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INTESTMENT TRUST8 AND INVESTMENT C O NPMIES 

FRIDAY, MAY 31, 1940 

ITSITED STATESSENATE, 
S u u c o ~ x m ~ ~ ~  AND ESCITA;~~GEON SECURITIES OF TIIE 

RANKIXG COMMITTEE^AND COKREXCT 
Wo/.~hirayton.,1).C .  

The  subconimittee met, plunsnant to  call. on Friday, 3 I ~ y31, 1940, 
a t  10: 30 a. in., in room 301, Seii:ite Ofice Building, Senator Kohert F. 
Wagner presicliiig. 

Present : Serlators W a p i e r  ( c h a i r n ~ m  of the  subcommittee), 
H ~ g l l e s ,  Herring? and Downey. 

Se~r;rtor k\'.ic;lse~. T h e  subconiii~ittee will come t o  order. &lr. 
Sc l~e l~ l i r r ,are yo11 going to  be the firsL witness! 

Mr. SGEIFSI~ER.Jutlge Heilly will he, sir. 
Senator K A i ~ x ~ ~ .Ucfore we hegin, I slioi~lrl like to  read this tele- 

gram n-llic!~ I hare  just received. I t  is dated i\l:~y31, 1040: :mil is as 
f o l l o ~ ~ i1-rending] : 
S ~ n a t o rROBLRTF. WACXR, 

Scrticic O.nccj'B?tildicig: 
Air flight to 1T:rsliington c.:mcelccl last moment. Verr sorry not to be with 

yon. U~)dersiglied lirnrtily endorse revised bill, S. 3580. 
PAUL(.'. CAUOT. 
8 f a l c  9trcc:t I ~ r ~ . c s l ~ t ~ r . ~ ~ tCoqm-rrtioir. 
Tumn GAI~DINEK,Ixc.. IIVESTORS, 
M. E. T R A Y T . ~ .  

3Ictssirc.l;trsetts Di~lr~brr to i ' s .  

Yo11 may p ~ ( j c ~ ( 1 ,  Judge Healy. 

STATEMENT OF ROBERT E. HEALY.COMMISSIONER, SECUEITIES 
AND EXCHANGE COMMISSION,WASHINGTON. D. C. 

Mr. HE.\LT.T'id<inq up where we left off, 111y ixienlorg is that  the 
Iwnrilys cc,i~ic!xtlrtl the last. F r i d : ~ ~  gone tl iroug!~ ill April ,  ant1 \\-c l ~ d  
~ iea r ly4 weeks of 1:rwrings. Among tlic. beiwiici:d resnlts ere crystal- 
lizing of 0111- OKII  i t l tw,  a better directing of oiil* ow11 t l l in l i i~~g ,  :~nd 
i11el.e wrr: n s11:wpeninji of our  o w ~ i  rrits, as often coi:rcls out of debates 
of thn t rlwrncter. 
Wv I l : ~ r l  k:wn impressed by several sllpgestiom that  were macle 

dnr ing tilt> c o ~ i ~ s r  of tlir hearings by the conmiittee, : ~ n d  then, 
iinallyi TT-Iw:~Mr. Ru?rl;er spolte : ~ n dstatctl t h t  Ile tholqlrt R r e p -
latory l ~ i l ls l~onld be passed, lie did not malre tllr illistake w l l ~ c l ~  
I sulmlit SOI:J~ other iiidnstries have m:~cle in tiiiws past, of h c h p  
iilrrely critic:~l ant1 not offel'i~rg anllptlli~i~ co i~s t ruc t i~e .H e  offerwl 
sofile coilstrllrtiw ruggestiol~s. T do not Iilean that we a p w d  with 

110.-, 
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everything that he said, but it was perfectly apparent that the sug- 
gestlons were constructive, that they were honest, made in good 
faith, and were not merely "phonies." 

Based on that, and after discussing it with my associates a t  the 
Comrrlission and, as I understood it, with the approval of this sub- 
committee and the chairman, the members of the staff of the Com- 
mission have been in almost constant contact with the members of -
this industry, the gentlemen who appeared before the subcommittee, 
and their counsel, and with some other groups that did not appear. 

The result is that we are now in position where we can say to 
the subcommittee that the industry, as represented by those gentle- 
men, and the Securities and Exchange Commission, are in agreement 
as to the recommendations which should be made to this subcom- 
mittee. The agreements mere embodied in a memorandum, and an 
effort has been made to translate them into actual language, Of 
course, that is not always easy. There has been a redraft of the 
bill. There may have to be another one. But as the bill is now 
written it has the endorsement of the Securities and Exchange Com- 
mission, and it has the endorsenlent of the industry. 

