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STATEMENT OF CHARLES 'B,ENGLE'
of Engle, Adams & Co, Denver.

My neme is Charles B. Engle, of Engle, Adams & Company
in Denver,

We ares éssentially a distributing house upon the
national scens, 3

My partmer and I have had over 20 years experience 1n
the securities businegs, although our firm is only slightly
over geven ysars old.

We have never in thosé geven years, béen an underwriter,
in @ nationally distributed corporate issue.

On Janue ¥y 11, when I addressed a letter to Mr. Frénk,
asking permissiom to either file a statement in the récord
6r appear and maks & statemsmt , I stated that I felt our
set-up represented the small houses throughout the country,
who were servimg individual small 1nvestar3,'largely on a
personalized basia; and in accordance ﬁith that request, I
prepared a statemsnt in Denver based sssentially on this
release of the 19th, which is maturally in our fileéiee
19th of Decembeyr, that is —- because I had not seen thenm
the complete weport of the divisiom,

Now I have brought that statement of mine dowm here
from Denvaer, | |

Cortaim phases of it would be very repetitious.

I have included some very simple inecidents in nMy owm
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personal life to illustrate what I consider the principles
involved of competitive bidding.

I want to file this.

I would appreciato if the Commissioners will look
at it.

But thers is one thing in this statement of mine which
I feel should be smphasized, and that is the question of
how compulsor§ competitive bidding would éffect the smaller
cities and the smaller investors in those cities, and with
your permission, I will read cérféin parts of this.

It is my comviction that thrift still dessrves a high
place in‘our national planning and that 1tvshou1d be given
encouragement. ‘ S | ' .~ One
distinet method of encouragement is to makalévailable to
small commmities and small invegtors the securities of those
companies which have earned national recognition for success-
ful operation under demonstrated managerial ability.

What is bermed "private placement® has materially
reduced the amount of high grade b@nds which individuals,
trusts, insuranese companies, endowment funds.and banks may
obtein and this applies especially to the smmller cities,
Should competitive bidding be made mandatory the supply of
desired securities will be further decreased if not entirely
stopped.

Under negetiated underwritings -
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Chairman Frank: Will you explain why ,jn your opinion,
that is so?

Mr, Engles Yes,sir. It is my opinion,sir,

Chairman Frenk: For instance, have you considered the
bonds that have beenm sold competitively <- utility bonds <=
in New Enrland states. Has it been true that less of those
go out to ths small investors than those issues that have been
negotiated. I am ésking you as a matter of information.,

Mr., Engles All I can say is thet I have never «-
our littls shop has never liad a wire to the best of my
knowledge and belief on any of those competitive issues from
New England.

New ,I will grant you that soms of those igsuss ,

~normally wouldn’t amount te much anyhow disguised as such,

but even om the Boston Edisom where the amount was over
SSOOOOODOOOSas'I vemember it ,under a negotisted underwriting
I think that the wires would have coms into our commmnity.

Now, some of ths wutility houses im Denver might hsve
had such wires. We didn't.

Chairmam Frank: Is 1t the implication of your remarks
- oA - e
that privaté{pricé}placemant would be augmented by cam-
petitive bidding.

Mr. Engles Well, I have a 1little more there that I

would 1like to submit now. -

Chairman Frank: My supposition would be to the
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bz4 . contrary, that perhaps there is some 1ikalihbod'that private
placement would be reduced as a result,
In other words, that where today a few larger insurance
companies,'%z msans of private placement, as we are Poldg -
absorb all of an issue ,that ttere might be a 1liability of a
larger portiom of desirable issues finding some part of
their distribution with a smaller imstitution throughout
the country.
Mr, Hilliards Mr., Chairmamn. Could I possibly cive
just a 1ittle piece of informtion there,
In mmicipal sales. in the middle west where com-
petitiomnis very heavy, private placement by indirection
has been not an infrequent ogCuUrrenes ., |
That is, a dealer has been unwilling to meet the eom-
pefition and to put in a bid unless he has a whole issus sold
at one particular place;1- |
Chairman Franksl-That.haant been altogether unknown
in the case of negotlated lssuwss either mas 1t? |
Me, Hilliards ﬁo sir, but I say it is a very frequent
happoning in our country,,'wjhere the competitiom im municipal
iagues is vexry graaﬁo ST
Mr. Engloes i have a couple of illustrations herpvwhich
I belisve reflec%ﬁﬁhe féeling of my_cdun?ry'ét least. Under
_negotiated wnderwritings, the investment ﬁquse and inveabtors
-in-_the smaller e@mﬁggs have accegs to the securities so under-

N

writtexn.
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bzb then an issue 1is of perticular interest to' a particular

area, that area is recognised .‘Ln the distribution.

Two issues privately negotiated were of great interest
to the Denver area,

A liberal opportunity was afforded to our investors
to obtaim these issues when originally offergd,, but under
competitive bidding, I questiom if any of the securities would
heve beem ecbtainable, |

Chairman Frank: Well now, why? What experience have
you to ‘leajd you to that conelusion.

Ir, Engles - ¢ I have sam figures here -- . .. not trying
to postpone an answer if you please. |

Chairman Frank: That is all right. You answer it in
‘JOUr oOWR Way.

p, Engles On Jume 9, 1938, $27,750,000 Mountain States

Telephone & Telegraph' Company, three and a quarter pé‘rcent

oS

dei)em;'ures-were publiely offersd.

That was@SOQOOO‘,OOO.a.uthofized as you may recsll and
the dividend went into the pemsiom fund,

Now, Poor's Institutional Holdings of Securities for
1940 shows 20,822,000 of this iseus was held by 66
institutions, of which 39 held $100,000 or less. These hold-
ingsf‘wera scattered from coast to coast and my computstion
shows that six of the so-called big seven 1life insurance

compenies among themselves owned between: $11,000,000 and
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12,000,000,

Now, I have a note here, admitting 1t is my under-

. standing that this issue would not have coms under the

proposal, although it is illustrative.

It is not clear in my own mind, end I admit it, as
to whether the commmnicatioms systems would be effected or
not.

Chairmen Frank: No.

Mr, Engle: It would mot.

- Chairmen Franks Our statute relastes solely to gas
and electric ﬁ%ility comnanies,

Mr, Engle: Well, I have a gas amd:electric ome,

On Novembér 28, 1939b‘$4000009000 Public Service Company,
of Colorado, first mortgage three and a half iercenﬁ; bonds
were publicly offerad;,

Now, Poor's lanual fo; 1940, shows tﬁentyafourrmillion
plus of this issuwe was owned by 118 1tﬁtioﬂs.of which
8¢9 held ome hundred thousend or less.

| ‘Theae holdings a;EOnﬁere scattered from*noast t@

const apd six of the so-called big aeven owned aleven miilion

and a half,

In the firs#}éaaé?[thp big insurance companies, as I
cémpute 1%, end maybe I don't understand who the big seven

are, but my - pution showed that forty-two percemt ¥as heid

by se-called big group there, 33 psrcent was owned by sixty
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other institutions with the balance of 25 percent presumably
in the hands of all other investors. In the second case the
ﬁig six owned 28 percent of the issue, 32 psrcent was owned
by 112 other institutions with the balance of 40 perceant
presumably in the hands of all other investors. Contrast
these figures with the very grecat probability that under
competitive bidding 100 percent in each case wouvld be in
the hands of a group of life insurance companies not ex- _
cesding 12 to 15 in number, beceause as I understend com-
petitive bidding, a group of life insurance companiez would
be permitted to bid if that issus had been placed on the

auction block,
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Chairman Frank: So could a groiip of small institutions.

Br, Engle:s Well, 40,000,000, still, of course, out ouf
way, that is quite a lot of money.

Chairman Frank; It is around here, too.

Commissioner Healy: Let me ask you: %Hhen that issue of
Public Service of Colorado waes registered, wasn't there in
existence @ writing under which the Company ﬁndertook to give
one firm of perpetual bankers a first call on all issues of
that company?

¥r, Tngles I don’t knowy I can't answer that. Stewart &
Company were the underuriters that we got our allotment from,
end I can't¢ enswer that question.

We felt that the issue was set up properly. It was fairly
priced on the market at that time and we did know that our:
poople out there were interssted in the nams and we were p§$§1ded
and they cen s%t1ll have access to those bonds on the market ir
they want to pay the current_pricep and I feel very definitely
that this statement of mine reflects the sentiment of our come
minity, because I have discussed i,

1 have discusgssed it withour investment houses out there
and I have discussed it with our banks.

Now, @8 a == the guestion of gshutting the door ;c I mean
thesg two nemes are interesting ¢o our country =<~ in our country
out there, and I say it because they are high rated bonAs that

I believe == under competitive bidding -- that I believe that
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dk2 they would have been absorbed by é small group in the EBast;
end our people could not heve had them.

Now, I would like, with your permission, to submit a para-
graph from a letter addressed to ¥r, Frank from the Denver
Clearing House Association, dated January 13. The paragraph
readss

"There will be a further definite threat to the ability of
our member banks to obtain eligible issues for their own port-
folios and trust accounts under their control.

"Compulsory competitive bidding would result, we believe,
in the best names being absorbed by small groups of large
Fastern banks or insurance companies, whersas, under current
conditions, an opportunity to obtain such issues is customarily
afforded.” |

Now, the president of the Denver Clearing House Association
told me that he wanted me to state very clearly thet the
question of that absorption by large Eastern banks was not in-
tonded to infer that the barks would bid direct, because'there
would be a very great gquestion of their eligibility under cer-
tai; clrcumstances, under the question of marketability, if
they were to count in their own powrtfolios.

With that qualification -- now, I would like to read the
final peragraph of this statement of mines

The small investment house is not opposed to proper regula-

tion of the securities business.
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We have =- and I believe small investment houses in many
states have -~ cooperated in passing sound laws relating to
the issuance and sale of securities in the statutes of their
states, but we feel, and I believe they feel -~ I have
"warranted® in théreg I think thet is rather a weak word --

I feel I would like to use a stronger word; I would like to
say "impelled® -- in voicing objection to the present proposal
which would dirsetly penalize the small investment houses and
small investors throughout the country,.

I would appreciate very much, gentlemen, if you would read
that through.

It is 2 simple 1ittle document from a small dealer in a
small towm,.

Commissioner Healy:s Have you got & number of coples of
the document?

Mr, Pngles I think I have about two carbons.

Mr, Weiner: Mr. Engle, we have had a number of letters
from Denver dealexs.

The others haven't specifically asked to be heard hera.

Would it be fair to assume that you represent
their sentiment?

¥r. Engleg I think I stated that I feel that I reflect
the feeling of the dealers very generally in Denver, because I
have discussed that with them.

My, Weiner: You have talked with @ good many of them?
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dk4 Mr. Engles Yes.

Mr. Daley: I presume, Mr, Fngle, that you are familiar
with the first §10,000,000 Coloiado highwgy bond issue, and
then the second $15,000,000 Colorado bond issue, both of which
wore sold competitively.

