Council,®  In fur-
therance of these efforts, they torned to the lnrge ¥ew York banks
and issue louses, On Deeerber §, 1953, n meeting was lield at the
Federal Reserve Dank in Wew York upon iuvitation of Governor
Harrison, which was attended by about tweaey representatives of
banks and investment bankers.®*  Mr. Stevens addressed (he meeting,
outliming the proposal to forn a central bondliolders’ council and at
or shortly after the meetingr seveived sssutance of Bnancinl support
frem many of those present. Subscquently My, Jay addiesced a
megting in New York of the Jnvestment Bankers Association called
by Ralph T, Crene, then chairman of the foreipn securities com-
mittes of the wssociation®  This mesting likewise resulted in s
aumber of investment bankers conteibuting (o the Coungi) 21

Contributions were nlso solicited gntside of New York, OF o total
sum of 100,000 which was hoped i be raised against the Council’s
cxpenses for its fArst year, the New York quota was $60,000, later
inereased o §75,000, Chicago 310000 wnd Philadelphin $6,000; the
balence was to be raised elsewhere®® It was found that some feel
mg existed outside of New York 'that the lnrge New York invest-
inent bankers should shoulder the Bnancial burden involved as these

firms had been responsible for criginating most of the foreign
jssues **  Nevertheless, the contributioms of these large New York
houses were limited to $5,000 cach, ms it was considersd from ths
“political angle” that larger contributivns from such sonrees wonld
invite prejudiee and eoriticism. =

Contributions were soliciled on a tmsis of one, two, nnd thiree years,
but, with =ome exceptions, pledges were made for the full period of
three years ™ Toarge nnd small cuntributors wers not Leated alike.

= pp off. ruprs onic #, Commideion's Ex1dust Mo, T, pe 17-14.
(g, Sf supra mobe 27, gt 1241,

W I, we ATE-177, 1276-1240,

o fd., B 1230.

= fd, ar 1231 .
WM, e 1232-1083; Commbsalgn's Bsiioiia Nes. 274, 2% The Chase Naflooal Baok

made i1 contrbutlon canditlann] wpes the rAloing of the Mow York quata of §T4) hy
Hew York CltF baokd. The scten) amiunt redtved by tbe Councll ko 1954 from gl Sear
Yoeh Clty sources wou $8184). The Chase Majlonnl Bink, howerer, waived g coodition.
Fd.. nr 12481745, The Chicago Acd Phisfziphle quolas oleg wers mer met, 183 Cnl-
rmga ciglributions emouated 1o FR.O00; Ialledetphia conietbutbpeg (o 3000 Op. &E
supra note B8, Commisslon®s Exhinkt Np, 0f,

g, olf, supeg mote 2T, af 1234-1236 _

g, omt 1204,

M Op of. swgre note LE, st 168
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FPaymonts to the Council of Jess than 8100 were congidered “dues”, i, g,
outright donations. As to enbseriptions exeeeding this amount, the
Grst $100, ar 20 percont. of the amount exeeeding 2500, was (with a
few cxceptions} considersd “duss” and the balance an “advence,”
This advance was #ropavable, in whole or in part, without intersst, if
knd wien, in the judgment of the board of directors of the Council,
its finances permit repayment.” #*9 Thus in the caze of ¢ $5,000 aub-
scription, 81,000 eonsisted of “ducs” and $4,000 of an “advance.”
With financial support assured from-large banks end houses of
Is5ue, the Couneil was formally organized o= reluted ghove. As it was
felt destrable to “spread the support over the entire country™ ¥ gn
effort wis made to gbtain subseriptions from the varisys groups listed
in the report. of the organizing committlee a3 those who would benefit
from the Conncil's work s+ Banks, whether ot not holders of foreign
bonds, were solicited on the basis of the ampunt of the bank's de-
Posits. ™ Altempts to obtain contritiutions from individual bond-
holders met with little suecess. In 1934 o total of only %785 was
received from 10 individoal boudholders 2 Bimilar lack of swecess
frllowed efforts to dhtain finamcial support from the fourth clags to
benelit fram the Councii’s work, “manufactorers or merchants en.
Eeged in exporting or importing ‘a5 well a= producers of staple ex-
ports, such as cotton, wheat, corn, |jve stock, copper, eté”  Contriby.
tions totelling $2.500 were roceivod from three meambers so classi-
fied ™ Directors contributed $1,275, while the sevan founders can-
tributed 8500 apiece, or 33,500.24 .The eggregate number of members
contributing to the Council in 1934 was 183, afid their total contriby:
tioris. (both dues and “sdvances”) aggrepated 3902387550 A st of
those contributing $500 or over follows:
£L MM Buncineries-Plokr Corporation, New Yari:. oA
© B Baok of New York mod Trust Compuny, ¥ew ¥ork, o T,
Z, 80 Honok of thy Maghattan Comprny; Row York, M. Y.
50K Bonkers Trust Company, New Tork, K. T .

1900 Becker, 4, G, & Co. Chicago, B, . .
Z, 0K Brown Prothers Horrmen & Co, New' Tork, M. %,

314, ap 188-14%,

1, Cominlaalon's Eshibit Np, 8740

™ dmaied supra In the text. . . -

" The amannrs nollelest of baoks vered areording to the follevrisg pekednle of d4posna -

DepoHta Rafr )
MAWLBG ot oder_____._ _____ . __ F10.00. . .
F4,000008 10 FI00M000_________ oe FZIO per FL000,000 of Jepowdie
HU.M.UIZ_ID"HM BT el __ 0.0 per F1O00.000% of GeTanitn

" L swpra Ale BN, Commissionty Eabibit Ni. 28,

e r. auprs note 2T, Commisston's EsBibit, Ko, 265 One {odivieval basdhoider
eontHboting 3500 wnrn alus w “rTOder” memimer. . :

= il - c

YA, In id.. Commivtan's Exbleit Mo, faz, %0e fpundor esember fn clasalfet B8
“Nolder of forelga Bomar, ’ .oy

FIbE In addteian, oonmembers eooteibated (be fy g of 1148 [0 1086, Ber Appendiz I

LH

1,000 Central Hanover Rank gpd Trugt Company, New York, N. T,
6,000 Chike ¥ogopal Beok, Hew Tork, M. T.
00 *Ceubh, Hendon
500 City Matlounl Pank aed Troat Cempany, Chioago, 118
B0 *Clark, Greoville
Coubtioenta) NMinolz Katooal Bonk & Trust Co, Chdeagro, 11
Corn Exchenge Rank Trust Company, New York, N Y.
INUorm, Bead & Co., New York, N, T,
Drexcl & Co, Philadelphin, Pa.
Electrle Bond and Share Company, Now Fork, M. ¥.
Fidelity-Tafladelphin Tryst Company, Piflndetphin, Pa.
fretd, Giore & Co., Chienga, TIL
Fleld, Glore & Co, New Tourk, ¥, ¥,
Flret Bank Steck Corporation, St Faul, Mion.
Firat ¥ntiooel Bonk, Mew Tork, N, T,
Flrel Natlong) Bank of Bostan, The, Boston, 26
Firet Natlona! Hauk of Chivago, Chicago, L],
General Motors Expert Company, Xew York, N. T,
Glrard Tryat Company, Philadelphlo, 'a.
Guarants Company of Now York, N, T,
Hullgerien & Co., New York, K. T,
Hrlsey, Stuart & Go., Incorporuted, ¥ew Tork, N, F. i
Bards Trost & Serides Bank, Chicage, IIL
Horoblower & Werks, New York, N, T.
*Houghtoo, Algpesn B,
Teeltn, &, & Co., New York, ¥, ¥,
" Kiddor, Peehody & Co, New York, . T.
Eulin, Ldeh & Co., New York, N. ¥
*Lawden, Fo Q. Oregoen, TH,
FMelled, Andrew 3,
Mellon Madoonl Eak, Plitahurgh, Pa.
Morgan, 1. P, & Co. New York, I, T.
Watlonal City Bank of New Tork, The, 1. T,
New York Trust Conaang, The, New York, %, Y.
Narthern Trust Company, The, Ghicage, 11,
Notthweat Ia neornota tion, Minneapolls, AMlnp,
Pronsrivanla (.‘{:lmpun;_r for Inswtrooces ob Lives and Grantng Anonl-
.tiez, The. Ebllndelnbia, Pa,
Fhlladelphla ¥ntlooal Bryk, The, Fhiladelphle, Pa.
Sehroder; T Heney, Baoking Corporotion, New Tork, N, T.
Bellgman, I & W., & Co., “ew Tork, ¥, T,
*Stimgon, Penry L;
Thacher, Thowas I -
Unten Tmst Company, The, af FPliishurgh, Pa,
United States Steel Corpofntian, Mew Tork, M, T.
Whire, T¥eld & Co., New Yorlk, b A S

" Fougder,

The Couneil Jis relied heavily for Boanzind ﬁuj:rporlt on the invest.
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ment bankers which had izsued foreizn bonds. Tn the following

™ O eff. wuprs note 37, Commisnlob's Brhibit No. 252,
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table, prepared by the Council, the contributions of its nembers for
1934 are clussified - .