I n  order that there may be no misunderstanding, I would like 
to say a special word about title 11, relating to investment coun- 
selors. We have talked with several representatives of investment 
counselors-

Senator WAGNER.That is on what page? 
Mr. HEALY.Page 124, Mr. Chairman. 
TVe have talked wit11 a number of representatives of the Associa- 

tion of Investnierit Counselors. I am not able to say that we havo 
come to a complete agreement mith them. However, we have agreed 
with some of them. There are about two points outstanding that 
some of them object to. I sliould like to postpone any discussion of 
those two points because we may be able to come to an understanding 
on them. 

I think it should further be said that we have had some discus- 
sion also mith representatives of the companies selling face-amount 
certificates. They got into the matter rather late, and we have not 
had quite the same time with them that me have had with some of 
the others; and there, again, we are not able to tell the committee that 
as to the face-amount conlparlies we are in complete agreement. We 
are able to say, however, that the points of disagreement have been 
reduced to not to exceed three, or possibly two. 

Senator WAGNER.You are still in conference? 
Yes. It is my sincere conviction that within 48 hoursMr. HEALY. 

we will come to an understanding with them. 
Now, coming back to the really most important thing in the bill, 

that is, legislation as it relates to the open-end and closed-end man- 
agement investment companies, we are in agreement. I do not mean -
to say by that that neither they nor we might not be a t  llberty to 
suggest a little change ~nphraseology where perhaps we have not 
succeeded in saying precisely what we mean to; but subject to that 
one caveat, we are in complete agreement. 

I wish also to express to the subcommittee our feeling-and, of 
course, what veight you give to i t  is your matter-our feeling of 
great anxiety and a sincere conviction that the bill: if possible, ought 
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to be passed at this session. We believe that it will be a good thing 
for  the industry. I think it is a good thing for the country to have 
an  instance where n governmental body and a large industry can 
come before a congressional committee and say t l ~ a t  they are in agree- 
ment ns to their recommendations. I think i t  would be a contribu-
tion to recovery, and, strange as it may seem, I think that in the pres- 
ent scene of world conflict, instead of that being a reason why the bill 
should not be passed now, on the contrary, I think it is a reason why 
it  should be passed. I think the investment trust, if properly han- 
dled-and I believe i t  will be-and. if properly mgulated-and 
believe i t  will be-can,  through contr~bution of capital, make a very 
definite contribution to national defense. 

I believe that the bill is a good bill. I think it will work in the 
public interest. 

Of course there has been some give and take here and there on it. 
We have convinced them of some things and they have convinced 
us of some things; but that does not mean that we do not support 
every provision in the bill as i t  is now ?witten. We do not, of course, 
come to the subcommittee with the implication that these recom-
mendatioi?~ have to be accepted; bixt I do think that me have gjveu 
consideration to every subject that any member of the subcommittee 
raised. 

One other thing. I want to  introduce to the subcomn~ittee a gen- 
tleman who has worked with Mr. Schenker for all of these weeks as 
counsel for many of these investment companies. He has devoted 
nearly all of his time for the last month and a half to these confey- 
cnces and attempted rewritinus of the bill. H e  is a member of the 
firm of Sullivan & ~romwell-%3r. Alfred Jaretzki, Jr. 

STATEMENT OF ALFRED JARETZKI, JR., MEMBER OF THE FIRM 
OF SULLIVAN & CROMWELL, NEW YORK, N. Y. 

Senator WAGNER.I think, Mr. Jaretzki, if it  is agrwable t o  evely- 
body, you might tell us to what extent you represent the industry. 

Mr. JBRETZIU.That is precisely what I want to do, Senator Wag- 
ner, and that is about all I want to say. I want to explain whom 
me represent and what we have done. 

On behalf of the people whom we represent I want t o  endorse 
thoroughly everything that Judge Healy has said. Mr. Motley, who 
is sitting on my left, and I, have acted as counsel these last weelrs 
for groups of the closed-end and open-end companies-Mr. Motley 
representing the open-end companies and I representing the closed- 
end companies. 

Toward the close of the hearings the leaders of the groups who 
were down here and appeared before you got together and, in col- 
laboration, worked out the memorandum which Mr. Bunker pro- 
sented, mhich was the idea of this group of the industry as to what 
regulation should consist of. 

After the hearings closed, as Juclge Healy has said, wit11 the ap- 
proval of this subconlrnittee me carried on discussions with Judge 
Healy and Mr. Schenlicr to see if we could iron out the differences 
which existed between our proposals and theirs: and I want to say 
that,  personally, and as f a r  as my group is concerned, we have never 



dealt with a fairer group of people tllari \\e ditl v-he~l  we were tienling 
with Judge Healy mcl Mr. Schenlrer. 0 1 1  that luasi.; it was very easy 
to 1larrc)w down the points of difference. I think we persu:~ded thein 
of s o n ~ e  paints : ~ n d  they perc;~~i~tlecl us of others. 