The first one, three firms wers bldding for it. I have
forgotten the number on the gsecond issuo.

Do you happen to know what proportion of those Colcrado
highway bonds found its way into the accouits of Colorado in-
vestors?

My, BEngle: No. I have no way of knowing that. I think
that you headed that account. You would have that.

¥r. Daley? Thers was @ very substantial amourt, wasn't
there?

| Mr. Engle: I think, in fairness on that.situationp that
you should say that you had a commitwent from one name imn
Denver for a2 very substential amount of those securities berére
you submitted your bid,

Mr, Daley: You are telling me something that I didn't
know at the tire, but the fact is, isn’t i%t, that a very sub-
stential part of that issue 4id find its way into Colcrado
territory?

Wr. Engle: I think Initially, yes.

Mr. Daleys And it was sold through compstitive bidding,
is that correct? | —
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Mr, Tngle® That is correct,

Chairmaﬁ Prank: Thank you very mch,

Mr. Spencers I thought this migﬁt be an appropriate time,
Mr, Chaiman <o

Chairman Franks C@me up here, Mr. Spencer; we can't hear
youo

4 nave heard that those in the bask of the room have a
1i¢tle difficulty in hearing, so I suggest that everybody speak- .
ing from now on %talk @klittle loudsr than normally. |

STATEVMENT OF GEORGE 0. SPENCER
Assistant Director, Publie Utility Division

Mr. Sponcerg We roceive a gyreat many lstters, as has
been indié@t@a this morning, froﬁ small dealers, in which they
almost unanimously said that they felt that their position
under competitive bidding would bs ﬁorse off then under privete
doals, and used as an illustratiom their actual experience in
municipel dealings, so, in order to try and find out something
about it, I spent three days ~- which admittedly is an inamdequate
time to cover such & broad sudject.

The first thing that I found out was this, that municipal
deals as such rarely if s ver have & sglling group organized by
the manager of the deal.

Thexeason for that being that municipal issues as a rule
are gorial jissues and it is practically impossible to allocate

sorial issuoes.
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dké | Mr, Stewarts May I ask, Mr. Chairman, whether that would
be the ﬁiew of the hunicipal deélers?

I doubt whether 1t would be their views.

‘Méo Spencer: That 4s what was told me by the munic!pal
dealers and, emong others, Nr, Sylvester of your organization,

Mp, Stewart: I would question that, unless we have Mr,.
Sylvester here.

Mr. Spencers All right,.

Chairman Frank: Is there an issue of veracity?

Mr, Stewartg WNot an issue of veracity, no. As to whether
the fact that there are serials of municipals is the reason
for not forming a selling group.

Mr. Spencers I galked with 15 or 20 of the principal
mmicipal underwriting houses, and they all gave that as one
of the prinecipal reasons why they did‘not organize a selling
group an& vhy the commitments with municipals were joint and
not several, so that the 1liability of wvarious underwvriters
was not discharged when they took their percsntags of the
total issue, but remained until the whole thing was disposed of,

~ Mr. Stewart? Isn't it a faethxro_Spencer, that the
1argé Neﬁ York City issues have not besn serials but have been
corporate stock, long term bonds?

Hr. Spencers As I sald, thrsc days is not enough to
completely exhaust the issue and, in the last two or threse

issuves, they were serials and in the story of those particular



123

axg7 deala; that was the information gziven me,

Mr. Scribner: I think thet I would li%:L::*;;g herei?> b//
that our house in 1938 and 19399(194OD figureﬁc purchased more
individual issues of Pennsylvania municipal issues than any
other house in the country.

we nover formed a selling group on any of them. The
reason we 4idn’¢ was becauss competitive bidding gave us a
gross profit vhich did not justify our forming a selling group.

Mfo Spencers I was coming to that point next, and that
is that municipal deals as a whole avéraged much smeller than
corpérate deals with which we bave been familiar during the
legt five yoars. -

Con@equéntly it is perfectly possible for the small dealer
and the smell underuriter, organized groups, to buy two or
three, or @ million, dollars worth of bondg that have a local
appeal and, inagmuch ag tho spread in municipal securities is
soinarrow; the toendency 1s %o keep it all to themselves and
not redistribute 1t,

However, in the large issues, where it is necessary to
got the help of the undorwriting fimms that have at their
disposel large sums of capital, we find that they take down
bonds end th@ﬁ 5611 them, either to the ultimate consumer or
through dealers, depending upon their own method of doing busiw-
ness.

For oxample, onsé house gave me some figures of eight deals
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which addéd up to $104;000,000;

Their shsre of that $104,000,000 was $5,800,000, They
sold $6,200,000, and of that $6,200,000 they sold to dealers
$1,757,000, or about 28 per cent of what they sold went to
dealers.

Some other underwriters who do not depend upon deslers,
would not make nearly as much =- nearly as large a percentage
available to dealers.

In fect, one of the houses, after an investigation,
where they have a large distributing organ;zation of their own,
told me that; as a re§u1t of the investigation ho made for a
day or so, that not over 15 per cent of their commitment was
resold through dealers,

Another organization told me about 25 psr cent was sold -
through dealera.

Anotheor organization, that is a very large factor in the
municipal ficld, that has @ large distributing organizetion of
its own, but who is dependent upon d@aleﬁ‘good will, mads
available between 40 and 50 per cent of their commitments of
minieipals to dealers,

So 1t is almost impossible to goneralize as to whether or
not & particular issuve will be made available to dealers or
noto. |

Those houses depend upon underwriting and those houses,

the impression that I receive is that those houses who are
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dk9 dependent upon dealer good will make it a matfer of policy
to give dealers a share in the fast moving deals as well as in
the dsels that don’t move so rapidly.

So much for ¢the municipal sales and the amounts that are
aveilable to dealers.

While I was in New York I took an opportunity to canvass
what had happensd in the 16 deals that we mentioned in the
report of the New Englend securities that were sold competitively
and =-

Chairman Frank: (Interposing) You meen Wew England
Utilitiese

Wr. Spencar; New England Utilities, yes, sir.

The Boston Edison deal was wmentioned. It is interesting
to find that in the First Boston Edison deal, five years ago,
about 20 per cent of the issue was offered to.a selling group
comprising 278 nemes.

0f those 278, 256 absorbsed all that were offered.

46
In the group last month, the offering was made, between

v’
ers v
four and five hundred d@alé@ and 320 acq@pted an opportunity
to resell at the dealers @ommigsicns.which I think was 1ist less
a half in both cases, and therc again ==

Wr. Stewart; (Interposing) Hay I esk a question? I
think it is &« fact, on the second issue, that the bonds were

offered through subscription.

It ves somewhat different from the usual practice.
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dk10 Wr, Spencers Yes, but the facts remein that between four
end five hundred small dealers -- that is, talking about & man
that doesn't care to risk his capital in an underwriting
enterprise -- between four and five hundred of them had an
opportunity to initially participate in Boston Edison dseal,
320 of them accepted and took about 20 per cent of the
issue,.
1 think that those that didn't initielly accept had an

Prefin opportunity later on.
fols
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Mr., Stewart: May I also agk this, Mr. Spencer, have not,
unfortunétely0 subsequent events proved that the Boaston Edison

issued was overpriced?
Mr. Spenocer: I think so, yes.
Mr. Stewart: Which goes to show that there is always lots

of opportunity to get an issue thaé‘is overpriced?
Mr. Spencer: I am merely saying that initially they sold

st tho offering price less 1/2 and 320 dealers accepted.

Mr. Stewarts And the allowance to the dealers was less than
the normal allowance? |

Mr. Spenecer: Yes, the spread was rather marrow on that, as
you will recall,

Now, take another issne some years ago. You have a sijuation
similar €0 that prevailing in the munieipal fisld. I was a
much smaller issue. There were about $20,000,000 of bonds
involved, and no selling group as such was formed. One of the
underwriters who took -a substantiel amount of the bonds but who
was 6gpendent, es I said a moment ago, on the dealer goodwill, -.
resold asbout half the bonds that he teock, to Gealers. Another
ene of the underwriters, a house that falls into the group of
having good retall digtribution and capital that they are willing
%o risk as underwriters, and so obtained the maximum profit on

the deal, they could never take more than they feel they can
dispose of themselves, that house took all of the bonds that

were given ¢heom and bought some more bonde amd did not sell a
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ginsle bond to a dealer because that particlar deal happereé to be
a good deal.

Now, something was said a moment ago when the deal is a little
sticky, the small dealers have plenty of opportunity to buy them.
Again, 1n one of these competitive lssues where the group was
almost identical, the house that I spoke of a minute ago that took
all of the bonds and sold them all to thelr own customers had no
concession in this second deal, and they kind of felt atremble,
they wanted %o get out,in which event they sold something of the
order of 30 per oent of their commigsion to dealers. ‘

In privately negotiated deals, one house that is very
prominent --

Mr. Stewart: (Interrupting) Are you still talking of the
municipals?

Mr. Spencer: No, I am talking about corporatc deals now.
They have offered dealers varying percentages from as little as
27 per cent %o as much as 73 per oent of the issuwe in the initial
offering. Another house that bought a deal in competition which
wae a fast moving deal, nevertheless they initially offered over
50 per cent of the issue to dealers as distinguished ffom their
partners in the underwriting. In half a dozen other issues in
which they were the leading underwriter, they offered to dealers
privately negotiated somewhere between 30 and 35 per cent.

Now, we can generalize as %o whether the dealer is going

%o be worse off one way or the other; and I think 9%t ig a very
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afrricult thing to de. The indications are that it will depend
gsomswhat upon the typ@ of the house tﬁat is euocessful in pur-
chasing the issue, If it is a house that has 1little dietribution
of its own gnde&shes to stay in business, it has just as mnoh}
necessity, it would seem %o me, and the facts geem to bear outy,
to retain dealer goodwill wh@ther fhey make their commitment on

the auction block or whether they make'their commitment on a

privately negotiated deal. If the deal happens to go to a house

that has very substantial retail distribution, then the chances
gre that they will keep-more for themselves, and that is borne

out in the munieipal field, as this gentleman Just indicated where
he and some others bought municipal deale and kept them all for
themaslves, |

Mr. Soribner; May I ask one question of Mr. Spencert

Chairman Frank: Yes.

Mr. Seribners: Excuse the interruption, dbut in talking of
corporate eecuﬁ&tiess you said that the house whioh has the
largest retail distribution will tend te keep more of the issues
for themselves. I fully agree with that. Doesn’t that logiocally
follow then that the house with the largest retail organization
would be in a position to bid higher because they could work
without having ¢o allow a wholesals profit to others, that being
true by virtue of the fact that it would keep m§re for itself and

lege would go to the smaller dealer?