Muaculers Cootelbyitoos
— I :
Mumber ' Ferceot Amapng | Fergope
: |4
Clusa Ka. 1: o i
Erniers of fomign bomds, schathes Lod Ividusls, cacpare- 1
oo gr ks, T T . L 8.0 3 A, D ELa
Clax K g; i
Péoka and bankers wine toiewd o diftribued foredgn |
L R i 1] 100 | 2008 Fr
wClam ¥y, 1
Benks ohich arm cof bolders of SrelEs bootaa. ... .oy y... L] @1 B,352. 714 1
Claom Mo g

Manuberturets oF merchanty sngaged 5o farslpo trady as
I a5 ptbiaceTsof dlbplees parla soeh ad cotlon, whest,

orn, lrastaeX, espper, ey, T T i Lk 2. Sk, ZH
Grhnpa: ! ' =
Elm:suut?l. ................................................. H ]: H& 1 aTh 1.4
L 1r 400, 1)
L i E 14 llmm a,g
Tml-.--; 1 00 - b, 39 LIE i}

This table indicates that of the $00,238.T5 contributed to the Coun-
¢il in 1934, $20,050.00, or 22,2 percent, was contributed by the honses
of issue. But thess figures hardly tell the foll story. For among
the 87 members listed in Class No. 1, *Holders of foreign bonds”, are
Bankers Trust Company, Guaranty Co., Halsey, Stuart & Co., Les,
Higginson Corp., J. P. Morgan & Co, and J. & W. Seligman & Co,
#$ contributors of the aggregato sum of $19.800. Thesa firms admitf-
tedly were houses of jssue as well as holders of foreign bonds,  Tlen
agein there wore ineluded in Class No. I five bunking institutisns
such 85 the Chasa Netional Bank, which formerly, throngl a seeuri.
ties affilinte or a predecessor compiiy, had underwriiten fareign
bond issues. These five banks contributed $1550 to the Councii,
Adding these siims of $18,600 and $15,600 to the Council’s fipure of
$20,050, we Bnd that of total 1934 contributions of £20,238.75, houses
of issue had eontributed 24,150, or 60 percent.™ And this figure
represents contributions by the originating houses undy: no atteinpt
was made Lo aséertain the contributions made by inembers of selling
Zroups or by secondary distributers of foreign bond issues. While
the houses of issue contributed 66 rercent of the total amount, in
number they constituted only 16 porcent {30 of 189) of the total
contributing members. :

The Council has been the subject of severe criticism for soliviting
and sccepting financial support from the houses of issue. This sub.
Ject will be explored in Section V of this repord, -

M rarg.
il et L2G0-108T
W fhid

&9

Paralleling the policy of the British Council of Foreign Bond-
holders, the American Council has endeavored to obtain payments
from foreign governments with which it has concluded debt settle-
ments. To the present time sums have been received from foreign
governments as follows:

Bl e BT, 130, 00
Domlnlean Repoblbe e 26, Q0 D
IO D e m e e e der, 21K Dy
Coata Rilea-. - mammeee—n B, 164, 0D
Province of Doenod Alves oo oyeme o 20, GO0 O

o] e s e ____ P 504508, 0

The sums paid by foreign cbligors to the Counel) follow no Hxed
standard but arg the resuit of negotistions between the Couneil and the
debtor. The sums paid by Brazil and Germany were based on the
Conncil’s aut-of-pocket expenses allocated to the particutar negratia-
tion®** In the case of the Dominican Republic, the payment repre-
sinted o "Bat sum to cover those expenses and the work of the Coun-
el 3% Tt 5 the Council’s policy, where possible, to obtain g sum from
the foreign debtor which will represent & fes for s work gver end
above its expensts. 'With respect to such pormonts, J. Reubsn Clarlk,
Ir., testified before thi=s Commission:

Q@ Tell, now, whnt kiod of funds heve been reocired fram the forelgn govern
menta? What has heen the pecusicn for that?

A, Those Funids bave been recefved nt the coneluslon of negntlotons,

Q. Coverlng expenzes of the Counglly .

A, Enmetired ther bave beens citlmated om that bueis, and other times the
element of fee has perhaps entered ipto [, The Cowncl] hoe gone oo the pdaciple
that the debtor gbould pay seme of the cxpenses of on ATraogement £or tha
resnmppt (oo of eerviee * * +n T

As we shall hereafter dovelop, the Council’s practice of taking puy-
ments from foreign governments has besn the subjent of criticismn. =

In connectiom with the debt settlement negotiated with the Province
of Buenos Aires, the Council requested voluntary contributions from
bondholders assénting to the plan in the smount of one-cighth of 1
percent of the face nmount of bonds held.™  Pursuary to this tequest
the holders of the dollar bonds of the Province had agreed {0 con-

P, et 1ZBE-1238; op oif mupras mote M, Commimlon's Exhiblt Mo, 2 : ltuter, Par
vice Dondhalders Frotictive Connell, Ine, 1o Scearitlen and Exchauge Commlatien, Det,
11, 1938, .

" Upowldr, pupra vote 27, pf 1208,

w14, ng JIER-1259. -

=t e &l adpra pole 58, mt 185

Fnfra wee. W, )02 01 , .

™ Forelgn Boodnoldens ProtecHve Counch, Inc, Antusl Regatt IEXE, af o1, A
Elolar cantelbitlon @him recenify requested of the holdeen of the baendds of the Demiilong
Repablle, K, ¥V, Times, Fec. 13, 1098, - X -

AN =AY ——7
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tribute §54.933.05 to the Council s of November 38, 1926.7 Wy shaii
subsequently refor to these contributions in more detail =

1t is the policy aof the Cauncil that payments from foreipn debtors
and from bondholders, together with such NOn-FeUTring items s the
founders' contributions, formed a reserve tund, the earnings from
which will supplerient cucrent jneome from menbers' contributions
and which as the fund increases witl fend move and more to male the
Council self-supparting. ™ Tt js the hope of the Council that eur.
rent income wonld be sufficient to mect carrent expenses and that
the principal of the veserve Tund eunl be lept inteet, Ihasmuch,
Lowever, as the Council’s jncome in 1834 was nsofficient to meer
SADERSEY, it Was necessary in thad year to druw npon tle reserve fund
in the emonnt of §14,178.905 N, withdrawals liave bean imade from
this fund in 1935 or 1936

The Council retains no regular attorners e Tha firm of Simp.
sort, Thacher & Bartlett drafted its eortificate of ineorporetion and
by-laws and hes attended to the lepal aspects of its routive eor.
porate astivities such az the preparation of minutes of Mectings,

WrLerter, Forcign Bondholdors Frataci[re Couwnell, Ine, te Becyritiea opa Lrchnoge
Commisglon, Tnn, B, 1831, 1o congecttcr with the cantrllutlons from Che bandbalders and
the Proviade m npuestion sroee op ra whretar Lhedr recripn wowld destrog Lbe eremplion of
1le Provigee of Jienos Afreg frem regdaienian voiler tha Becaelllew Acr of 9T, atbepw|ne
exlutlng br elctur ¢f wne, 3 (ak (M. This macrioo provides an LICMpING ar [0 “unF
BECLLIES eXchAnEed BY tho Isttier wich la eEintIEg kocurity bobier CICIBHITEIP whers np
Sukubn lenln & Aather FEmuiLeTdtlon jg Mold B piven difecHy a7 ind!Tectls for =0leidiog murh
€1CLAORE  Pb reapomde o A roquest for g legal apinlan, tho Geoeeot Cowonel wf Lhdy
Commlesipn wrote the Ferclgn Hondholders Fratective Coonelr, las, gn Jon. it 1HZ6, weE
followa -

"l uodeeatand that wpon the complelinn ul rogeUatleng Letwesn the Counelt nngd [hr
J-v?.ur\osrnmthu of 1he Frovioop, the ping wus AEER Wi Al ABe Couacll, L nooutda s
wER Itn pAnuralEon Previcuslf glven, recoideendrd 1Be Plak tO ebe PAvarabln cpnedde re Lioo
of thn bilders of eBe gutatond B 'rowinelot bomds. [ umde berenid further rhot Tollpwl g
the adsption of the plon by 1ae Prorlose he Colncll Peghested the boodhelters npd Che
Fravinre ta moke cergaln ARty contcllitrigon o the Coppell. Yau mquire whether yoo
P HUCLEItien $o be loxood most Ge repbmercit sirh the Comowlseion.

"AR Fiw wre Apwhl oo AwAre, Hothaw % (n) (B) af [he FreuHiley AeL of 10LT as
Amcosde). erempl fram rhe eeglatzaiion prociwlate of the A¢k urcurles rechangsd LY an
LAALIEE with LEN vxinlIDg sreesty holeecs CIelunivels whera fo compdsnign or ufHel romiaear-
Atlan by pald er giten, Mieediy ac Igdirecily, for malEcillng the rirhanme.