Naturally thcrr. n-n< :I curlai~l amount of p i \ e  aud take. It re-
sulted in our r~:rrhingan agreetue~it as to  wlmt \T-e could jointly 
recommend to this comnlittee in pril~ciple. w h c h  was e1nb:)dit.d in -
a memoraldrm d:lted 31:ty 13. 

The-e ~lepotiutioris weye carlied oil by it re la t i rdy small group. 
1 ;~rg t . l~the p o q )  t h t t  appears here, autl thehe gentleinen I?-110 sent 
yo11 the telrprail~ stntmq t l ~ t  tliry \\-ere tu~ijhle to  come do\vn. 

Refore we ~ r e ~ e n t e d  to your chair~nimwetheir  yccon~rne~~tlntions 
wanted t o  check with the intlustry to ire if \wcould get the ngree-
nlcnt of the leacling fnctcvs in thc incln-try to the-e proposals. 11'~ 
went b:wk to Scm kio1.1~aiicl s e ~ l t  out tllli: niei1ioranrlun1 to all the  
leading inrestmnlt trud,.  to  el-erybody who had appeared here, 
and to a great number of o t h ~ r h .  autl helJ a meeting in iYew York, 
in my ofice. to d i m m  that ~nemoranclum. The principles of that  
memor;~ndrnn were :icceptccl by 36 investn~ent compnnies, ronstituti l~g 
11yf a r  the lending members of the incluztrg. 

W e  t h m  proceecletl. as J n d g e  IIealy has .mid. t o  t r y  to  translate 
thcse princil)lcs into n bill, and n-e learned, i15 we 11ad suspected, 
that  it i.; one thing to oritiriw :I bill that -omchotlg elsc hlls written, 
arid it is cluite another thing t o  t ry  to write :I bill yourself. Bnt,  
morlring (lay ;mcl night n-it11 the Sw~i r i t i e s  ant1 Eschnnge Com-
nnssion's ,-tag, me v e r r  i~bleto  put into language the hill that  m s  
presented t o  you. 

N't. hail pl:lnncd to have this wccli clul t o  cllecli back with the 
g r o u ~ ~~ 1 1 0had entlorsetl the principle^, but owing t o  th r  ~iecessities 
of the time schedule, ant1 in o r t l ~ r  to he prepare~l  t o  cwne to  this 
meeting, we 11ntl sntltlenlv to wntl copitc of this bill ont T n ~ i r l a p  
night ancl atlvise our f r i c d s  that TYP w o ~ ~ l r lgivc them Tlitusday, 
Decoration Day, to  tell 11.; if they 11:rd any objection,.. That  \~: ls  
pret ty  short lot ice. At  first tllerr \wre consiclwable objectioils to t h e  
time scl~erlule. hut ~ r l l en  Tie explained the necehsities of the situation 
evrryone cooper:rtetl lo the utmost, ant1 w Ilnw recc~iwtl ;tpprovals 
from bv f a r  the great majority of people 11-e w r e  spwking for. W e  
I i a ~ eh:~tl iro objections flwm anybody. 'f'iwre hi\\re hem some peol)l- 
\~-liotr~n-e h n r r  not 11e:1rcl f m n ,  part  icn1:lrly f rom i~lvestineiit conl- 
I ~ I I ~ O P011 t l l ~cotlit, 1~110uqrrerl in p~ inc ip lc  wit11 the or i t inal  memo- 
r a n d i m  and 11 110 i n d i ~ ' : i t ~ ( ltllirt they e s p e c t ~ d  to :qpw with this, but 
they Iiare not 1 ~ 1t i n ~ eto be heard from. 

77'r 11:1ti n tlisciwiou last 11lpl1t o11 the telepho~w ~ r i t h  a n  invest- 
J I I ~ I I ~coni~)any in Cihj(>i~go. I nrn  just pointing oont tllnt i t  is a 
difictllt thing tn  secure such a large group of approvals at short 
notice. B u t  I t l i i i~kI can cay to  JOII  t ha t  we h a w  the approval -
of ~irbst :~nt ia l lpthe lendris of the industry and of practically every- 
botly ~ ~ h n  appenr~c! before you. 

I n  p~r t i c l i l a r1 \vmt to mention Mr. F. Wiltler Rellarny, of 
Donrinick & Doinillick, ~ 1 1 0appcnred heforr th is  committee arid 
who telephoned me this morning to say tha t  Ile w:rs estrenlely sorry 
that 11e co~llcl ]lot come down :lnd appenr a t  this n~re t ing ,  but tha t  
the preqs of busine5s in Xen yorlr made it iirlpossible, but he has 
heartily endorsed the Fill. 