Mr. Spencer: I think you have got to %ake a broad pisturs
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and again look at the house, because the illustration that I
gee here is -- 1f a house is going to keep its paftioipation
within the limits of what it expects to be able to sell at
retail, then there will be very 1little reason for letting the
dealer in. On the other hand, if you take a house which wishes
to do a two-barreled business, a retail and a wholesale business,
there will b@ Just as much, in my opinion, just as much reason
to meke bonds available to dealers whether %he§ acquire them on
the auﬁtién block or whether they do ﬁoﬁp and within the time at
my disposal that seems to be what is indieateds.beoause I talked
to the members of these lMunicipal Depar‘cmeﬁ%aD and they all saiq,
"Why, yes, we must keep the deaul.eifvs‘n goodwill., We are in
business and we spend any amount of money in cultiva%ing. dealers
in telephoning and telegraphing to dealers nnd our businees is not
confined to deals that we originate, we do & very large over-the-
counter business", which again would be diétributed through
dealers, and they say, "If we expect to maintainm their goodwill,
we have got to let them hﬁve the good things as well as the bad
ones®, |

I do not think thers is anything else.

Mr. Stanley: (Stememen$ inaudibile.)

Mr. Spencers In half a dozen issues in which you were good
enough to give.me the figures, we had a variaﬁion in 27 per cent

and 73 per eent.

Mr. Stanley: It of course depends on the size of the
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underwriting, but in the aggregate in our issues, I may say gbait
half were sold to the selling group and about half to the under-
whiters. |

and may I say something more about the people who have not
got a éelling organization? A8 far as we are concerned, we have
not changed our method of.sellihg,.bmt conceivably under other
conditions, it may be mecessary for us to do 80
Mr. Stewart: I do not wisgh to interrupt, Mr. Chairman, We
did not finish under Item 2 but we moved ever into another subjéot,
dnd I vonder if you will agree that we should finish on Item No.2?
Chairman Frapk: Before we do, 1t seems. fairly obvious theat
we are not going to be ablse to £90ieh tomoryrow, and we will go on
tomorrow. But I have é note here from Mr. Ecker, Vice-President
of the Metropolitan Life Insurance Company, who is here, which
asks if it is convenient that he would 1like to go on this after;
noon, as he has an engagement which will preven? him being here
tomorrow. Although i¢ is disjunctive.
Mr. Stewart: If you will let Mr. Drayton speak, that will
finish Item 2.
Chairman Frank: I just want to be sure that Mr. Ecker will

havs an opportunity to speak.

Mr. Stewart: Yes. Ilr. Drayton.

STATEMENT OF G. W. DRAYTON,

Insurance Co. of North Ameriea, Philadelphia.

Up. Drayton: My neme is G. W. Drayton, and I am Vies-Pregident
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of the Insurance Company of North America. If I might just
qualify myself a little bit not so muoch to rest on my own glory
but to show you that I am associated with some ofher people, our
cbhpany was organized in 1792 and I am in charge of their port-
folio of about $120,000,000, In addition, I happen to be
Chairman of the Finance Committee of the Peoples Hospital which
has some $3,000,000, and a director of the Corn Exchange Bank in
Philadelphis, and on their Trust Committees, and also on Home
for Inbm;ablésoand I happen t0 be a diree%ér of the #eility
company which recently had a couple of financing deals, so I have
seen s omething of that side, because I was fairly active in them.
First I want to say that I think that thie‘repor% -= I have
never met Mr. Weiner, but I think that he has gotten up a very
wcnderfml‘repor% wnich I have read over, and except for a few
facts on which we differ very materially, I would come %o the
sonciusion that he does but my experience leads me to a little

different angle.
First of all, I ¢think a oriticism might be made that this

report is written as of business eonditions today and today only.
We have had very very different conditions in the last 20 years,
and I have been in the investment business since 1915, as a
seller to 1927, and from that time om in the buying end, and I
think that he has rathef taken the present situation vhere we
have had an advancing market and a pretty high market for a

numbeyr of years.
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On that basis, as far as municipal bonds go, from my
experience I think that so far as competitive bidding is con-
cerned, equipment trusts selling should be optional with the rail-
roads, but mortgages and debentures are very different things from
our standpoint. To prOperlyiinvestigate an isgsue, I think_requiree
a very large sum of money depending upon the issue at stake. We
might take & quarter of a million or a hal? a million with the
parent company amivarying amounts in other companies.

We have looked in the past as we will in the future, a great
deal to the underwriting house. While the Secur&ties and
Exchange Commission as presently constituted is very mg@h 1like
Caesar’s wife, above sﬁspieion and they are going %o go on for a

long time, you gentlemen won't 1live forever, and corruption has

gone into various ‘brén@hesD and 1f you were the sole decider as
to whether an issue was proper or not -- not this present
Commission but perhapé others aevI think great evils might oeour
from that.

Much has been said here of the secondary market. X do not
have any figures %o give.you as to how many times a 30-year issue
furns over -- probably twice or three times. Now, in these
eommitfees that I am on, we have probébly four er £ive hundred
meetings year all for the purpose of investing monsy or deeciding
whethey our investmmhts are in preper form. I ao not went to get

into too controversial an issue, but almost every time we speak h

apou% some issue that has been outstanding in the market, the
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point comes up "Who is the issuing house?". I do not say that
all houses are not good nor do I have any evidence to bring
before you that anj house is bad, but the buyer gets the idea that
there are varying degrees of caveat emptor in the attitude of
different houses as fhey issue their securities, and I think one
thing you have got to think about ver& carefully before you give
up the present relationship between the banker and the issuer in
atilities is,~ has the utility no right at all to consider who
thé doctar should be and his reputation?

. We recently had this piece of financing, snd I would just
| liké to spend a second on that. It was a 1ittlehit involved.
Thére was & first mortgage falling due and there were héﬁ.on ﬁhé
vodrd with investment experienée who felt that due to récéhf
rulings of the Federal Power Goﬁmiesion it could not be re-
financed. We went into it at great length, and the uhdefwﬁiting
house was very helpful, they were familiar with our situdtion

and had been for many years, and we finally issued a bond that
was at a very fair ratve =a\I think the company got a good price
for it, and 1% Yook in the market so welland was €0 well accepted
that very shortly after that we were able ¢to refund another issue.

That was very mﬁdh in point. Xf the issuing house had not

ha@ knowledge and confidencs in 1%, they might conoeivably have
had the thing done in the way that one of the direotors wished to

do, to have the mortgage extended when 1%t fell due through bank

loans. X was very much opposed to that and I was very glad 1%
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woﬁked out the other way.

8o that when you eliminate the issuing house, the utilities
choosing their issuing house bear in mind that while the reputa-
tion of your own commission here, as I have said, is of the.
highest, in ¢the years to come -- remember that these bonds run
30 years énﬂ even longer -- people will be meeting and going over
and 6onside?ing whether to-bﬁy secondary mortgage bonds or not,
and possibly a great deal of the credit of the utiliﬁy in
question will depend upon how the buyeres view the house that issued
it and how much money and time they spent going into i1%t. That was
taken up but I think 1t was passed over a 1little bit too lightly
from the buyer’s point of view. We think a great deal of the
people who bring out %hé iséue9 and we know something of the time
and ¢trouble they spend on them. That will be all gone if
securities are sold in competitive bidding. We will look only to
the Seourities and Exchange Commission, and on that I would just
1ike to0 say -- this may be goiﬁg pretty far afield, it may seem
so to you gentlemen, and I have no direect proof nor can anyone
be arreé%ed for 1%, but a bond house in dealing with a pérson
who is unfamiliar with securities in his wbal talk has been
known %o go falrly far -- and he again as you may £ind much ¢o
your surprise may verbally -- and I realize that he can brobably
be arrested for it -- but bond salesmen will take the attitude

that if the thing has been through the Securities and Exchange

Commission, that is the end of it and it is perfeetly safe and
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they will probably be'going out and telling their customers or
lgading them to beligveAthat it is a government Qbugation° Yoﬁ
may believe that is quite far afield, but it .is not, and it woulgé>
take them veéy long %0 ==

Chairman Frank: (Interrupting) It would not ®tke us very
long to find it out and do something about it ourselves.

Mr. Drayton: X think things sald verbally are pretty hard
éo tie doyvn° That is a point that would come up.

Chairman Frank: There are a falr numbsr of gehtlemen in jail
at the moment for doing that same thing.

Mr. Drayton: And despite this report, there ars a great many
gentlemen still in business who are doing pretiy much that very

thing.
(Laughter,)

Mr. Drayton: There may be eélluaion betwesn the issuer of
the bond and the utility company bringing it out, in other words,
the arm’s length thing seems to me to be of great importance; and
I do not say that there is an intimation here that the utilities
are allowing someone something or paying someone something eub
rosa to do things, but the arm’s length attitude is undoubtedly
entered into to prevent any relatlionship between the houée of
issuc and the utlility company.

Chalirman Frank: I think you misunderstood if you think that
there was any imputation of dishonesty. It is true that the

statute does seem to enjoin upon us %o see ¢o i% that there is
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arm’s length bargaining; One-.of the reésons -- which has not
been brought out here at all today but which I trust will be
brought out tomorrow -- one of the reasons'suggested for the
competitive bidding rule has nothing whgtaoever_tb do with pr10885‘
It has been assumed throughout the discussion that the sole |
reason urged for competitive bidding is v¥o procure the best price,
. the highee% price. ~§hat-1s not all by any manner of means. There
is éﬁéﬁhér consideratioh which has noﬁ anything to do with
dlshoﬁéaﬁy gnd has to do with whether the utility company -- the
oneéﬁion has been raised by the staf? -~ vhether a uwility company
as matters stand today is getting the Opportunitj to get different
kinds of judgment as %0 what would be the best type of securities:
to 8sll, whether it ought to refund at a given moment having
refunded two years before, whether it ought to be selling entireiy
bonde.to do a refunding job or a new construction job, or bonds
and preferred and/or common stock. ‘

Those considerations have nothing to do with pricing. Thefe
is no imputation of dishonesty, but the question is raised whether
you have, as there seems to be in some situations and one that
Judge Heaiy referred to this morning, a situation where oOne
banking house has a corner on-th@ business of & certain company,
and reference was made %o the Colorado Public Service, and where
therefore no other banking house can be consulted whether the
best advice as to the type of security 1s being proocured
by the utility company. There is no imputation or gndicatﬂan

that anybody is being dishonest; it is just a question of whether
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the notions of competition whish govern in a good part of the
business world should not have some application to this part of
the business world.

Let me ask you while we are here, a stupid question. The
suggestion seems to be that'if there is full and unrestricted
competiti on in this business, that the consumer, in this case
“who is the investor and not the consumer of ¢the artiscle -- is
going ¢o Anjured. Let us apply thst particular ﬁ?ﬂnciple
generally.. Then our whole competitive system must be a great
injury to the consumer, 1f I follow that. Perhéps I am being over
logical. It must glso follow if I understand 1%, that where
there is competitive bidding in the world outside of investment
banking, the perason thet bids is 1ikely to bid so high that he
is not doing a good job for himself unless he can pass on the
headaches which he buys. If that is true, I should think that
the contracting business would be completely busted because
contractors bid on buildings dally. I 4o not see that‘they over-
price their bids so that all of them are in dbankruptcy; om the
contrary they seem to0 be some of them in pretty flourishing»oonsl
dition,- some in aevfiourishing a condition as some people in the
investment banking business might well enavy them.