“AB prevlowsly {ndiated 1n m{ leltér of Decenber 23, | i my opbnlon thet the meking
af vglunferr coulrlbornmy by the bBendbatdors to (he Coagnell, unider the clronmers ooy
dutlined dn peue Irteer, d0cr nnt Gperitle ta destror the eZeopelon frein regleventlan pro-
vided . far uy Hectlon fak §U) af the Ast. The Queation whother the muhing opf e
BTopotod corfributlon by the Province 18 af o characher auth mg to distray Lha ezemptlon
depends wpun whelher the anaguot IME mafel b b Colinci] ig i faet 4 or gieen dlrectly
ar ‘lodicectly Ioe aollclting thr Ichonpe al greurltles enlled Far Ly |t: plan. In Tigw of
1he woPldus cltcUumAtRnCcon ™hich mEsl be lAken ko nesaune o dretoroioing 1he ecapgg
BATUPE of the nETANement woer whiclh any such congedboiing by che Irovipee’ 10 msde, |
Eecl thati T om oot |0 s pasifion foaleternting whatber ar jor the ymend of the ugAlad
ennbribu kol would In feer be o I tment made or Ij_i-,lv.'-rn- for the polleitarfon of the exe Aoge,

. efeTmloed br {he partlrg. [nrolvad, -
SIF AN pEFmEnt which Jo mpde 49 in f1et A roluotary cantribution nod dprs ok im0y

Vem of Lhe sXchnege nf eew banda for old, then Che mow bundn mre Crempt from 2oy lEtra-
tog by resson of the provisions of Heotlon B {n) 19 of the Arl, referrcd o ghewe ™

" Fafea Bec, IV, B, I, 4. Thae Cauncll, in conpectlon with Wa oogstlaklain wAth the
{mmintcan Erpobilp aod whb the Repuplle pf Chlox, sach meeplitng in'an offer of debe
meAdjumicient, DAY recently Feguented sim|lic contribetions rom Loodnelders En the emoubt
of $1.25 pef 51,000 bond. . ¥, Times, Dec. 22, 1890 (Deminides Republle Qollar pondip
Aod BT, Abeentd Tribune, Apell 13 1237 (Reaabdle &f ChIRE, trepsdry Nales of FETTTR

W Op, HF. supre noty 56 ot 142103 Commianton's Drbible iy, 20, at Ge3,

™ Jbed,  Gee Aprendiz D

0. ol peprn nots £, at JaT
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ineomme ta¥ matters, etc. For such services from the incaption of
the Council to December 31, 1956, the Council has paid Bimpsen,
Thacher & Bartlett the sum of $1,130, and has paid the firm's dis-
bursements of $405.28.2% The Council in only fwo cases has e
teined attorneys in connection with negotistions with foreign gov-
eriunents. The firm of Covington, Burling, Rubles, Acheson &
Shorb, of Washingten, D. C., represented the Council in 2enbection
with the German negotiations in the winter and spring of 1534,
Their fee was 82,500 togetlier with disbursements of $3L08. The
firm of Sullivan & Cromwell, New York City, represented the Coun-
cil during the period of December 18, 1833, to April 25, 1534, in
connection with the Council’s negatistions with Brazil. This firm
was paid & fes of 83,500 and recoived reimbursement for expenscs
m the amonnt of TLO0A9 89 ™ In summary the Couneil during the
2 vears of its existence to December 31, 1938, incurred legn] foes
{exclusive of disbursements) in cannection with its purely corporate
Activities of $1130 and in connection witl debt, nepgtistions of
$6,000, or un agyregate of 87,120,

Special representatives of the Couneil hyve occnsionally pone to
foreign countrins te negotinte with debtovs, The names of these
Tepresentatives and the amounts paid them by the Couneil frum its
inception to Decamber 31, 1836, are a= follows:

Hrazil:
I Realien Clark, Je, {Hov, MIER, Juno., 1934, ldcuered Lefore bes
coming 8 Aulacled officer of the Ceuancll), . nm——-  §5, 000,00
Cuba: ) .
Dana G. Mohco (Ang.- Sept, mam_,._____-..-_-_:--..h__-.. _____ 2 560, Do
l]{.--mmn:r.' . .
Laird Bell (o teips, Jan, Aprll-Moy, 1626)___-___.___ g, 0. 00
Frerre Iy {Aprll-Mar, 1!'!34}_-.-____...___________,.__-,...__ 3, 00 Gl
C. 3. Dleckimiin {Apvil-May, 1534) ... SN0, E
T e e e T, 000, D

A= ma h:ive.i- developed in the foregoing puges, thé Council was
createdd RE N permianent contrg) agency to defend and protect the
interests of al! holders of defunleed foreign governmental bowds.
Henco, the total defanlys ineluded within its sphere of mction aggre-

" Tofarmetien supplied tlla Commipafen by ibe Forelpo Bandwaldars Protectivg Ciuom],
inc, onder date ar Janunrcr gét 1837, Fart of the parment to Blmpcon, Thocter & Hartietg
w=ab oade 1o Joeusty 3987 und beoce 1& mat eodcered In 1be Fereral metuunt of che Counel]
which Im 5ot foety |n ARModiz I The submlsslon 0F the bllm of Blmpsan, Thesher L]
Dartlole wng hecompanizg by o telter statlag thet bo chorge bed berm made for werrices of
Ermberds of the B,

M Op. it qupra sote 27, af 12381937 oo, ot FLrrg muaky 58, gt 258

O, ol rupre mote i, Commisaion's Exhibir Na. ag,

Md, wr 212-218 and Commlamion's FIbitit Mo. 28 my TUpRiEmented by lolormacion
furnlshid thin Coromisaiog by the Councl] under dmla of Tan B, 1051,
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freto over $1,700,000,000.% While it was nat created to be the exclu-
sivo agency in the feld, it has, s we shall later develop, acquired a
virteal monopely in the readjustment of foreign governmental do-
fanlts. No other agency in the foreign fleld at the prosent time pur-
poris to b the chanpion of the interests of ai] holders of defanlied
foreign bonds, and ne protective agency in the domestic field BR-
preaches it in the smount of defaulted securities with which it ja
toncerned. ™ A bere recitul of these facts affords 3 clear indication
of the importance of the Fereign Bondholders Protective Couneil,
Ine, to the holders of foreign bonds and to the country as 8 whale,
Needless to-say, # is incwmbent upan an organization of this im-
portancs to act with the greatest integrity and with an eye single to
the interests of those whom it was created to protect. We have here-
tofora developed the genesis, orgernization, and fingncing of the Coun-
il 'We shall hereafter explore its general procedure and its tech-
nigues ip oegotiating debt settlernent and shall appraize the manner
1n which it has fulfilled the irportant duties which have been ploced
upon it with the view of determining whether or not it has measured
up to the exacting standards of its sterurdship. But the purpose of
such ac analysis is not merely to make on appraisal of the present
Couneil but to determing whether any such agency is preferable to the
liind 6f quasi-governmental epency contempiated by Title IT of the
Securitiez Act of 1938, In this connection it i5 neecessary to consider
not only the central sgoncy but =iso the protective committes as a
mechanism of ndjusting defaulted foreign bonds, In many foreign
bond situations these committees have been conspicuous. T a con-
gideration of the role which they lave played and the wanner in
which they have been constituted we now turn. '

™ Ben aupta s, [ A :

¥% Pertnpg the drarest mppeosch lo the domesife Aeld in nmouat of securltes rePro-
Exfted Ly ome agency was the cdug of B, W dirate & Co. Am developed in Pare I af
Ibie repoet, Committees for ibm Folders af Heal Extale Bonda (2040), we 1-2, Ibg
Straue ergwvizaton formed ifm dwn committees Tor w subseagded part of al] roal catane
bonde woderwricten by It and Which mnbsequentdy defpualied. These reached the totg] af
Foma J430 (- DM,

SECTION III
FROTECTIVE COMMITTEES

Thirtess protective committees for the holders of defaulted for-
sign bonds were made the subject of dotailed investiation by and
of public hearings before this Commission. The names of these
committees, the foreign bond issues for wlhich they scted, and the
sruount of such issues outstanding ere shown in the following table:

2O anges wet

Lo &vden o
Nazis oF ariginn) pomim e Chalrmag Lonte af lor- rhidhcom, | [0 ST
Apport
Ined L nct =
El Balrpder:
Dondbeldee Frowsctlve Gam- | .5, Lissman ... 0 Mg, o 3680 | < $07, 088, 450 Deparis,
mliiea tgr Henwble of E)
Halvader. ®

Proteetlze Comnmittes Mt Be | Moptpemery Schoyler | Mac. T, LS | o 17 o0, A .
prdblic nt El Bpesdor, *

Celambla:
Comminles ter the Heddws of | Thomos A Healy | Pons 30,1935 | nen, m30 @ | Reglery.

Colmbinn Thaller Begds,
RBendbeldert Commlites fo | Richuard Wahburs | 8or. L@z = 143, 8 o0 | Prapaaléa,

Eepirbite of Colombie Ex. Child {ruoresT4d by

Larnml aplipr Hoodts & - Fred Lauris).
Indgpendepl Boeadbaldars | Foberl L. Owen,,,.., | Mo, 15 L ¥ 138, w0 Do
Comolile I Befublic o
obombis.¥ i
Chlla: !
TChlima Bondholdwrs Com- | Wb chuirman named | Jugs 8, 05 | 263, 004, 00 | Reglarrs.
- 11N
Committes of Bandboldgrior | Jokn W. Grasamay.__| Jone os,203: | 195 400, ron Die.
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SECTION VI
CONCLUSIONS AND RECOMMENDATIONS

_ Regulation asid contrel of cemmittess and other agencies repre-
genting holders of defaulted foreign governmentsl bonds are neces-
gary in the publie interest and for the protection of invesfors, At
present no supervisinn exists, except the registration requirements of
the Securities Aet of 1933, as emended. These apply for the most
part only to committecs scelting the depesit of bonds. Thus com-
mitless seeking only powers of attorney er proxies are by and lazge
exempt, eXcept as they maoy be subjected to the rules of the Com-
misgion governing the solicitation of proxies in respect of secur-
ries registered on a national securities exchange,

Even ir_: case of committees which are requived to register under
the Securities Act, they are forced only to disclose the truth rs to
their organization, tleir affilistions, and their plans. There is no
power to refuse to qualify as commitices those whe have even pal-
ptab!y conflicting or adverse interests. There is no power to EupeE-
vise th»:a conduct and activities of these committees during their life,
There 15 N0 pawer to curtail or delimit in the public intercst and for
rrotection of investors the powers which committess may loke unto
themsnllves. As we have concluded in snother part of this TEpOIL,
mere disclosure in these situations dees not secure that degree of
protection of .investurs which seems both desirable and feasible. On
default, investors, unorgunized snd lurgely helpless to wip them.-
selves, have little freedom of choice but to g0 along with those who,
self-constituted snd seif-appointed, announce themselves ms their
protectors.  Disclosure of the facts regarding these protectors is not
snfficient for the protection of investors. Prospestive gurohasers of
securities have by and large & real cholce—to buy or not, as their
judgment dictates. To them disclosure of the pertinent facts sur-
rounding the offering is of great value. But with respect to thess
default sitvations the case iz quite different. An investor with
defaulted fareign bonds already holds the securities; his investment
has a?nend‘_v been made; his choies is thus dracticelly limited. He
feels impelled to do something to protect his interests, and the only
avenue seemingly (or actually) open to him is the particular com-
mittee that may be in the Rald.

