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INVESTMENT TRUSTS AND INVESTMENT COMPANIES

FRIDAY, MAY 31, 1940

UNTTED STATES SENATE,
SUBCOMMITTEE ON SECTRITIES AND EXCHANGE OF THE
Baxging anp CurreNcy COMMITIEE,
Washington, D, C.

The subcommittee met, pursuant to call. on Friday, May 31, 1940,
at 10: 30 . m., in room 301, Senate Office Building, Senator Robert F,
Wagner presiding.

Pr esent Senators Wagner (chairman of the subcommittee},
Hughes, Herring, and Downe}

Senator Waenzk. The subcommittee will come to order. Mr.
Schenker, are vou going to be the first witness?

Mr. SCHENKER. Judwe Healy will be, sir.

Senator Waexzr, Before we begin, T should like to read this tele-
gram which I have just received. It is dated May 31, 1940, and 1s as
follows [reading]:

Senator RosrrT F. WAGNER,
Senaie Ofice Building:

Air flight to Washington canceled last moment. Very sorry mot to be with
you. Undersigned heartily endorse reviged bill, 8. 3580,
Paur (. CaBor,
Stale Street Investinent Corporation.
Tvpor GARDINER, INC.. INVESTORS,
M. E, TRAYLOR,
Muassachusetts Dislributors.

You may proceed, Judge Healy.

STATEMENT ©€F ROBERT E. HEALY, COMMISSIONER, SECURITIES
AND EXCHANGE COMMISSION, WASHINGTICON, D. C.

Mr. Tleary. Picking up where we left off, my memory is that the
hearings conchuded the last Friday in Apnrl, and we had gone through
nearly 4 weeks of hear 1ngs. Among the beneficial vesults were cryste al-
Jizing of cur own ideas. a better directing of our own thinking, and
there was a sharpening of our own wits, as often comes out of debates
of that character.

We had been impressed by several suggestions that were made
duving the covrse of the hearings by the committee, and then,
ﬁna]l) when Mr. Bunker spoke and stated that he thoueht a regu-
latory bill should be passed, he did not make the mistake which
I cubmit some other industries have made in times past, of being
merely critical and not offering anvthmﬂ constructive. He offered
some constructive suggestions. T do not mean that we agreed with
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1106 INVESTMENT TRUSTS AND INVESTMENT COMPANIES

everything that he said, but it was perfectly apparent that the sug-
gestions 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 at the
Commission and, as 1 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 agrecment
as to the recommendations which should be made to this subcom-
mittee. The agreements were 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 endorsement of the industry.

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

Senator Waener., That is on what page?

Mr. Heavy. Page 124, Mr. Chairman.

We have talked with a number of representatives of the Associa-
tion of Investment Counselors. I am not able to say that we have
come to a complete agreement with them. However, we have agreed
with some of them. There are about two points outstanding that
some of them object to. I should 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 with 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 we have had with some of
the others; and there, again, we are not able to tell the committee that
as to the face-amount companies 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 Waener. You are still in conference?

Mr. Heary. Yes. It is my sincere conviction that within 48 hours
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. 1 do not mean
to say by that that neither they nor we might not be at liberty to
suggest a little change in phraseology 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 weight you give to it is your matter—our feeling of
great anxiety and a sincere conviction that the bill, if possible, ought




INVESTMENT TRUSTS AND INVESIMENT COMPANIES 1107

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 a governmental body and a large industry can
come before a congressional committee and say that they are in agree-
ment as to their recommendations. I think 1t 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 it will be—and if properly regulated—and 1
believe it will be—can, through contribution of capital, make a very
definite contribution to national defense.

I belicve 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 it is now written. We do not, of course,
come to the subcommittee with the implication that these recom-
mendations have to be accepted; but I do think that we have given
consideration to every subject that any member of the subcommittee
raised.

One other thing. I want to introduce to the subcommittee 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 confer-
ences and atfempted rewritings of the bill. He is 2 member of the
firm of Sullivan & Cromwell—Mr, Alfred J aretzki, Jr.

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

Senator WaceNer. I think, Mr. Jaretzki, if it is agreeable to every-
body, you might tell us to what extent you represent the industry.

Mr. Jarerzrr, That is precisely what I want to do, Senator Wag-
ner, and that is about all T want to say. 1 want to explain whom
we represent and what we have done.

On behalf of the people whom we represent I want to endorse
thoroughly everything that Judge Healy has said. Mr. Motley, who
is sitting on my left, and I, have acted as counsel these last weeks
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 pre-
sented, which was the idea of this group of the industry as to what
regulation should consist of.

After the hearings closed, as Judge Healy has said, with the ap-

- proval of this subcommittee we carried on discussions with Judge
Healy and Mr, Schenker 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 far as my group is concerned, we have never
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dealt with a fairer group of people than we did when we were dealing
with Judge Healy and Mr. Schenker. On that basis it was verv easy
to narrow down the points of difference. I think we persuaded them
of some points and they persnaded us of others.

Naturally there was a certain amount of give and take. It re-
sulted in our reaching an agreemient as {o what we could jointly
recommend to this committee in principle, which was embaodied in
a wemorandum dated May 13.

These negotiations were carried on by a relatively small group,
fargely the group that appeﬂrs here, and these gentlemen who sent
you the telegram stating that they weve unable to come down.

Before we presented tn se recommendations {o your chairman we

wanted to check with the industry to see if we could get the agree-
ment of the leading factors in the industry to these pmpuﬂls We
went back to New York and sent out this memorandum to all the
leading investment frusts, to evervbody who had appeared here,
and to a great number of others, and held a meeting in New York,
in my office. to discuss that memorandum. The principles of that
memorandum were accepted by 56 investment companies, constituting
by far the leading members of the industry.

We then ploceedod as Judge Healy has said, to try to translate
these principles into a bill, and we learned, as we had suspected,
that it is one thing to criticize a bill that somebodv else has written,
and 1t 1s quite another thing to {ry to write a bill yoursclf. But,
working day and night with the Securities and Exchange Com’
mission’s stafl, we were able to put into language the bill that was
presented to you.

We had planned to have this weel end to check back with the
group who had endorsed the principles, but owing to the necessities
of the time schedule, and in order to be prepared to come to this
meeting, we had swddenly to send copies of this il out Tuesday
night and advise our friends that we would give them Thursday,
Decoration Day, to tell us if they had any objections. That was
pretty short notice. At first there were considerable objections to the
fime schedule, but when we explained the necessities of the sitnation
everyone coopemted to the utmost, and we have received approvals
from by far the great majority of people we were speaking for. We
have had 1o ob]ectmm from anvbody. There have been some people
whom we have not heard fmm, particularly from investment com-
panicg on the coast, who agreed in principle with the original memo-
Jlldllm and who indicated thut they expected to ugree with this, but

they liave not had time to be heard from.

We had a discussion last night on the telephone with an invest-
ment company in Chieago. I am just pointing out that it is a
difficult thing to secure such a large group of approvals at short
notice. But T think T ean say to you that we have the approval
of substantially the leaders of the industry and of practically every-
body who appeared before you.

In particular 1 want to mention Mr. F. Wilder Bellamy, of
Dominick & Dominick, who appeaved before this committee and.
who telephoned me this morning to say that he was extremely sorry
that he could not come down and appear at this meeting, but that
the press of business in New York made it impossible, but he has
heartily endorsed the bill.