Mr. Drayton: You take the view that it is merely a commodity
like oranges or eggs?

Ghairmgn Frank: No. I say, is the situation fundamentally

different from the point of view -- from Mr. Stewart's suggestion
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it was that we discussed the second point -- overpricing -- and
I thought that we were addressing ourselves at this;moment to that
question, and my question was whether restricting ourselves
golely to the question for a moment, why is it that you get a
danger of overpyricing with the investbr when you are dealing in
seocurities andvnot in connection with the other mattera? Why
ades the prﬁncipi@ of freeﬁand'bpen competition whioh is fhe
ﬁéiioﬁ of free‘eﬁteﬁpriéé'in this country, whj 18 1% inapplicable
ﬁé thé seécurities business?

Mr. Drayton: I do not thinkii can give you a very good
answer, bﬁ% the fact 1s tha%?moat people o= I am not ¢trying to be
" facetious in this -- a security is a very mysterious thing. I.

do not think that your vast majority of buyers =- not the big
1ife insurance companies, but the average investor -- they want a
certagn color of bonk =-

Chairman Franks {Interrupting) A celor?

Mr. Drayton: The ignorance, or the lack of time that people
think they can spend on investing their money without losing it
is very remarkable. I have spent & great many years in this
business and I think I know whereof I speéka To them an isae 1s
a very mysterious thing. The investor 1s terrifisd when he sees

'1t go down and he thinks theré is sbmething about that issue that
he does'hot know is golng to happen and he feels that he is

“ losing his entire principal,

In overprioced issues, there are going to be mistakes —- wars
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are going to break out =~ you can not avoid declines, naturally;
But on the whole, I can not believe that overpricing works to a
oompany’s benefit. If the X company brings out an issue
at too high a price, whether I bﬁy them or not and I have the
'feeling the next time they bring it out that it is too high and
that i1t is a company thé$ always ¢ries to get the highest price
and I will walt until it bresks. The investment houses know
the feelings of people and therefore he mekes a lower bid.

Chailrman Frank: Then there would not be any danger of over-
pricing because he would get his fingers burnt once or twice and
not continue doing that.

Mr. Drayton: I am referring agaﬂh now to the company. The
company makes $1,000 or $10,000 more by that action, but I think
that they will lose $20,000 or $25,000 by their bad nameron the
next issue. ¥You will £ind in cexrtain issues, X think you will
£ind the expression used, "We willlhave to mske this one
attractive, the boys did not like the last one, and we will have
to make this one atiraciive to make it go¥. That means attrac-
tiveness in priee.

Gommissioner?ikez 48 I goes 1%, you reason just the way
I ¢hink of that. In thse eagerness to go out and get the first
1ot, they overbid. 4nd then the next time they underbid. 4and
before it has gone on very long, they will find out pretty near

what ¢hey should bid, and we have the pricing just about the same

way ae we have 1% now. I think the legic follows that naturally i
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this rule went into effesct mi some ardeat advocate of competitive
bidding just wanted to show what he could do, he mould probably
get the first issue, like somebody wants to buy the prize steer

at the show, and he might ovefbi&;é oouplé of poiﬁtso I sgree
with you that he won't repeat that mistake many tiﬂéa,_ I also
think, if I understood you correctly, that after yd& have had

two or three experiences and maybe gotten your fingers burnt a

13¢tle, that you are apt ¢o get about to as close as what the
price ought to be, Just as you do now. X think that is what you
eald? | |

Mz, Drayton: No. .I sald that the net result o the company,
in my opinion -- %0 the issuing cémpany -- would be that they
would get 1ésa actusl dollars in the two or three issues if they
had a bad one, and the total amount be less. A&nd if we go back
to the market of the 1920's and take the municipal obligations,
my experiencd in a very minor way in the industiry was that issues
got bid up so high that they finally flopped over.

¥ think if you get this compotitive bidding in utilities
ﬁou will have the seme thing. MNortgage bonds and debentures,
I think are very different then municipal obligations and equip-
ments. People realize that in munieipal obligationé it is more
a question of price. The equipments are pretiy much on the same
basis,~ thelr history has‘been extremely good, but it is very
difficult to apply the same thing to debentures and mortgage

Gebt, oven of utility companies. I think some of theae things
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" are of importance to the investor. You Just want to keep the
disouéeion to the overprieing?

Cha&rman.F?ank:‘ Yes, at the moment. We will be glad to
hear from you later on on cther subjeots. 7 you wieh %o suspend
here, I have no objestion, but I would like to hear from Mr.Ecker
besause he has maflc the reqﬁeaﬁa

STATEMENT OF F. W. ECKER,
Yice-President Metropolitan Life Insurance Company.

My, Ecker: As requested by the Commission, I wrote a
lotter under date of January 18, 1241 on this subjsest. I have
here some oxtra coples of that if the Commission would care to
have them.

I¢ was our feeling that as a falrly substantial investor,
we had a certain responsibility to express our views on this

gubject. OQuyr views are fairly exhaustively expressed in this |
letter, and I will endeavor not to repeat although the subjest has
been 80 thoroughly covered that this is going to be rather diffi-
orlt, | |
But to sum up, at the begilnning it is ou?'feelﬁng that te

sompel c@ﬁpetitive bidding on these issues would not be &n the
interests of the investors, in fact we really feel that it would
be doing them a disservice. |

4s has already been sald, we share the view that what this

tonds to do is %o have the issuer write his own ticket. Now, I

el not unaware end I am quite appreciative about the safeguarding
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by this Commission of the interests of the investor. I am
.quite appreciative also that there have been a number of occa-
siong in which they have been most helpful and have insisted on
certain provisions whioh.were protective of the investorls

interest going into those issues which probably would nd have been

there otherwiss. At the same time, from the broad aspect we feei

that it relieves the real responsibility of the investment banker.
It can well be argued that he still has the responsibilily
legally, bud the Commission obviously can not take that responsi-
bility, and we feel that the investment banker is not in a posi-
tion to argue in setiing up the isste L£rom the standpoint‘of his
clients. The issue is set up in advance of his getting into the
ploturs.

We therefore fesl that the tendency would be that the
investment bankers would become largely a group of peneil
sharpeners t0 see the highest price that they could bid, and that
might well in turn lead to certain of the evils of high pressure
salesmanship.

Chairman Frank: We are supposed to be here to see that high
pressure salesmanship does not lead to this consequense.

Mr. Ecker: I know, Mr. Ch&irman, that is so and undoubtedly
you will fulfill that duty to the best of your ability, but, of
course, you are only human. We deal with & great many issues in

this country, and I respectfully must disagree with that point

of view,
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Chairmn Frank: Remember now that we are talking solely of
utility lssues of public utility holding compsnies registered,
and their subsidiaries.

Mr. Ecker: I undersitand.

Ghaifman Frank: 4&nd the question is whether high pressure
salesmanship will result in that contingency? Has it in the case
of the utilisy issues that have been 80ld out of New England
where competitive bidding is required? Has it been true there,
has there been high pressure salesmanship there? |

Me . Eekeré X would not be at all surprised if in some of
these issues. that have not gone well becauge the educated inves-

tors had not bought, that there was high pressure.salesmanship
end an attempt to move out of the 1lability. I don’t know, I em

aot in that dusiness.

Commissioner P3lke: Do you suppose that there is any more
than in the case where there are sticky goods on the shelves?
| My, Ecker: No, Mr. Commissioner, I think thers are more
apt to be sticky goods in a rising market. Speaking on the
matter of priees, I practically consider it of secondary impor-
tance to the other poin%s that I am endeavoring to make. I think
in a rising market, the issues are apt to be overpriced, and in a
falling market they are apt to be underpriced.

Commissioner Healy: You spoke a moment ago, Mr. Ecker, as

I understood you at least, about the benefieial results that would

follow from serutiny of the underwriter. Was that your point?
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Mr, Bckers I feel that there 1s a responsibility and
that he does fulfill a purpose and thers are beneficial
resglts to the 1nves%or frﬁm.his being in that position, yes,
sir,

Commissioner Healy: Now, I would like to ask you this,
-~ how many millions of dollars worth of utility company
gecurities has your insurance company bought in the last fWO
or three years where there was no underwriting and when thére
- was a direct private placement with your insurance compaﬁy?

Do you feel that in those ins%ances you lost the benefit of
those functions, of the underwriter that you have just referred
to?

Mr. Bcker: No, sir, I think we are quite capable of
taking care of ourselves, On that particular point I was _
addressing myself to the public distribution of securities,

At a latter part of these remarks, if i may be permitted, I
will speak on this subject of private placements.

So that we sincerely feel that the net result of sﬁdh a
ruling would be in the long run a deterioration of the‘investa
ment banking group to the disadvantage of the investor. Up to.
this point, most of those in the room here I think have shared
my views. A% this point I probably depar$ from their point of
view. If notﬁithstanding the views expressed on this subject
to the contrary the Commission feels that competitive bidding

must be undertaken., then ws would respsctfully nge
ARLLY pud

o, ;
tofore $he
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Comnmission that we believe that an ezemption ghould be made

for the purpose of private placement. We believe that private
placements make a natural and direct and simple and economical
form of transacting business. From time immemorial, the

direct nego?iation betwsen the borrower and the lender has
taken place. I% is always present -- not always present;, but
it is generelly present, of course, in such loans as bank loans,
mortgages, and other types of securiiy.

Chairman Frank: Do I understand the impiications of your
remark to be that you do not feel 1t possible for your company
%o bid competitively fogethér with a group of other companies
3f there were required competitive bidding?

Mr, Ecker: No, sirD'I do not.

Chairman Frank: You would'not so bid?

Mr. Bekers Oh, no, we would so bid. I would anticipate
that we would so bid., Now, this is rather a fime distinctlon,
because I have been talking bsfors from the standpoint of the
investors generally, ourselves and others, I think 1% might
well be, as has been pointed out by some of these gentlemen
here today, that from our own shor{ %erm personal standpoint,
we would be better able to fulfill our requirements under the
system of competitive bidding than wé would under our preéent
system, but I am leaving that idea out of m& remarks and I am

looking to the broad effect on investors,

Chairman Frank: You would not favor --- perhaps this is
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digressing a bit -- but you would not favor an amendment to the

Securities Act that would require registration where the
securities are bought by insurance companies even though
purchased "privately"?

Mr. Ecker:; 8ee if I understand you correctly.

Chairman Frank: That is, there has been a suggestion, =
You must have heard of it - that it is unfair that the insur-
ance companies should be permitted to buy unregistered securities,
and that regarding the insurance company as a collective group
of many persons consisting of all oif' its policy holders, insurance
companies should not be permitted through an exemption in the
Securities Act to buy unregistered securities, but that securities
should be purchased by them and considered substantially the
same as 1f they were publicly offersd and therefore should be
registered.