In addition, disclosures in the registration statement present the
facty as of the time of filing. That date is vsually far in advance
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of the negotiation of s plan. When the commiittet subzequently
negotintes o plan, the investor nsuglly has no alternative but to go
along with it regardless of the face that # may be unsowdd of unfair.
The price of going along will be submission to such terms and condi-
tions us the commitees in its uncontrolled diseretion may impose.  As
we ve seerni, committecs may exact henvy tribute from depositors.
But the latted are faced with the chaice either of Tiot depositing (or
of withdrawing their securities on payment of a penalty or assess-
menty with the resalt that they get little or nothing; or of guing
elong with the éommittee and paying the committee such toll as the
committez may dictite. In other words, Lhouph the registration
elatement containg no misstatements or non-disclosures of materisl
facts, comimittees may contitue to operute under oppressive depaosit
agreetients. The Commigsion is powerless to regulate or control
their practices. - =~ . . Lo o
. In many respects the condition in the forgign field is more acute
than in the domestic field. In the litter; creditors wiually have some
form of legal redress against the ‘debtor some forum. befors which
theit elaims ean he preseed ; some method for reaching, collectively
or individnally; the usséts of the debtor. ~But as we huve seen, thete
measures of self.protection are largely non-existent in the foreign
field.  Investors ate largely. dependent upor the ebility of thuse whe
purpart to represent them to nepotiate -plans of debt readjusiment:
Thus it becomes especially important that measures be sdopted
which will -require hiph standards to be provided for those who
undertnke Lo represent vestors in this field. This means that ths
hasis for regulation must be broader than miere disclosure; it must
ke directed towerd the elimination. of material conflicts of interests
and unconscionable prectices. Furthermore, ‘methods must be
designed te bring under regulution wnd control tommittess and other
agencies présently exempt and immuue from-wiy supervision,

. In fashioning thése regulatory neasures, it will not be possible
even ‘to approximate the type of supervision and control which
inheres in bankruptey or recsivership courts; since the assets of the
debtor are not subject to process in this country and no power exists
ta subject them to such jurisdiction. By (he same token there is'no
sontrol over the debtor in any renl or légalistic sénse, Hence any
system of control must Fall shoct of aseuring, Lo the degree pessible
in the domestic field, production of recrgantgation or rewdjustment
plens which are fair and equitable. s we have snid, assets cannot
be rollected ; clalms cannat be enforced; debtors canmot be restrained
from wusteful ot unconscionable preclices; leverage cannot be placed
it the hands of creditors | priorities of creditors cannot, bé enforced,
as in domestic bankrupteies of receitership. - ' '
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TThe domain for regulation and control is Jargely restricted to the
setuzl or purparted representatives of creditors. The control is ae-
cordingly for the most part unilateral, though we will suggest o meas-
ure which might be teken to curl one type of exteavegant practice of
debtors. 1t will thus of necessity fall short of the desirable objertives.
Wevertheless it can represent an advanee over the ehactic and op-
pressive condition which exists today. That program of control
should be designed to deal separately with {1} commitiees or similar
representatives; (¥} s cuntral authoritative ageocy such s the
Fareign Rondholders Protective Council, Ine.; snd {3} certain
practices of the debtors which may in a messure be restrained.

A. COMMITTEES

Tt would he dubions wisdom to prevent o place undlne restraint
an the formation of all camunittess in this field, The vices and weak-
nesses of committees should be dealt with directly and thereuglly.
Rut & place in the system should not be denied them. - Despite obvi-
ons defects that have attended their operations they have served and
cin continue te serve uzeful functions] certainly im this stage of
development of technigies for handling these defaule situntions.
Tndeed vomnittees composed of owners or representatives of owners
of foreign bonds should be encvouraged. As negotiarors of plans,
committess by and large cannot be expected to funetion as effectively
as a central authoritative egency.  In this respest their effectiveness
usnally is to be found in cooperation with such. an agency as the
Council. But linited as their role may be, they may usefully perform

- funckions that may not be undertuken by any other agency. Among
these are nffording investors some measure of protection agninst luss
of their frand and rescission vights against houses of issue, and
supplying some vigilance against cxcessive practices by short feem
creditors in receiving preferences of their elnims.. The first of these
iz an important and valusble serviee to inddividus] bondhoiders.  The
second 5 o peneral serviee to the entira class or classes of bond.
healders. Though no cornlitiee or other ngency has any real sanction
or power to prevent preferential treatment fo short term creditors,
nevertheless the vigilance and delermination of any swch agency can
carry wright and persuesion a5 deterrents to excessive practices.
Admittedly » central authoritative agency if committed to such
programs wnd nctually wigilant in pursuing them could be mare
effective in vicw of its greater rezources, skall, prestigpe and standing.
But sbeent that, commiltess can to some vxtent perform (he desived
funetione, '

. But the importance of committees transcends these matters of fraud
and rescission claims and preferentind treatment of short termn

750

ereditors,  If truly independent, they will supply to an extent a
valunble conditioning influence on other mgencies operating in Lhe
field, . ¢, houses of issne, fiscal agents, Lrustees under indentures or
perhaps even a central suthoritative agency. No possible method
vxists for legislating competency, ability, honesty and intogrity.
The foreign field (like the domestie) abounds with exsmples of preed,
overreaching and excessive practices.  No matter how nicely adjusted
i5 Lhe system of conlrel, it may be expected that many of these prac-
tices and conditions will reenr, Whether it be s weakoess in a central
wuthoricative agency, excessive proctices of fiscal agents or Linstees,
preed of houses of issue, sn independent committee which exposes it
will be serving o useful function. The inherent weakness in 2ny com-
jrlete monopoly in this feld is that such malters might go unnoticed
and unheralded,  Investors would be helpless in face of such » con-
dition. ns thers is no forum where their claims can be pressed and
given sanction.  Independent commiltees con thus serve us u balunce
e the system.  Inferior thowgh they undobeedly will be in negotiat-
ing debt sdjustments, they, like minoritiss in other reorganizaticn
situations, can supply o check on those in a deminant position.

That is not ta sov that they have been or are above reproach. On
the contrary, frequently driven by the profit moties, ther have too
commonly pressoted the sorry zpectacle of entreprencurial fiduniaries
bent more on personal guin thin . nnything else. Likewise they have
frequently been invested with powers which no fiduciaries should
exercise unrestrained.  And furthermore they have at times been 1o
the extremely volrerable position of representing materially adverse
inletests. Hence to make more certain that theiv proper functions
will be adeguately performed the following mensnres should be taken
lo govern all ¢ammiitees undertaking to represent bundholders in
these foreign default situations

1. Perso¥xEL OF COMMITTEES

a. Hiuses of issue should be dizqualified from being vepre-
sented on committess, not only hy resson of their potential or
actunl liability for fraud or reseission claims but also beeause
they frequently have other conflicting interests ghroad or other
relaticons with the debter, swhich himtory and expericnee
lemonstrate w111 b served befors the interests of bondholders.
This iz not o 2oy that houszes of izssue should be freed from
theit “moral abligation™ to aford seccurity helders protection
and service in times of defuult. This can be done st times by
consullation with committess and others, such as a central
autheritative ngency like the Council: and by lending their
good offices and by piving their expert advice in these default
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gituations to such representatives of the security holders. The
© disqualification Lo act should exiend only to situntions where
the houses of bsie move into 8 fiduciary or representative rela-
tion ta the sscurity holders by dicect o indirect representation
in committees, The experience and technical knowledge of
the houses of issue could thos be effectively utilized and pre-
served rather thap lost.  Dut they would oceupy a subservient
instead of a dominant place in the system. _

3. Fiseal agents of the debtor should be disggralified from
being represented on committecs., ‘

o A1l short term creditorz: and holders of commercial
credits, and others with property or eommercial interests in
the debtor fountry which, by resson of tlieir oature or amount,
conflict or dre likely to conflict with the interests of hond-
holders, sheuld bé disquulified from being represented on
comtni{tees. ' - o

d. The foregsing disquelifications should be sufficiently
brosd as to cover those who have been an officer or director,
. within a reasouabla period’ preceding vheir membership on the
committee, of any such person.

g. Attorneys.. who, by teason of Lheir prior or present con-
" péclion with or relationship to the debter, the fiseal sgents,
' the houses of issue, short term creditovs, or others with prop-
erty or comvireisd interests in the debtor cauntry, have or are
likely to huve donflicting loyalties, should be disqualified from
representing commiteees for bondholders. :

f. Curamittees shuitd be barred from being Fi:mpcmi by those
who would be disqualified from serving on committecs.

4. Proxres axp DepostT AGREEMENTR

& The use of deposit azreamiznts in the foreign field should
bes greatly restricted, and ellowed only on & showing of n:‘_:‘\undi-
tjons which make their use desivable or necessasy in the inter-

" ects of investors. Sich conditions will be rare. If used, these
apreciments should be drostically Hmited in purpose dnd effect.
Powors of committees over depositors should be vastly cur-
tailed ; freedom of withdrawal should be permitted. In effect,
extortionate mid oppressive practices of committees made pos-
sible by the iomventional deposit agreement should hereafter
bé eliminated. ' . .

5. Conteol aver proxies and powers of altorney should be
pmvidgd', zp as to avpid oppressive powcrs and grants of
authority both unnecessery tnd ingppropriste in the public
interest angd for the protection of investors.
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3. Burerviston Over AcTivimes oF CoMMITTEES

g Fees and expenses of committees should be subject to
independent serutiny, review and determinaticon.

b. Trading in the seeurities by committer members, scora-
teries, eounsel, and their affiliated interests should be pro-
hibited,

g. Commitiess shionld no longer be the sole arbiters of the
tire when bondholders may deposit or withdraw their honds.
Nor should they be allowsd to doterming the amount of szsess-
ments or penalties to be imposed on depositers for the privilege
of withdrawing, Nor should they be zllowed to determine
arbitrarily who may and who may not share in the benefits of
a plan.  Contirel over deposit sgreements and proxies should
he sufficicntly pervasive so as to provide independent review
and determination of these matters. - This is essential in the
inlerests of mingrities who, &2 we have seen, have been op-
pressed by uncenselonable practices of those who contrel the

. CoInmmittee. : - : :

Committees measering up to these high fiduciary stendards might
ihen well reccive the esoperation of & central euthoritative ageoey
lika the Coungil ynder whose leadership negotintion of debt settle.
ments can by and large more effectively be made '

B CENTRAL AUTHORITATIVE AGENCY

As we have indicated, there is a necessery and appropriate place
in the foreign field for & ceubeal sutheritative agency. “I'he noces-
sity for one not only finds support in the experience of other coun-
tries: it iz amply borme out by the record of the last desade in this
country. And, ai we have stated, such an sgency may be expected
to carry the brent of the burden of proteeting American investors
ir_L these defauvli situations. Its prestige and standing wili at times
Eive it & virtud] monepoly in negotiction of debt settloments. Evon-
tually it mey oven presinpt the entire field, ‘The necessities of that
situation mokes insisterdt™that such an sgency be ebove reproach
be freed from all likely canBicting lovalties, and be wholly and craly
indepeident of those influencés which would retard or ‘deter it in
being vigilant and aggresive in protection of the interestz of
American bondholders, : . .

In our judgment the Corporation of Fereign Sectirity Holders,
envisioned by Title IT of the Securities Act of 1935, 'wonld not be
the most spprepriste central agency. The reasons therefor are set
ffjrtlh .a.bcr_vu and need not be repeated here. Tn our opinicn the A
Propriate permancat agency is found in the Foreign Bondholdore
Frotective Couneil, Incorporated,
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The Couneil was organized at the suggestion and on the initiative
of the Government, During itz existence it has shown a record of
constructive endeavor despite limitations and handieaps, It has
functioned economically; it has heen Tree of entrepreneurial inflo
ences; and ik s breaghe about a resernption of debt service on o
number of defaulted lssoes. T4 has maintained o quasi-public char-
acter, and these whe lmve served is diveetors and members of its
executive commiliee have not Besn actuated by mercenary motives
but by a sense of public service. It shoald be reealled that upeow its
organization Y Coancil waz faced with an overwhelming tosk.
Defaulls were 30 nuneous, as a result of the severity of the world
wide depression, that the skill and ingenuity of even a well estals
lished agency of this sort would have been tazed. The task cen-
frenting the Council wez doubly difficuir, not only becanse it was
gtarting de move, but nlso becanse this connlry was not rich in the
experience necrssury for deft anpd effective handling of such defandt
situations. Furthermore, the Couneil’s policies nnd activities have
necessarily bad to Le consistent with the pelicies and reqnirements of
our national Government as to our relotions with foreign countries.
1t has net bean part of that policy to employ armed forces for debt
collection or to utilize other oppressive sanctions wgainst the default-
ing government. The zound reasons for that policy have heen et
forth in this report; there ts mo need to repeat them at this point.
Bt it results that the Council has had to provesd by powers of pe-
suasion and indigement, olten infermally enconrapecd aod supporied
by the State Department, in its endeavor te indwee defaulting debtars
to tresi American bondholders foirly and withoot diserimination.
In a mmore normal period such powers might be wholly sufficient far
handiing defaulted loans with efficiency and dispateh, Dut the past
few years have wilnessed the breach of interimbioni] covenants, both
private aml public, on v wide seale. Default on lown contracts has
bean one manifestation of an pttitode amang snany nikions that -
terpationel agreements could easily be beokon.  The effect, has beo
to ereate an atmosphere in which the dificullies of e Coonct in
peranading forelpn poverimonts to readjust their defaults and to
roenew debt service have boen inereased,

The accomplishraents of the Council, a5 well as certain aspects of
the: Council’s arganizsfion and procedure which we believe reqnire
improvemnent, have been deseribed in the forepoing pages. We he-
Yieve that despita protests which unfriendly critics heve made, the
firm foundations of the Counci! should be enlarged in building con-
structively an organization whieh may serve the interests of Ameri-
2N Investors In a manner consistent with the highest traditiens of
public service.  The changes in the operation and constitution of the
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Council which, in cur judgment, should be made toward that ob-
jective embrace the following:

1. One of the basie probems of the Counctl is its Goancing.
It originally accepted contribtions principally from houses
of issue and short term creditors, About three-fifths of its
funds have come from houses of issue. This is undesirzble,
for the reacons we have stuted.  Accordingly, metheds should
be found for immediate financing of the Council from wholly
disinterested sources. It may be that funds can be found from
wholly independent sources. Thus some private foundation
might be interested in snch financing. That eourse seems the
desirable one provided the Council can be sssured of ils com-
plete independence. Our suggestion is thet the Couneil be
given adequate opportunity to exhaust this passibility.

If within & ressonsbly short peried such funds are not
mode evailable, funds from some governniental sgency should
then be provided. These funds should not be ¢nntributed as
donations o gifts; they should be loaned on easy and con-
venient terms with the full expectation, as seems reasonable,
that they will be vepaid over a term of years. The annusl
budpet of the Council approximates $100,000. That agency
should be suthorized to advance to the Connell, as g oam,
a maxirmum of $150,000 a vear for the next four fiscel years
and S100,000 & year for four years thereafter. A larger nunual
budpet for the yoars which lie immediately ahead would
enable it to render o larger service to investors, These funds
would mske the Cyuneil financially independent of houses of
issue, short term creditors and other similar influences, The
Couneil would thus be freed fram sny sctusl or ostenzible
entangling allignces with those whose interests do not lis
with the bondholders. Given a term of yesrs not exceeding
eipht, the Couneil by virtue of contributions from bondhelders
under debt readjustinent plans and of contributions by foreign
debtors, should be ble to accumulate & reserve fund adequate
for its purpuses and perhaps begin repayment of the loan.

There are other matters equally important from the view-
point of the public interest, the interest of American mvestors
and the Couneil itself. These relate 4o the constitution, prac
tices, and polieias of the Council,

2, We think that & more appropriate wnd effective crganizo-
tion will be provided if the Council wimends its certificate of
incorporation {or the Couneil reineorporstes) so that its
chafier conining the follewing restrictions or limitations:

& ‘The bourd of directors should be reconstitited
g0 a5 to provide & smail wotking body of men who could act
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Council should be organized and operated. They are no puarantee
of fotwre sfficiency and vipilanes. The Council will memain » self-
perpetunting body witly all the risls which that implies. But these
changes will provide better assurance that the Council will develop
in the strong tradition of viporous aod loysl prosecation of ihe
interests of Americsn bondholders, This of coume will provide
necessary minbioum assurance to the Goverineot (alwarys an inter-
ested party) tlat the fate of its nationuls is in proper hands, The
Council uuder these safeguards and subject to the indirect and infor-
mal gonditioning of the State Department should develop a tradition
of loyal and efficient service wlich will bring deep respect znd
confidence at home and abroad.
C. THE DEBHTUR

A= we have indiegted, no jurisdiction over the deblor is available.
Nevertheiess certain praciices of the debtor cau be substantisbly
curtailed. : : .

1. Some mensums ean b taken to curb repatriztion of
defailted bonds. As we have sten Lhe praclice of using funds
available for debt servics to repatripte defaulted bonds has
been vieious fram the viewpoint of American invesiors, Xo
perfect. systmn of prevention can probably be designed. But
goane sanecions can be applied agginst breokers, dealers and
others who purchase ¢r participate in the purchass, as princ.
pal, egrent, delivering ar forwarding apent, or otherwise, know-
ing or havimg reasonalle cause to belipve that such defaulted
seeurily is aoquired, directly or indivectly by the féreign
povernment, ils agent, or any person domieiled or residing in

Its Larritory. ' ’

_ An effective canction against sueh piactices would moke

it less likely that o foreign debtor would delawit and: use

funds, otherwise avoilshle for debt service, to purchase the
bonds at prices depressed ag g consequence of ils defanit.”

2. The unilateral plan, with 1l of s eneoiscionable. char-
acteristics, cannot readily be ocotlawed o eontrolled st pres.
gnt. Tt may be feastbln at & foture time to apply sanctions

aeainst solicitation of asscnts to plans except and unless those
plans are approved by duly qualified agencies in this country,
But such o control necessarily awnits aingng other things the
development of the comprehingive program  fecommended

ahove,

D. FUTURE FORETGN LOANS

The national poliey regarding the sale in this country of securities
of foreign governmcntal issuers, the restrictions and condicions on
L] JE - S—T '
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such sales, and the provisions of lean contracts, which are necessary
aned appropriate in the public intersst and for protection of itivestors
arg not within the purview of this report. One aspect of that mat.
ter, however, has a rather direct besring on the functioning and
financing of & central authoritative egenay which acts for Amerionn
inveslors when these foreign loans defuule. Tt deserves spercial
uotice bere.