Mr. Bcker: My view on that, Mr. Frank, is thisg, that that
exemption in the Securitiss Act was made}because it wae felg
that the 8Securities Act was there to profect the uninitiated
investor, and that the initiated investor 4id not need that
pfo%eeticn, that he could make his own investigationé‘ Therefore,
I would not think that such registration were nevcssary. I
would think that the more comparable thing would be that if alil
corporations that had any éecurities dealt'in by the publiic at all,
that they might be required to reglsver if it was seen f£i¢, after

approprisate hearings before Congress and so forth, - 1f Congress
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4 | of private placements wheré there 1s no public buying involved,
I do not beliave that is necessary.

Now, to returﬁe As I think I have already intimated and
as 1s well knowg Congress has recognized this matter of private
placements and the propriety of 1%t in both the Securities Act
and the Trust Ipdenture Act. The reél advantage involved to
both parties which would be eliminated in this particular
group of lesues if an exemption were not provided for. It
gseems difficult to follow the reasoning in the report on this
particular point bescause pfesumably one of the objectives is to
preserve andincrease competition, and yet one place where competi~
tion stands out is in these private placements, and that competli-
tion would be done away with. |

Commissioner Healy: I do not quite follow you. Are _
you intimating that possibly compegitive bldding woﬁld do-éway
with private placements? |

Mr. Ecker: Well, it was my understanding that, as recommend-
ded by the Division, there was no exemption of private place-
ments if their recommendations were carried through. I favor
such an exemption if competitive bidding is to be insleted on.

I hope it will not be insisted on.
Commissioner Healy: If it ie insisted on, then what is

your position?

Mr. Bcker: Then I belleve there should be an exemption
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fo? private placements.

Commissioner Healy: If the bonds are privately placed,
there should bs no competitive bidding? |

Mr., Bckers That is correct. In the same menner as the
competition for 10=year unsecﬁred bank loang, as imn the
original draft.

Commiseioner Healy: I wonder whers the climination of
competitive bidding in respect to private placements would
lead us? Wouldn’t that carry us to the peint of seying,

I assume, that only one insurance company would be sllewed %o
bid for issues being privately placed?

Mr. Ecker: X do not believe X get your question, Judge
Healy.

Commissioner Healy: Well, if you eliminate all competition
in connection with iesues privately placed, that simply means
what insurance company has the inside %rack, doesn'% 1t?

Mr. Ecker: Oh, no, I am not referring to an'insurance
company; I am referring (o the view that the issuer would be
permitted to have his choice, as today he exerciées that chodcs,
vhether he will obtaln his funds through the means of a private
placement or through a public distribution. |

Gpmmissioﬁer Healy: Assume that he makes his choice in
favor of private placement; what competition then results?

Mr, Eeker:. The same competition that there is in private

placements today.
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Commissioner Healy: What do you conceive that to be?
Mr,_Eckers All other inveators who are so situated --

of course, that makes a difference. It depends on the particu-

lar issues, Judge. There is, of course, competltion with
investment bankers, and there 1s competition between insurance
companies, |

Commissioner Healy: Do you visualize that competition
betwesn the private buyers_contlnuing?

Mr, Ecker: Yes, sir.

Commissioner Healy: In the form of shopping around?

Mr. Ecker: I think an issuer should be left free to choose
vhatever method he feels ié in his int%erest to pursuwe in that
partiaclar case.

Commissioner Healy: That would not carry you to the point
of saying, wowld i%, ﬁhat he could be free to negotiate with
Just one_insmrance company and not any other?

Mr, Eckers If he felt that it was easier for him to do
business that way and that he would get an appropriate price,

I would sse no objsction to that, no.

Commissioner Healy: Well, have you intended to cover
or have you coversd this matter? I would be interested to know
yonﬁ ideas, as to whether the enforcement of the competitive
bidding rule would %emd to imcrease or diminish the volume of
private placement?

Mr. Bcker: Well, if the rule were carried out as recommended



WLC ‘ 151
n by the Division, ae far as this particular group 8f securities -

were conderned, it would e liminate private placement because
it so pro%ideso

Chairmen Frank: You want to be sure that it does not?

Mr, Ecker: That is correct.

Chairmén Franks That is, if thers is anything implicit
in the proposed rule, you would like %o make it explicit that

we should exempt private placement if there is to be such a
rulae?

My, Ecker: Right.

Gommissioner Healy: Is that one of the points where you
think perhaps your point of view would be in conflict with that
of the investment bankers?

Mr, Eckers Yes, sir.

Gommissioner.ﬁealys We have assumed that he did not like
private placements. o

Mr. S¢ewart: ng I ask Mr. Ecker a question?

Mr. Eckers Yes8.

Mr, 8gewars: If Mr. Ecker is not going %o be here tomerrow,
I think it ie important that we ask him this now, because 1%
gesms to me that this ﬁhnle question of private placement goes
directly into the question as %o whether or not there is domina-
tion by investment bankers over the issuers. You company has,

I think, purchased a great many issues of public utility

companias direcdly from the issuers?
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Mr. BEcker: Yes, sir.

Mr. S8¢ewart: Did you think that those issuers.wgre underv
domination of the investment bankers who prevented them from
doing bmsiness with you?

Mr, Bcker: I think the answer is obvious that they were
not.

Mr, Stewart: The statement has been made by the staff
that there is banker domination of thess eompaniés9 and 1% seems
to me that one of the most striking evidences of the utter and
complede absence of that domination s the very fact that the
private placements took place, and I should 1like to make that
clear on the record. |

Mro Ecker: It is one of the real compstitive situations
that exist today, and this recommendation of Division 4 would
remove that competition. |

Chairmen Frank: In other wordse, you think that private
placement ought to be retained as & means of competition, is that
right?

Mr, Ecker: I think that is true, Mr. GChalrman, for wvarious
reasons.

Mr. 8%ewary: anortunatelyo lr. BEcker's proposal would
insure competitive competition for investment bankers but not
very much competition for the insurance companies.

Commissioner Healy: That is the point that I am very much

interested in, as to whether you would not get more real competi-
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$ion 1T the investment bankevs and the inevrsnce companies
were competing agalinst each other for these 1ssves, If you
glve a conmplete exemption for private placements,. ; do not
quite seq-haw that kind of competition covld exist.,

Mpr. Teker: Judge Healy, one noint that T would like to
meke olear; I meke this differentiation that in the case ot
privets pleacomsnts, we can .eit down ond negotiate with the
laower and set ud swuch smafeguavds 8s we fesl are néoessary'and
sempropriats, and ove of the things that I fear is that over a
rericd of time the lgrmer would tend to write his own ticket
and the type of lsewe would deterioreds.

Chairman Pranks WMr. Ecker, our exverience has been in
several ins¢2nces at leasy, that there have been private place-
ments ocompoe2d vwhere the bhornd ratios were corsiderably higher
than we felt deeirable, indicating that the insu?ance companies
were less regarﬁful of an adzcuate ratic than we. Indeed,
teetimony —=- not tYestimony, but comments made by prominent
insurance men &% & symposivwm in this city sometime ago indleated
thet the irncwrance ceompaniss because of thelr need for acquiring
bendns were Mying bonde on £ beeld that they themselves coneidered
considerably shcrt of what wes ideal, and I think that the orivate
placenant ﬁitugﬁinn indlcates that we are more regerdful of

vhat sre adequate bond ratios, in some instances, than the

ineurance cempanies buying ai privete plecenent.
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86 that I sce 11“%16 indlcation from our own experience
that there is likely to be a deterioration, for remember that
even 1f there is a competitive bidding rule, that is not going
to do away with the application’of the standards of our Act-
or the use of those standards. When you say that the issuer
is‘gping %o write his ovn %icke®, not while this Commission
gits,

Mr. Bcker: Mr. Frank, each one of these particular issues
must be judged on an individugl ﬁésgso

Chairman Frank: Indeed.

My, Bcker: I respect your.opinionD and on this point
I just disagree with you.

Chairman Frank: I say that owr sxperience has demonsirated
i1t. We have had 3isswues where insurance companies were willing to
teke them on private placement where we have exacted more rigid
standards than the inswrance company did, and there are qulte a
numbsr of these, which, as I say, go %o show that there is not
1ikely to be a de%eridr&tion but the contrary on that while this
Commission sits in the stamndards that it will impose pursuant to
the statutory standards, and they will be on the whole not below
what the insurance company will require on a private placement
if there were no Gommission.

Yr. Boker: T just repeat what one of my predscessors

has said, namely, that this Commission does know their business,

but this is a long term business that we are talking about,
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Chairiian Frank; We are talking about a rule to be put

into effect, and if 1% works it will work, and it does not, 1t
does not, If you make the assumption that you hava, Mr. Ecker,
that the Commission will deteriorate, then if 1ts does then

this whole matter of utility regulation will be in a very unfortu=
nate condition. We do not think we can proceed on that assqmption@

Mr., Ecker: I am not laying my case on that, Mr. Frank;

1 am laying my case on the fact that in our Judgment the

investment banker does perform & real servics., I¥ is not
possible, I believe, for this Commission %o negotiate all of
the issues that will be put out over a period of time., I% juet
is not humenly possibls.

Chairman Frank: We do not negotiate them, but we do
very carefully scrutinize them.

Mr. Ecker: Who is goimg to negotiate from the atandpoint
of the investor, then?

CGhairman Frank: By "negotiate”, you mean impose standards
pro¥ective of the investor? And then I repeat my statemrant
that our experilence demonstrates tha®t we have, -— and we have
been oriticlzed for it - ws ha§e Ampossd more rigerous standayds
than the investment banker or the ingur&nce compaﬁy has been
willingy to impose, in many imstances.

Commissioner Healy: Do you know who induced the Amerdoan
Gas & Blectric Company to %ransfer part of i%s debt olaim

agailnst the Appalachian Faapany Snte ncommon s4ock?
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Mr. Beker: wo, air.

Cheirman Franlk: Was A% the inazursnne company in that
instance?

Mr, Tcker: I em not familiar with %the case,

Cheirman Frank: That happened to be & public offering.
It certainly was not the inveatment bhanksra. Ther wers peady
to take a deal that was far less p;otec%ive of the investor
than the one that finally went out.

Mr, Bcker: I have already sald and I would like to repeat
that I appreciate the work that has been done by the Commission
in protecting the investor, and I will repeat that just as
strongly as X can, but that does not change my point of view one
lo%a on the broad primciples involved and on what I think may
happen over a period of time.

¥ would also point ou® that there ie considerable differ-
ence in the issues, and the more Jjunior the'iasue becomes the
more difflcult 1t becomes %o set up any etandard set of
appropriate provisions,

Mr. Fournler: In response %0 an earlier qusestion as to,
in the évent t™hat the proposed rule should become effective,
whether or not the Metropolitan Life Insurance Company would
bid, I belleve you replisd that probably they wonld. Then T
understand Judge Healy asked you a 1i%tle later if you expected --

whether you believe that the private alacemsnta An the event of
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compe titive bidding would increasg or deorease, and I belleve
you replied that there would be no placements under the rulé?

Mr. Ecker: I do not think that is correct. If that ie
vhat I said, I did not understand his questlon the same as your
question, | _

Mr. Fournier: I want %o ask you again in a slightiy differ-
ent wai° I should 1like to know in the event if there wers
competitive bidding rules for public utility securities vhether
you anticipate that the volume of public utility securities,
not the number of issues bﬁt the volume taken up by the insur-
ance companises through direct bidding would tend to inorease
as against the amount which would be publicly distributed
through underwfiters and dealers?

Mr. Ecker: You mean direcfbi@dang in competitive bids?

Mr. Fournier: Successful bids.
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flso%icg I think we would probabiy get a iarger share,

Mr. Fournler: 'Then how do you reconcile that with your
other statement that yﬁu anticipate that in the event com-
petitive bidding went into effeot, over-priocing would likely
ensue?

Mr, Ecker: I think there are times when we have a pressure
to put out fumds, and I think we woulé be in a position %o ful-
fil our requirements in the best of the issues by merely garuglng.
the market and paying 1/4 or 1/2 a point higher, and over a
long period of ¢time, a J0-year bond, that exﬁra half a pointg
would not b®-%e$rib1y important in the yield.

My. Fournier: In the evéﬁ% that issues wers over-priced
ag & genoral practice, and they were stisky, wouldn't you
anticipate that the insurance companies would hmve no 4iffi-
culty in filling whatever requirements they would have by
8imply etaying out'of the bi&ding and waliting?

Mr, Bgkor: That has taken place &t times.

Chairman FPrank: Is there amrything further that yeu wani
to say, Mr. Ecker?

Mr, Ecker: Yes, I would just like %o finish in only a
moment, |

We do feel that the investment bankers play an important
role even in the matier of private placements., A% times, you

krow, they ast as a mi&alewﬁan - broker - and serve &s an
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adviger to the issuer and also to the purchaser., Generally
speaking, this is one house which is the underwriting house,
or at least the leader in the undgrwritlng group = the 4is-
tributor's field is another field. I think that service 1e
to the investor in their community. They do not fulfil a
very economioc nesed, as far &s our purchases are concerned.

commﬂaéioner Healy: There was one point that you made
& 1ittle earlier; I am not quite clear what your posltion on
it was.

Mr. Ecker: I would like %o m&ke it clear,

Commigssioner Hé&iyz I 444 not quite catch what you said,
but 1t was something in the direoction of favoring some z6rt
of unlversal regi@%ﬁatidn?

Mr, Ecker; X 434 not say that I favored universal regis-
t?gsiomo I sald thet X could not see the logisc in my owmn
 interpretation of that portion of the Securities Act whish
exompted private pl&@@mé@%@o ¥y wnderstanding of the réaaon
for that wag that tho Securitics Act was written to protest
the uninitiated imveséeﬁ, The writers of the Ast, and Congress
when 1¢ pasged 1%, recognized that there were situati@ms.of
the initiated inve@tafs who ai& not need this protection.

Gémmi@@iom@? H@alyé Would you faver the eituation under
vhich all corporations of a oer%é&ﬁ gize with more thaﬁ a
ocertain nupber of publiec security holders whose sesurities

are dealt in fvrom day to day, either over the counter o
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elsevhere, should file certain types of financial information

with the Commission and keep it ocurrent from year to year?

Mr, Ecker: Judge Healy, I don't know that I want to
answer that‘questiom right now, I hﬁve not given a great
deal of thought to that, and it is & pretty broad question.
It goes é great deal fuxrther than just the subject that we
are discussing here today, I think. In génez'aln I do believe
in full disclosure and full information to the public and to
the buyers of securities.

Commissioner Healy: Perhaps I misunderstood you., I
thought you did say something along that line,

My, Ecker: What I did say along that line was that if
the point of view was expressed that that was the view held,
I could see more logic %o that than the reduiremen% that all
new isgsues of aecur@%ie@ be registeored even though they were
purochaged privately.

Commisasioner Healy: Do you recoegnize the possibility
that some of thess bonds that you duy without registration,
vhich are privately plased, may at some time subsequent %o
that time come into the general field of interstate commerce?

Mr, Eckers I recognize that possibility. I doubd whe-
ther i% is & probabllity.
| Chairman Fzrank: Eis 4% nod 6c@ur?@a with your invest-
ments in rmilroad bonda?

M, Bcior: Not as far &g X know, Yom may be beotter



4J

161
informed on that subjest then I am. As far as our own pur-

chages are conserned, we have never re-sold a privately pur-
chased issue,

Chairman Frank: But you have re-gold issues that you
have purchased?

Mr. Ecker: Oh, yes, but not private placements.

Chairman Frank:; But the volume of private placements has
greatly incroaged in recent years, so that the past would not
necegsarily govern the fubture. What Judge Healy 1s inquiring
about ie whether, in view of the fact that you have sold rail-
road securities in former years that you have purchmsed,
vhether there is not some likelihood that in the futufe you
may need to dlspose of utility securities that you have
Iprivately purchased? |
| Commigsioner Healy: Even asgsuming that you do not dis-
pose of them, isn’'t 4% your point of view that it 1s desirable
that you own im your portfolio securitiss that are marketable?

Mr. Ecker: Yes, but we bave so many seourities besides
those thgt are purehased privetely, that I think that we have
emple marketability ir addition %o those.

M®, sﬁ@warﬁz X think 1% 18 true that a good. many of
the ingurance ocompanies have sold qmiﬁe a gubstantial amount
of rall seouritiss in reoon$ years, 1 wonder if it 18 not
true that if the insuranse companies decide that the outlook

for the utilities vhich they purchased privately, might change,
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that prudence and good judgment would compel them to sell them,
even though they had been purchased privately?

Mr, Ecker: I think that is & possibility; I do not think
it is a_probabilityo

My, Stewart: Perhaps not so mush With your company as
with some of the smaller companies %ha% have purchased them.

My, Ecker: That isApoagible@

Chairman Frank: Have you anything further, Mr. Ecker?

Mr. Eckor: In conclusion, I was just going to say that
we believe we uwndewstand and are agympathetic with the Com-
migsion's problem in this mattcor, but that we do not feel
that it should be attacked in this way, that it does requixe
& dirficult procecdvwrse om yousr part, but that the appropriate
vay o attack 4%t is on @& ju&gmém% on the facts ag %o whether
or not ara's length bargaining 18 presont, and not %o use this
means of solving your dRf<ieulty, whish X bhelieve would nod
be %o the interest of investors gonerally.

Commigsioner Healy: May I ask one more qu@e%ion?

Mp, Eckor: ¥Yes, sir.

Commissioner Healy: If this competitive bidding rule
were put in Lorce, and if there were no exemption oxr ez
ooptiom im Favor of the private placement, what, in your
Judgment, as to its effeot on the amount of bonds that you
would be able to purchase?

Mr. Eeker: I think that we would be able -to purshase
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more bonds at the i1ssusd price than we are today. We would

meke the issued price ourselves under those cirocumstances, and
of course buying for investment, we would not have to count Sn
the spread that the investment banker muet count on for his
distribution. |

I think I might also like to add at this time the personal
view of this matter of prﬂé&%e placements. Although I believe
it is economically sound, I think i% has been ussi to a greater
extent bscause of the ép@@i&l conditions of the lagt few years
than would be %he eaée undor ROfﬁal markets.

Mr. Stewart: MNight I ask one more quegtion, Mr, Ecker?

Mr., Eckor: Yes, siw,

My, Stevart: There has b@én competitive bidding in
mmicipals and in raiiroa& equipment trusts. I know that
probably you have bought & great many equipment trusts through
dealers, but I believe the faet 16 that you have not bid
direstly for mmnieipélev isn's that @o?

My, Ecker: Wo ha%e on occasion. We have generally used
the method which has been reforred ¢o here, that a dealer comes
in o us with the knowledge that he can immedimtely wresell,
and consequently can operate at @ very small margin of profit.

Chairmar Frank: If we are going on tomorrow, it seems
to me that 1% misht bé helpful to orient the dlsoussion to-
morroWw 1f we heard now from someone vho had some first-hand -

experience on the operating oni of the utility business. Me,
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Chamberilain isg here. Would you care to Aiscuss it?

Mr. Weiner: NMr. Chairman, I would like to ask Mr. Esker
a question, ingsmuch as he won't bs hers tomorrow.

Chairmen Frank: Yes.

Mp. Weiner: I¥ is our understanding that in the A.T.& T.
private placements, two insurance companies 4id not par%ioipate
be@ausé of the existence of a common director between the
partisular insurance ;omp&niee congerned and the A.T.& T. Am
I correet in that? |

Mr., Eckew: That was true im our case, I knew,

My, Weiner: I wonder whether you regardi that type of
situation as falx cither to the issusr involved or %o the
ingurance Gompany 1nvol§e&? |

Mr. Eskor: No, I do not. X do not think that having

\
\

ene direstor 18 indicative of any improper control, ard con-
sequently X think it is %0 the disadvantagse of both paréies
%0 construe & lavw or rule as rigildly as that.

Me. Weinewr: I fo not know that anybody eoﬁatrmeﬂ the
law in that oase.

Mpr, Eckor: The A.T. & T. did, I presume,

Mr., Weinmer: That I do not know, dbut would not that type
of problem - -

A Voice: (Interposing) It was based on polisy only.

Mr, Eokowrs X aﬁ gorry; my couwnsel here corrects that

statement. It Uas based on pelicy amd not law,
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Mr. Weiner: Would it not be desirable to eliminate the
possibility of that kind of problem arising, either as a
matier of 1aw or policy, through competitive biddaing, whereby
Ro such oonai&@s&tion 6ou1a be charged fairly.aa having boeen
brought into there? In other words, if this had been a‘matter
of open bidding, woml& it not have been, then, perfectly clear
0 all parties concernell that youp @@mp&n39 or anybody elae
@on@ern@ﬁp degpite the exigtonce of & common director, had
both mor@lly and legally been on that 58806 |

r, Egkdr: I dom't knowo I know in the case of equip-
pent txust igsgues, we bave refrained Lrom bi&&iﬁé in at leas®
one gituation which comes %o my mind because of a director --
we refrained fr@m'biﬂding direet on that equipment trust
igsue,

My, Woeiner: As I rocall the rallrxoad situation, in 8o
far ag ﬁh@ law is concemaed, %he'p?ov&e&on of law is that
Af you have your interloeking dirsctorate, you must have
ocompatitive bidding. ‘Isnﬂé that the Clayton Act prqvision?