¥o matter how free from fraud and overreaching fornipn loans
may be it is to be expeeted that there will be a certain percentape of
defaults in years to come. That 1= but a normal consequence of de-
pressions and of selfish interests of foreipn debtors. Sines that is
predictable, consideration should be given towards moking adequate
provision in fulure Jowns for Gnnncing the cost of protecting Ameris
can investors in the event of defuult. That is to sy, the underwrits
ere gt be required an ease of futues loans to deduct from their
gross feps and cominizssings anl to pay over to o reserve fund in the
government & sum whish would Ie available to o qualified centeal nu-
thoritative ageney for the purpose of defraying at least part of the
cost of protecting that or pther similtr loans in pericds of defuult.
‘The amount to be petd on ezch issuc cannot be acoucately adjusted to
the probubie risk of defaalt. DBut a step in that direetion might be
Laken by fixing the amount at & stated percentuge of the gross fees av
commmssions of the undecrwriters of the loan,  Aecordingly, in all
tuture forcipm loans the underwrilers might be required to pay into
such & reserve fund a sum equal Lo a small percentage of their gross
fees and commissions, The umounts so paid into this reserve fund
could be poaled for use in case of 2 default on the isaue in question or
on any other forcign issue. TIf this-system were followed, funds
woull be provided in advance for the costs of readjusting future de.
faults. From- the viewpoint of American investors Uis zeems just
snd equitable. From the long range point of view it wowid provide
the representatites of American bondholders with the funds neces-
sory for their efficient aond efective activity in times of default.  In.
sofar as those funds would be available to the Council they would
materially assist it in becoming financially independent,

APPENDIX A

THE BRITISH CORPORATION OF FOREIGN

BONDHOLDERS

[ CORPORATION OF FOREIGN BONDHOLDERS ACT.

[61 & 62 VICT.) Corporation of [Ch. cxlix.)
Forcign Bondholders Aei, 1898,

CHAPTER exlix.
An Act to reconstitute the Corporation of Forcign D 18

[25th July 1898.]
WHEREAS by licence deled the Ist day of August

Bondholders.

1872 nnder the liand of the sceretary of the Board
of Trade after reciting that it had been proved to the
Eoard of Trade that the Corporstion of Foreign Bend-
hedders which was about to be registered under the
Companies Acts 13062 and 1867 as an asscciation limited
by gnaraplee was for the purpose of promoting the
ogjccts af the nature contemplated by the 23rd section
of the lastmentinned Act and thar it was the intention
that the income and property of the association whence:
soever derived should be applied solely towards the
promation of the objects of the nssociation as set forth
in the memorandum of associnlion of the said Corporation
and that ng portion thereat should be paid or transferred
directly or indirectly by way of dividend or boruz or
otherwize howsoover by way of profit to the persony whe
at any ¥me were or showld have been members of the
gaid Corporation or to any of them or Lo any persen
claiming through any of them the Board of Yrede in
pursuance of the powera in them vested and in con-
sideration of the provisions and subject to the conditions
contaned in the memorandum of nssociation of the said
Corporation ax subseribed by eight rrembers thereol on
the 30uh day of July 1873 therchy directed the Corpora-
tion of Fareign Bondholders to Le registered with linzited
Lability without the addition of the word ® Limited ™ to

it8 nem= :
9T
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[Ch, exix Corpuration of : 1 & 62 Vior. Corporation of [Ch, exlix.)]
Foreign Bondholders }ircl, I8 [861 & 62 Vier) : F]areigﬂ Bmﬁfmders Aet, 1688,

A,Diagg,. And whéreas the said Corporation of Foreign Bond. rute of five per cent. per anoum and also to remunerate A.D. 1608,
holdurs was on the same Lst day of August 1873 duly any cuounittees agents lepal advisers offiecrs and servanty -
neorporated umidiee’ the Companien Acts 1862 and [867 of ‘the Corporation or any members of the Corporation
the word ** Limited heing omitied pursuant to the said “or other persons for any services actaully rendered to the
licence : Corporation and alse to exercise powers of burrowing

And whereas the objects of the said Corporation moncy And parapraph 6 declares that the fifth para-

aph qualificd as aforesaid was a vendition on which
ﬂepsaiﬁ licence was granted by the Board of ‘Irade and
that an breach thercof by the Corpotation rhe liability
af the membera of the council of the Corporation snd of
every moenber of the Corporalion receiving any such
dividend bonus or other profit rs aforesaid should b

are by itz memorandubn of esacintion decla

finter alia) (m} Watehing *over and proteating rlii ll:i{;hbt:
of the holders of bonde obligations debentures and other
aecunties of o similar charastor tseugd by or un bLehalf
of foreign and coloninl governments states provinces
municipalities . 4nd  pubiic companies * (¢) Adopting

Medstres in ¢ase of defaule of e Fa o nntimited - _
or inlerest or of any breach ﬁ?yﬂﬂ}'q;:ﬂdif{brf]r:;?ﬂ;ﬁal And whereas the mansgement of the husiness and
fl:’!ll'l.':lgl‘] loan for the’ protection and vindicalion of thi dircetion and control of the said Corporation WiH Loy ltIH
Tights of the hondholders {k) Giving support and ren. articles of association {(Article 46) vested in's counsil
dering ussistance 4o measures and enterprises ealulnted conisisting {Atticle 33} of not ¢xeveding thirty members :
E:"ﬂé“;lﬂmfmf and promote poblic l:::rcd_it. and beneftb Lk And whereas the capital fund of the .(".u;pf}'mtmn
* thin ﬁa: QEFJE'-L _-J:!'qmjs.‘.1':"d (%} Doing all such other wis providud by various persony contribuating sums of
of:.!__hg'a: b 'ia.l..‘? m:?]. Lntﬂt ﬂrl'ﬂﬂﬂducl"!} to t-he IﬂLmnﬂICﬂt one bundred p.ou"dsguch L Lh Lorpﬂra tinn and h!}ﬂﬂlﬂ]ng
;ad“: objecs ' s permanent menbers thereof ; . C
- il wheteas the said memorand Fati And wherens the business and operations of  the
providés thet the membery of “1': Cdrﬁéﬂlt?ér.ﬂmfﬂﬂ Corporation have been and are still being careied on with
of “}1-'-3‘3',_.‘._3]{.%5‘-&3 ¥iz. 1. Permapent mem bers whoss gueali. preat advantage to the English holders of foreign securitics
ﬁwﬁon"}ﬂf’?. the payment, to the Corporation ol ohe and o the public at large :
g}-‘::';l;:?--l’m,:!ﬂ‘iﬂ 4. Life mem bers an 3. Eubscribing: And whereas the whole of the contributions of the
nierﬁhdrs":]-?o gbhib-lllﬂ eontrilutions of the permanent permunent menibers of the Corporation have been repaid
repayailfy u'v'"tlll-l' i tﬁ'mmd 28 louns to.tho Corporation out of the accumulated funds of the Corporatiun either
i b Ell'x:xt.'-la'tm !F‘I-uat at the rote of Gyve BT ik, per with interest at five per cent. per AONUT OF i 30IMe
determinie o Y nen and as the Corporation: should, cases without interest where the members have accepted.
e less than the full msount in diecharge thereof but no
And whercas paragraph 5 of the said meémarandumy portion of the propeety or income of the Corperation has

been paid or transferred directly or indirestly Dy Way of

of -arsociation provide ! , i
o Trom whatovos Source orna qncoms of dividend bonus or ctherwise howsoever by way of profit

the' Corporation frém whatever source derived shali b

pbilid aolely: towards the ion o ' he persans whe are of ot any time have boen metnbery
i prometion df the ghjeets of to the persans whe are ¢ ¥
the Corpuratin . ' o 2 ; Lo Gy person
LS iuuﬂﬁrj:r;gnth?t- f:? fP:!ﬁtnI?h e i oy po i of 2]'13.:;‘:&1 %Lﬁi:atﬁﬁ?n;rnﬁhiy E'h::-i; gjmﬁévc li.?l; rncr:'nhers
;rn‘nafened (iil‘f.‘cltl}" or I'!:cl::lifculf_}r EE:FED “ihvﬁ-]:];.bﬁdf:hirfs Taut t.l1rj$u HO :fn sulmeribing members of the Corporation :
ﬂ;‘-;i;:;-f?the:-wme howsaever by way of ‘prafit to the "And whereas the areumulated Tunds and property
ﬁ o @ BY &DY time are of have bicn micmbers of of the Corpuration {after repuyment of the contnbutiena
cle‘ -orparation or to any of them ar to WY person. of the permanent members] smounted in velue at the
b;uc:;m_g through auy of them Byt i shail fevertheless 3lst day. of December 1636 to £100,000 or thereabouts
"apetent 1o the Corparation 1o repay .this aontri- ny appeats by the balance sheet of the Corporation at

butj 5 v FER
lons of the Permq.ncnt members with interest at the. Lhat date
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And whereas the aogioal caopite! fund of the Cor-
poration was ntainly subscribed and the Corporation waa
cstablished by persons who were halders of or otherwiso
interested in foreign seenrities and such porsony becams
the perimanent members of the Corporstion Tut by the
lapse of time denths of parties changes of interest and
gther causes the permanent membership of the Corpora-
tion has to & considerable extent passed into the hands
of persens who are not now directly interested in foreign
securitics or in the work of the Corporation or the vhjecta
for which it was establighod - .