Chairman Frank: 8Section 10 of the Clayton Act,

Mr, Stevart: Thore are & number of people in the room
whe have not had an opportunity %o be heard, who obviously
can not be heard today., I wonrder, b@for@ you ad journ the
procseding, Af you would just permit them to say what their
views are in one word or two wor&g before they go?

Chaixmanm Frank: Yes, indeed,
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Mr. Chamberlain, will you proceed, and before you ge on,
would you mind stating to the stenographer what your position
as an executive of issuers has beent

STATEMENT OF WILLIAM GﬁAMBEﬁLAIE

Formerly Viee President ané General Coungel of United

Light & Power Co. and its Subsidlaries, and later Presi-

dent of those Gompanies, |

Mr, Chamberlain: Mr, Chairman, I must ﬂisavéw any right
or intenticn %o speak as an isguer, @s I no longer have any
connection with any issuer excopt &g a Alrsstor. I wag once
an executive of igsuers, and Lor & long Time I was counsal
for issuers. At the present time I have no astive duties in
respect to any corporation or the issuance of any securitieg,
80 such vicws as I may express are merely those of &n in-
dividual who hes had some experience and some opportunity for
observation, and who at the presgent time is in & modest way
an investor and who mwet £ind hig_means of livelihood in the
safety of such investments as he oanr £ind and make in the
market. _

I have beoen comowhat impressed with the thought.tﬁaﬁ
this discussion has not ye% reached the primary pmrpqaé whigh
I undorstand %o be sought by the staff im ite recommendation.
If I have correctly interpreted the report of the gtaff, 'Whieh
X have »ead twice with ear@o the primary objectivs is %o create

e s8ituntion which the gt&ff does not beli@ve €0 presen%ly
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exiet, that is to say, to create ocompetition between what I
may call primary underwriters, originators, the managers of
underwrltings, th¢ people, in othsr words, who negotiate and
are supposed %o negotiate with issuers and oarry out tho.
purchase sontract in respect to which they later organize
syndicates. |

Mr. Stewart: I wonder if I might ask lr. Chamberlain
& question.

When you were president of the United Light & Power Co.,
did you sell your issues by competitive pi&&lng?

Mpr, Chamberlain: Not that I reocall.

Mr. Stewart: You had a regular underwriter with whom
you deals?

Mr, Chamberlain: Well, we had quite 2 numbser of under-
writers with vhom we deals,

My, Btewart: With vhom, chisfly, 4id you deal? .

Mr. Chamberlain: Mostly with Bonbright & Company.

Hr, Stewart: Did you have any other underwriters?

Mr. Chamberlaln: Later, the last two or three years, we
had a good dsal of our business with 0tis & Co.

lr, Stewart: Thank you, |

My, Ghaéberﬂ&&n: But since that question is acked, I
mey perhaps be privileged %o say that I have never had, and
I do not now have any interest in any underwriter, That,

perhaps, Will ansber your question better than the direct
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angwer., And I have no interest in it now,

Ag I interpret this raport, in connection with the Aet of
Congress, it has been deemed in the public interest that there
should be open, Airect and indepenrdent competition between
primary uwndsrwriters. ﬁowp I 4o not, of course, in any way
mean to underestimate the importance of the matters that have
been discusged today, but they are, I ¢hink, incidental %o
the main qusstion; in other words, it is said, °If you &ov
this thing, if you create this competition between primary
underwriters, you hurt the investory if you forece this com- ’
petition between primary undervriters, you hurt the small
dealer”,

Those are, Uithou$ a éoub%o matters of importance, bui
they are incldental to.ths main issue,

Mr, Stewart: I am sorry %o intorrupt, but if I may
efaV® your indulgence Jjust so that there will be no misunder-
standing of our purpode, since those in the room ganenaily
have not eesn %hie rough peper which this side has prepared
as the basis Lor an agenda, I should like to make it perfeotly
plain that the agenda as ses% eu%‘contains cur suggestions,
first, for an exploration of the question ae to whether aom-
petitive conditions exist im the inveggment hanklng business
a8 nov organized. Lfor the underuriting and distributicn of
public utility socurities; and, sescondly, ancther item of

the agenda, an examination of the question wWhether there ig -
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Chairman Frank: (Interposing) Mr. Stewart, I do not
. think it is necessary for you to make this statement. The
vitness is not under cross-examination, You can bring out
your point later. I think Mr, Gh&mberlgin should be allowed
%o proooed wnless you.have.@om@.speoific question you want
%o direet %o him., If you ha%e somo answer %o his comments,
the Commission will be delighted to hear from you at length.
May I dusgest that you ellow My, Chamberlain to go on wn®il
such occasion ariges ags vhen ho makes somé statement where
you weERt %o agk & proper guestilen.

Mpr, Stemart: I assumod that you are having a publis
gonference and an informal DProcsdurae.

Chairman Frank: Yes, but I think your manner of approéoh
at the moment ig approaching heckling, which has not been
indulged in uvp %o mow., If you want %o asgk & question at
gome appropriate time as to @@mé matter that Mr. Chamberlain
states, well and good, but if you want %o disagree with him,
you o2n do so. He has sald nothing which justifies your
interruption, |

Mr, Chamrberlain: Xf‘I By be permitted to.suggesﬁ to
Kr. Stewart, it s possible that before I have concluded I
‘may sover the matters which he has in mind. I was attempting
t0 resume as nRearly aé i oan., | |

I think the staff felt 1% to be its Quty, if I have

correctly analyzed its reoport, to first ascertain whether such
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competition as the law contemplated and contemplates does

presently exist between primary underwriters. That requires
an oxamination of the facts and a £inding in respect to the
facts.

Then, of course, ir it &des not exist and this Commission
deoma 1t to be its duty to cause i% to exigt, if it oan do
éoo the whole thing might ocome to an end, but if the Com-
mission, having found that it Aoes not exist, oonclu&és that
12 1% should bring 1% into exigtence 1% would do additional
harm to other psople, and i% ha&‘ﬁiséﬁeti@n in the matter,
then 1% might go onh into these insidental anﬂ'oollateral
EAEEOrs,

I therefore proposs to discuss first.whmt I consider
Yo be the primary gusstion,

The finding of the staff is clear and scarcely subject
%o misinterpretation. I read one sentence from page 41, and
then I propose %o read another sontence from pages 9 and 10,

In i%8 conolugion upon page 41, the staff sayass

“The investment banking bueiness is characterized by
congentration of menagement and uwndervriting of new security
isswves in the hands of & rei&%ﬂvely feou firme and by &
definite absencs of free marked @6mpe%itien°ﬂ |

ﬁowo as I congeive 1%, there 18 & finding, a finding
that this Commission, I think, must Teel itself Aefinitely

undor the duty %o make wdeor the gtatute.
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Chairman Frank: You understand, of course, that the

Commission has not made that finding. That is the staffle
opinion,

My, Gh&mberlaims  @@r%&in1y° I am speaking only to the
£inding of the stasf. Am&AI do not propose, Mr. Chairman, to
attempt to suppor? this findimg. I only propose to call atten-
tion‘to i% in the course of what I have to say.

On page 9, the Commisgsicn @é@s forth a finding, and I
read it 86 followg =

My, B%ewart: (Interposing) May I ask that that state-
ment be sorreceted?

Ghaira&m-?rémkz The gtasf bas made the finding.

My, Chamboerlain: The gtags,

“8inee its formatlon in 1935° - a fizm vwhich s mentioned -
%alone has managed nearly 81 percent of &1l first-grade,
managed r@gi@%@&@é bond issues. Similarly, sinee its found-
ing, that house haz managed 100 peresnt of the regtstere&n
firsi-grade, manufactﬁring and commmngcation bond issues,
and 70 pefnen% of the similar publis wtility isesues.®

There would geem %o be some Support for the finding of
the staff that thore is 2 heavy concentration of its busi-
ness if these figures are %o be accepted as true, and I have
heard no onre question them here. ‘

Chairpan Prark: Ilam prepared %o say in Mr. Stewartis .

bchal? that he has witnesses who way challenge that, or a%
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least want to discuss 1%,
| Mro»Chamberlain: Yes, I now propose to speak as an
issuer, that is to say; as one who must of necessity from his
experience feel as an issueyr feels.

In the business eon&uo%iea by public utilities, every
consumer that we s@r&@ lives his 1ife under conditions of
opsi competition, That iz ¢rue in respect to the professional
men, 4t is true im respect to merchants, the laboring men,
crmft@men, and e@?%g&nly true in respest to agrisculture,

What we pay Lor money aifects the charge that we make to
thoa@ congumerd. Tne priee we pRy onters diresctly into the
rate that thoy must pay, and I for one ean éee no reason why
these econswmers, in that portion of the charge they pay for
service that represents the use of money, should not have thé
advantage of ocompetitien just as much as anyone elaé, Aftep
all, we do maintalin in this country what we are pleased to
eall & ¥res eeonomy, and & good mARY 6L us have had a great
deal %o éay about 1% in the last 8 or 10 years, but I do not
conééae that & £&ree ecdnom? ig achieved by a ffee egonomy
vhish applice only %o & part of the people of the United
States, but does not épply %o a certain other part of the
people, and oftentimes it has scomed to me that those who
most‘loualy demand & system of free ecconomy are most reluc-
tant %o apply 1% to thelr owr cnterprises.

Now, I go fwrther, I think 1% is of vast importanes in
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the maintenance of a free economy to have a reasonable number

of strong, vigorous and openly competing primary underwriting
houses, and without enoumbering this record, I think I oah make
that very oclear, and very easily. |

After 211, we &are & greét'induatrial nation and we must
have, and there is & constant Aemand for, new capital. Now,
vhat an 1ntalerable_sitmation 1t would be if there exiated in
this couniry only - and I say th;s only by way of an e;xﬁmple9
you understand, and only to make the example - if there‘exist».
ed in this countyy only one great, strong, primary ungerwriting
house. I¥ is not an exaggeration to say that that hoﬁse~§ou1d
direct the complete development of the nation; it could say
that I couvld have money and it sould say that my compé%&ior
could not have money, and 1% could £ind many reasons for that.
It could say who ocould deal in securities,

And I have thought as I have listened to these smaller
dealers, what an intolerable 1ife they would lead 1f we came
to a situation vhere we had, say, only one or even two working
in ocongert, great .ppﬁm&ry underwriting houses. Then those
houses could say to any one of those dealers precisely what'
he could have in the way of eeoﬁfities to sell, they could
withhold securities from him, &md they oould é&y in vhat
iaéu@a he might partiéip&%es and if he had epent his lifetlme.
building up & sﬁb@%&n%&ai and honorable business, in the un-

trammeled Algcretion of one individual they could $ake hig
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business entirely away from him by refusing him the right %o
participate in the selling of groups of seourity issues.

Of couwrse, Wwe fo not have that one, but certainly there
is every reason on the part of Congress to attempt to see %o
it through some regulatory body that this business does not
become unAuly con@@ntﬁaté& - this business of primary under-
writing.