And whereas it is desicable to secure that the Cor-
poration should in the future mere direetly and exclusively
represent the interests of the holders of forcign and other
puiblic securitics and that the application of the accumu-
Inted funds and property of the Corporation to the publie
chjeets far which it was constituted should be futther
safegunrded and the pessibility of the voluntiry winding-
up of the Corporation and the distribution of its surplua
funds amongst its members prevented and that with
these objects the exigting Corporation shonld be dissolved
andl a new Corporation cstablished and that the objects
and scope of the Corporation should ba enfurged -

Ard wherena these objects eannot be attainod
without the authadty of Parliament

May it therefore ploase Your Mejesty that it may be
enneted and be it cnasted by the Queen's most Excellent
Majesty Dy and with the advics and consent of the Lords
Spititun]l wnd Temporal and Commons in thia present
Parliament assembled and Ly the authority of ibe same

aa follows - —

1. This Act may e cited as the Corporation of
Foreign Bondholders Ack 1805,

8, The Corporation of Foreign Bondholders {in thiy
Act herealter referred to as " the old Corperation ™)
shall be and is hereby disselved.

&. The Right Honourable 3ir John Lubbock Baronet
The Right Honourable Sie Edward Thornton The Right
Hongnrable Sir Mountstuars Elphinsteue Grant Duflf
The Right Henourable William Lawies Jackson The
Honouwrable Sir Charles Williem Fremantle The Right

Homourable Willinm Lidderdale Sir Henry Whatley Tyler,

T4l

[61 & 62 Vicr.]  Corporation of [Ch. ex11ix.]
Foreiyn Bondholders Act, 1598,

Goneral Sir John Luther Veughan His Honour Judge
Thomes Williem Snappe Admiral Edward Field Charles
Edward Barnett Wiliian Henry Bishop Edward Oliver
Pleydell Bouverie Walter Randolph Farquhor Heary
Riversdale Grenfeli Williem EBolle Maleolm  Richard
Biddulph Maztin John Winiord Philippas Comeline Surgey
William Trotter and Andrew Kinsman Hicheus and other
the persons who shall for the time being constitute the
council or goveening body of the Corporation as in this
Act.provided shell be and are hereby incorporated by

the neme and designation of “ The Corporation of
with perpetoal sucesssion and a.

1

Foreign Bondholders

commaon keal with power to hold lands and o suc and he

sued in its corporats name and with the further powers

;ﬂ:lfemd and aubject to the conditions impoged E}r this
ot.

4.—{1} The objects and scope of the Corporation

are— '

{a} To wateh over and protect the righta and
interestd of holders of public securities wheraver
fsaued but e¢specially of [oreipr and colomisl
securities isaved in the United Kingrdom

(4) To collect and preserve documenta statistics
reports and information of all kinds in respest
ol public sccurities and publish cireniate rod
?cndcr availeble the game it » readily acceasible
orm

{¢) To adopt measures for the protection vindiention
and preservation or ressrvation of the rights and
interesta of holdem of public secutities either on
any default in or on breach or contemplated
breach of the conditions on whish such public
securitiea moy have been issued or otherwise
and’to obtain for auch holders such legal and
other assistance and advice ag the Corporation
may deem expedient :

{) Mo negotiate and carry out or assist in negotiating
and earrying ouf arrangements for the resump.
tion of payments in respect of any public
eccirities in default or re.arranging the terms
on which such securities vooy in future be held
or for converting or éxchanging the same for
new securities or for any other object in relation

AT |98,

Cbjecty and
aeope of
Corporstion.



AD. 1854,

ThE

[Ch, exlix.] Corporaiion a:l" {81 & 62 Yier]

Foretgn Londholders Aer, 1808,

thereto and for the parposz of cffectively repre.
genting the holders of pirblic securitics or other-
wise 10 invite the deposit and wndertake the
custody of such pobilic sceutfitics and to issue
reaeipls or cetlificates of the Corporation in the
place of securities so duposited

(e} To undertake and carry out or superintend assist
and take part in the conversion or cxihange of
public sceurities under any arrangement made
with vegard thoreto or otherwise

{f) To tundertake superintend or take part in the
eollection and npplication of revenues wnd
funds approprinted to the ferviee of public
secutitics and in relation thereto or obherwies
to draw aceept endorse and negaliste bills of
exchange and negotiable inatruments : |

-. (g} Te¢convene mectings of holders of publiz securities

for the purpose of concerting with them the
-Tequisile meagures 10 be ndopted and o appoint
cammittees 1o act on their bebaif in canjunction
with the Corporntion.or otheriwise :

{4} To arganise cqnip despateh and Appoint wissions
delegates and representatives to and in any part
of the world with & view to CAFEYINE ont nnd
éffectunting any of the objects or purposes of
the Corparation and to provide for or contribote
towards the expenses of any missions agents or
Tepresentatives appointed by the Corporation or
athefs for the purposcs eforesaid or otherwise -

{#) Generally for the purposes aforesaid or otherwise
to set in the name and ¢n behalf of the holders
ol public securities the care’ or representation
of whose interests shall be entrusted to the
Corporation :

{7) To take such steps as wsy be deemed expedjent
with thic Yiew of securing the adopiion of clear
and simple forms of public securitiss and just
and sound principles in the eonditions and lerms
thereof -

(£} To render assistanee Lo and SUppOTt measures gndg
tnterprises caleulated to mainiain and promote
public etedit and to benefit the holders of public
securities and promote or concur I tha proma.
tien of Bills for obtaining any statgtory ar
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[G1 & 82 Vier.) Corparetion of (Ch. exi{x.]
Foreign Bondholders Ao, 1868,

- other cnactment with that object and to oppose  A.D. 1508,

~ any Bills or measures which the Corporstion ——
may deem calculated to prejudics that object

{1 To subseribe to or take any share or int-:lr-est in

or lend money to any other company spcicty or
assaciadion whether for profiy or not carrying on
or intending to tarry on any similar or analogons
obiects :

{#2} To employ retnin and pay egents in any part of
the woeld -

() To invest the funds of the Corporntion on any

" securitics and vary the investments from time
to time and 4o purchase toke on lease or hire
2]l let and turn to sccount any teal or leasehold
preperty requited or deered expedient for the
purposea of the Corporation

{0} To borrow ot raise money for any of the purpeses
or objects of the Corporation and in any modeo
and to martgage charge or pledpe any of the
propetty of the Corporalion as security lor the
2Ne :

{p) To apply to Patliment for any variation or
exténsion of tho objects or constitution of the

. Corperstion : :

{g) To do all suel other things as oee incidental or
eonducive to the attainment of the ebave
objects and Lo employ or expend the funds and
praperty of the Corporation in carrying out such
ohjects,

(2} The expression ** public securities ™ in this scction Tnterpreta.
and in the Firat Schedule to this Act i'm:ludca_ bonds tion of
debentures obligationa annuities rentes stock shares and bl
other securities of all kinds of or issued or guaranteed by :
governments states eolonies provinces eilies munitipalities
public bodies local and other anthorilics commissioners
boarels corporations comipanics and associntions whether
incorporated o not.

B. ANl the nssets property and rights of the old Yesting in
Corporation shall be and wre herehy vestod in the Cor nﬁc:mﬁm
potation and such Corperation shall pay undertake and . lihmhi.l.i»-h
shall" be bound by end be lable for all the debts 1ig of oid

linbilities engagements contracts and obligations of the Corpration.



Tod

(Ch. exlix.} Corporation
. . poration of 6] & G2V
Foreign Bondholders Aet, 135[3. er]

AD. 1898, old Corpornlion in the place and in dj
- 1 \ ischarge of t
Corporation and may sure and be-sued in m@r%ec‘t? t-h?r?;r:?:z d

m and E.—-{L"I Tiln? control and manegement of the business
St o perations of the Corporation shall be vested in a
ineg Councd consiting of twenty -one members (with power to
m"miﬂ_ ihcrease to not exeeeding thirty as heroaftor rarided
Appoint-  8eTen of whom shell retire nt the eeoand Euartm]'}
mr.b:;_of ;e;ruggtnthmlfr Cﬂ'li.lil'“.‘,u in 185% snd in cuch Ruh@cquen{
. Ahell continue in office unti : i

the meeting ot which the ap inm-umtI :l! Th:?:n::];;?:xug

shall be made or notified an t]?:un.su may be as hergin-pfter

provided The membera wo tetire in soch vesr ghall be

those whe have been longest in office excepit in the cuse

of the members of the firet council whoae order of retire.

ment shall in default of
determined by ballor, T AMAng themselves be

(2) The places of the seven members of th i
retiving in .each wear by rotation as af el
filled-up in the following manner .— Foresaid shall ba

(#} Two members ahall bo appainted

Asaotiation of Bankers nI;;'pL::ur::dont:F the Central

(8) Two members shall be appointed by ;

Chamber of Commerce :ppcun b}' the Londo
{e] Three mémbers shall be apprintay b i
! - th
council and of such three mehera t.&rm' a: ]:l;.::;
shall be persons who at 6r befare the time of thejr
electioh shiall have raapectively prowed to the
satisfaction of the said council that they are the

bonj fide holders of forcign bonds ta th i
amount of five Ehm:s.n.udgpuunds, @ nominal

.. 13) On any member s appainsed i
either at the expiretion of his T.EEI;PIH of oiﬁn:u::rcf ;igric?-?:fa
thereto hia successor shall be appointed by the rt,:’r
with whain the original appeintment rested Any mc]:nnbei
appointed in the place of & mémber vacating office prior
to the date fixed for his retirement shall as ta retirer?aent
by rotation atand in the plece of the vaeating member,

{4} On any member of the eouncil wh i
ment does not rest with the couneil vamtirfgaﬂ?tim&t;-
socretary of the Corporation (and in case of the veaTly
Appomntments at jeast fourtern deys bufore the dat}é
of the quarterly meeting of the councy &t which the
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wacating members ara to retired shall give-ngtice in writing AP, 1902

to the party with whom the appointment rests requesting
ach party to make the appointment and notify the
same to the Corporation within fourtesn days nnd if
such appointment is not made or i3 not so notihed within
thet timg the council may at any time before sush
appointment ghall be notifed fil the vacancy by the
apprintment of 1 member whe as to period of office
and re-appointment_shall be desmed to be the nomines
of the party with whom the sppointment criginally
reated.

{5) A retiring member ghall be eligibla for Te-election
and if retiring by rotation ehell be deemed o offer
himeelf for re-election unless he gives to the council
notics of & contrary intention.

{8) The fimt council shall consist of the perssns
named in asction 3 of this Act saven of whom shell retire
st the second guarterly mcm‘nﬁ of the council in 1899
geven tthera at that in 1800 and the remeining seven at
that in 1801 snd on any such memiber vacating office
prior fo the date fixed for his retirement the council may
till the vacamcy by the appointment of o member who
a5 to retitement by rotation shall atand in the place of
the vacating member.

{7} Whenever the number of the members of the
eouncil 18 below thirty the council may eppoint any
exteagrdinary or additional membera up to that nuniber
and moy determine the peried for which they whall
respectively hold office ALl such extreordinery or
additionsl” memhbers shall he subject to the general
provisions of this Act applicible ta ordinary. members of
the couaneil.

7.—(1} A member of the council shell vacate his

offipe— ]

{g) On the expication 'of his term of offies

8} If he resignes his office by notice in writing to the
coumsil :

{e) It being interested directly or indirectly in eny
comtrack or tranzaction with the Corporation
ha faile to declare such interest to the ecuncil
{unless his name appests in connexion there-
with) prior to or when Bueh tmensaction in
ponsidered by the council and no member s

Vacstion ol
office &0,
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Interested shall in any case vote thereon bt
having declared such interést the member g
interested shail not be bound to account for
any profit aceruing lo hira therefrom :

(d) I he boeomes bankrupt or enters into any
Arrangement or compesition with or applies
for pratection agninet his creditors or is de-
clored lunatic or beeomes of wisound mind or
is convieted of felony :

(€} Il he shall not attend any meeting of the council
or a_.ng cﬂfm mittec ufﬁhe council for & consecttive
peregd of aix monthe end the i
that his office is vacated : - co@m reolve

(f) I the council shall at & mesting speciall

_ convened for that purpose by mlﬁgimppmefir
by & majority of nt least three fonrthe of the
whole of the members of the counecil remopvas
such member from officc  The member whom

. 3t is proposed to remove shall have seven doys
clear notica sent to him of such meeting ang.
he may-attend the meeting but shall not be
entitled to be present at the voting or take part
in the ]anendjngu otherwise than as the conneil
may allow e cone]

.- {2} Provided always that-no reeclution of Lile ool
shall be invalidated by reason of any disqualified marn bers
having taken part therein or voted thereon and all acts

- dene 10 goed faith by the eouncil or by the persons acting

a3 members thereof shall be valid for ali PR Rot-
mthstp.nd.iﬂg BOY invalidity in their .apgointmunt. or
any disability in acting on the council be sfterwards
discovered.

(4} The members of the council if copstitutl
quorum may eet notwithstanding any vecaney inm:%ﬁ:
number. and if by any means the namber of members
should at any time be reduced helow that required for
& quorum of the council the remaining member or
members may sxercise the powors of filling up vacancies
given to th:: eouneil by subsections {3) and (%1} of section 6.

8.—1) The council may exercize all the powera of
the Corporation within the objects and BWI;I:' ofmﬂ:e
Corporation declared by this Act.

(61 & 62 Vicr.):

77
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{2) The ecuncil may oukt of the surplue funds and

perty of the Corporstion afier providing for its
inbilities remunerate the membera of the couneil for

in such manaer as the conncil may determine  Provided
that such remunecalion shall not without the sanction
af the Buard of Trade cxeeed in any one yesr the sum
of one thousand five hundred pounds in respect of the
president or president and viee-president and ane hundred
pounds in Tespect of cach member of the council exclusive
of any remuneration for special miegsions underiaken or
apecial services rendered ond  of pny vemuneration in
which anyv .suel member may participate as a member
of any spécial committce of the holdets of public securitios
acting in eonjunction with the eouneil . The aggregets
of the sums payabln in respect of the o‘l'dlﬂﬂ._].'_'i; Temunar-
tion of the council shall bhe divided amongst the membera
as the council may determine. .

8, The repulations contained in the Firdt Schedule
to this Act or such othcr reguistions varying or supple-
menting the sime for Kke eor analogous purposcs ks
may fren: lime to time be made by the council with the
approval of the parties in whom a right of appointment
of members of couneil is vested or in cuse of differcnee
ghall be suttled by the Board of Trade shall govern and
regulate the summoning of meetings of the countil and
the procedure thereat and the kecping and ‘suditing of
the necounts of the Corporation apd other matters
Feferced to in anch achedule.

10 The Council shall in each yesr commencing in
the year 1899 put of the available funds and property of
the Corporation atl:;pmpriate such o sum not being Iesa
than two thoudand pounds as they think Bt and apply
the same in tonnner preseribed in the Becond Seheduls
hersto  Such’appropriaticn shall be made at the second
quarterly mecting of the council in each year.

13.—13 All the property and income of the Cor-

' t.ian_f{i\nm what-e'-'e;:‘ sonree derived ghall be applied
aolely towards the promotion of the objects and purposes
of the Corporation and exdept -as authorised by this
Aet mo portiom thereof ghall “be peid or tranaferred
direetly or indirectly to the persons who at any Hme
are or havt been members of the Corporation or of the
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old" Corporation’ ¢r to-any of thém or to any porsan
elaiming through any of them and any contravention
or attempted or contemplated econbeavention of Lhis
Section may be restrained nt the sait of any member
of the couneil or of nny member of the old Corporation
&t the pawsing of this 4ct os well as any other person by
law entitled to sue for such purposs.

{2) If the Corporntion acks in contravention of the
provistans of thin eection every member of the council
of thie Corporation who shall be party or privy to such
canbravention and every moember of the Corporatian
or of the old Corporation whoe shall have receive CXCCPL
as suthorised by this Act any part of the properly or
meome of the Corparation shzll be liable to pecount for
and retura any property or ineome so reccived and
further shall be responsible for the whole of the lalilitics
of the Corporation,

(3) Except in the case provided for by the last
preceding subsection no member of the Corporation or
of the old Corporation shall be in any woy peramally
responsible for the delbis lishilities or engagements of
the Corporation,

12. On any winding-wp of the Corporation the
surplus nssots of the Corporation alter discharee of its
liabilities shall be applicd first in payment af ﬁftf pounda
10 cash perinanent member of the old Corporation at
the pessing of this Aet hiy Teprescntatives or assiona
who shall not have ceceived paysens under the provisions
ol section 10 anc aubject thereto suek surplus assets shal
Le devoted to the objeets or some of them or to ohjecly
similar or analogous to those or some of thosze far which
the Corporation i catablished by this Act in accordance
with o scheme which shall be settled or sanctioned by
the Board of Trade with power to such Board from time
to- time o very or amend such scheme as such Board
mey deem expedient.

133. The expensca of this Act ghall be paid oyt of
the funds of the Corporation.. parc out o

II. RULES AKD REGULATIONS GF THE COUNCIL OF THE
CORPDRATION.

FIAST BCHEDPULE

Rucgrariovs Reveraen To 1% Secmmox 9 [or Tar Act].

1.—MERTINGE AND PROCEENNGS OF THE SOUXCIL AND COM-
MITTEES OF THE {OTNCIL, L0,

1.—Meotings of the Council shall be held at such
time and place, and may be adjourned, and shall be
regulated ag the Council muy from time to time deter-
mine, A guarterly Mecting of the Council shali be
held in the months of January, April, July, end COctober
in each wear. No notice shall be necessary of Conncil
Mesetings fized by rezclution of the Council to be held
an stated days,

2—Tha Couneil shall elect o President, and may
gloet o Vieo-President of the Corporstion, snd deter-
mine the period for which they shall respectively hold
office. '

3—The. Preshicnt, or, i absent, the Vice-President,
if unw, shall preside at cvery Meeting of the. Council,
T£ reithur j: prazent the Members present shall elect a
Cligitnun of the decting:

4. —The President or Vice-President may at any
time summmon a Meeting of the Council, to be held ai
the oflice ‘of the Corporation or other wsval place of
mesting, on piving seeh notice to the Members by post
or otherwise as he shall think fit. Any two other
Members of the Counell or the Sccretary may. convens
s Meeting of the Council on three clear days' notice.
The- first Meeting of the first Council shali be held
within one menth afier the paszing of thiz Act, and
may be summoned by the Right Hon, Sir John Lobbock,
or in defsult of him dusing such month, by any two
gther Members of sueh Counail,

5 —Notice to Members, for the time being ouvi: of the,
United Kinpdom: shall not be necessary to constitute a.
valid- Meoting of the Council for the transaclion of
business: . .

it