I am glad to heve had the opportunity %o alscuss this,
even in this brief way, because of what seems to me %o be the
curious thing that 1% has not been m@ntioneﬁ'he?e before by
anyone, and yet it is the primary purpcse gna'the primary
objective, as I understand 1%, of this law.

Now, I want %o go dir@ctiy - having attempted to point
cut in a very brdef way the great national value which must
inhe?elin having a reasénable number of capabls, strong and
vigorous primary umaefwrﬂting.h@ms®s = I want to go to some
of the ine&&ental evilg whish iﬁ i8 urged vwould arise should
an attempt be made to force the iesuance of public utility
securitiem UpoR & eomp@ﬁitive basgis,

They £all, I thirk, fairly undér three heads: One is
that the price that tﬁe utility would receive for its seouri-
ties might be %oo high. Of course, as one wWho has experience
and whose symp2 thy goes %o the isguer, 1% is é little Aiff-
igult for me %o comprehend thi@‘argumenﬁg because after all,

the only prise a utility could receive would be the price
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fixed by competition, and that is the price the utility pays

for everything it buys; it is the prioce the consumer pays
for everything which the cdﬁéumer buys., But I have nét found -
it possible %o be greafly 1&pgesse& with the arguments made
hereAto&ay in that regafdu

Afger all, if & i:ank:;mg house or a group of banking
houses pays too mueholfhe pgnalty is 1ts own. No one needs
to buy securities from them,

And, ag in all oémpetitive efforé, very shortly any
tenaency. along that line will be found to correct itaelf,

Another thing: After all; the price of a security is a
fluctuating thing, ié must alwayé be stated as of & date
sertein, becauvse the narket never gtands still, so what may
be the correct market price of & seourity todéy may not be
the csorrect markes péice a woek from today, and there never ié
a correct market priss in a supporied maxket, ag was so alearlj
pointed out this morming by the Commissioner. No one knows
this moxre than an 1nwéstmen% b@nké?o In all the yearé in
vhich ¥ came to the investment markets, I had it borne'in ypon
me that ﬁe mugt go% dmr igsues out gquickly in order that the
banker can dispese of them immediately upon the eigning 6?
his commitmens.

Now, that was n§§ in the interest of the inveestor, be-
causs the investor is the fellovw that ge%s it and he is the

fellov that bag 1% Af the market goes down, It was in the
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interest of the banker, and I do not say that ocritlcally, be-
cause after all, i% 1s the business of investment bankers to
tdrn their security issues over Just as quickly as they ocan,
but ‘I do say that it is not an argument supporting the con- -
tention that the investment benker is looking after the ine
terest of the issuer in respect to this market price in that
regar&b because he gets rid of i% quicklyvso that he won't
bave 1t vhen the market goes down, anf the investor, of course,
will heve 1¢. And that is the way that 1% ought to be, be-
caugo afger all, 4% is the inﬁ@@tor that expects %o hold i%

& long %ime, as Mr., Edker pointed ou%, and it does not make
86 musk dirforense To him, but the investment banker, if he
g@t.@tm@k with 1%, 1% might mean his ruin., He is not engaged
in ¢he busim@@s of investing money, but merely in the business
of marketing securities.

Now, I would 1like %6 oome %o the qﬁestion of indentures.
I confegs there was é@m@ astonishment with which I heard this
tes%@many todaey ag %o theo virtues of private negotiation ag
%0 the investigation and f@fmml&%i@h of'in&entureao I 40 not
say that it doss not have & vigguwe. I do not say that the
investment bankers do not rénﬂer a valusble ahﬁ useful servige
in respect to the fommtlon of indentures, but what I do eay
ie thét the record of indentu?ea and of securities under the
syatem of private negotiation is certainly not such as to make

oRe suppose that we are golmg intc nameless evils if we Qepart
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from it in the manner indicated in this report.

Have these gentlemen who speak soc confidently of the
safeguards which come to the small investors under the system
of private negotiations forgotien the years 1929 to 19337 Have
they forgotten the innumerable bad indentures that came %o
1light, the countlegs safeguarding provisions which safeguﬁr&ea
no one, the fast of earnings stateoments so ﬁalpably false &s
%o have be@mlﬁmpassibae?

Commicsioner Healy:s ng gy they safeguarded no one?

My, Chamberlain: I sald thers were some that safeguarded
RO om@;

Commissioner Healy: Weren't there many of them that safe-
guarded th@A%fustee and noboéy éi@e?

My, Chamborlaln: Yes, Th@re'were &ll of those earnings
statoments that passed through private negotiations whigh were
o palpably rfalse that the slightest sorutiny based upon sound
reason must have discloged their false character. Did the
private invegtors of éh@ United States not buy many hundreds
of millions of dollaxrs worth of foreign bonds which, by any
proecss of rational reasoning, mvwst bave been known to be
obligations vhich could not be met? All of this osocurred
under the system of private negotiation, and our memories are
8o short that we now seck - that ia %o say, there are those
who apparently sesk ¢o have us suppose that that system means

the path of safety to investore, and another system the path



214

178
to ruin,

I have not ealled attention to these things to revive
unhappy memories or %o be unpleasant; I have ealled attention
to them, Mr. Chairman, because they are simple truths, and
they shed, in my'opinionD a vmat‘illumination vpon this sugges-
tion that the small investor is to find his protection in
private negotiatioRn.

But I might, I thinkg fmiriy not have spcker of it at
all, becauge the recommendation of the staff does not cof-
template, as I read 4%, that the issuer oy the investor shall
be deprived of any valuabis asaﬁétanc@ that can be obtained
from exXperts, Gpecialists or investment banking houses.

Ag I read this docuwment, the £igld is left wide open and
| the doox of every banking house stands oper o any 1issuer
who chooses to avail himself of th@lservieea of any expert
in respesct Yo the @@@ﬁrﬁ%g ke may wish to issue, and back of
it all gtands this Commigsion.

S0, if that is true, then there ceriainly can be no
claim that the private investor will be eompletely &epfive&
of the serviees of the investment banker. In enginéering =
that 18 a business with whish I have had a great deal of
contact - in enginecerimg it is not an uncommon practice for
an engingering fifm o deglign a power~houee or & structure
and then ask leave to bid uponr i%, and there is no impropriety

' 4n 4% A7 the bidding 18 open and aboveboard. I See mo reason
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vhy any issuer is not perfeotly within his rights in seeking
the advide and assistance of an investment banking house and
paying for it and later offering that issue at public sale
and pernitting the investment banking house to bid upon it,
and certainly unless I have failed to observe it, iR a ocare-
ful reading of this report, there is nothing in it that con-

templates any other poliasy.
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- After all; 1% is hardly fair ae one who has represented
lesuors, it ie hardly falr te asfmme that 1t i the IZntentlon
of the lesusr %o put out had bonds. After all, they have to
Jive with the property. The executive who is with it hopes
to have a fujure and a pleasan® one. He wantis his property to
succeed and his credit to be maintained. Nothing ies so lmportant
to a growing industry as its oredit, and i% is not fair to ascums,
I think, that the issuey even if he werg‘permitted to write his
own ticke®, would set about to write a loose and weak thing
that would muidn his credi%. JTn that respec%, he has his own
interest %o serve, Jus% the same as the investment bankere
have, ‘

Those are tvwo of the principal avils which as X understand
it it ie contended wﬂii follow if the Commission tekes this
aocticn %ending e provent unduc conceniration of the businass
of . the primary underwriters.

I coms then %o the small dealers, I do not want to pretend
Yo be an expsrt in that respect. but I can certalnly ses sone
advantages o the smaller dealsrs in this system, which they do
not heve, perhaps, uwnder a system of private negotiation, and
one of these is I think, and I speak now from tha experiense of
an issuwer, I think one of the most certain ways to get rid of
private placement is %o have competitive bidding in the primary
sale of securities. After all, I as a director heve urged in the

past seven or eight years, T have vigorously urged several times
b3
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that a private placement Ve sought, and for the perfectly

simple reason that it sesmed tp me that when we could go
directly to an insurance company with a high-grade issue
based upon our excellent creditg that it would be in a way

a wastage of the company’'s assets to pay 2 percent or 2 points
to an investment banker when we cowld do.the thing practically
for nothing.

Now if this competition comes lnto effect and the spreads
decline as everyone here seéﬁa to belleve they will, then you
have the one answer possible to private placement, in my opinion.

80 I come back, Mr. Chairman, if I may be permitted to do so,
to the original premise that it secms %o ﬁe that the important
igsue to be first determined here is whether or not there has
besn or is a %endsency toward an undue concentration of this
business of primary uwnderwriting, which af¥er all is the basis
of all the securities business. I might say and perhaps be
pardoned for saying that to me on this record of peroentagasv
if they ars true, and I of course have no knowledge of that
except as is contained in this report, that uwpon this record
of percentages eovering'a peried of five years, it does seem
that competition as between origiﬁaﬁgrs has not flourished, to
say the least. |

And in concluding, let me perhaps say this, that I do not
understand that what one gentleman referrad ¢o as the fierce

competition of the market place is the competition that we are
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talking about hers, I think the conpetlisilon ho raf»a:-&_-i t«;
is that compatition from walch wen in ths prive e negotiationy
gadn tha knowledge as to what they ought to. bid. Of course,
that s rizhi. They look over all of the sales which are on a
compe t1tive bacis, you undsrzhiand, all the sales which have
taken place upon a free competitive basis -- they look them
all over and detzrmins wWhaalh theyw oughé 50 ziwe, but that Coes not
mesn that there has been competition a: bebwsen the widersriting
rouzee Shcmselves for this business.

I think, Mo, Chsirman, I think of nothing else.

Ur. Drayion: Msy I ask one quentiont Ae I twok rather
she appoufite eide, I would like to know whether, as he was the
head cof & utility company, whether it was his practice to sell
his seourities a® auctlon at that time or through private |
negotiatiom? |

Mr. Chamberlain: That was not the custom then, and in the
Bhe ten years that have followed, I have observed a great deal
and I have reached certain cenclusions, but I will tsll you that
we sold bonds at public auction, if that will answer your
quea%ion9

Mr? Drayton: I Just wanted $o know if tha%.was your
pracéice. |

HMr. Chamberlaih: I don't know of anyone in those days
selling bonds in this sort of competition that is talked of here.

X don't know of anyone doing it.
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Mr. Stanley: May I say just one word, because there

was a reference by Mr. Chamberlain to the businese done by
our firm. I would like to say that we intend to have the
figures as to the so-called concentration which we would

1ike to present in due course. I might also say that I am
prepared and intend to dlscuss this questlon of concentration
referred to by Mr. Chamberlain, because I understand it 1s not
yet on the agenda?

Chai;man Frank: You will have an opportunity %to discuss
that point.

Mr. Btanley: = migh+ add that in ny memorandum furnished
two yeaws ago %o -the Temporary Na%ional Economic Committee,

L stated that competitive conditions did exist, and I etate
so today, and I am prepared %o go into further detalls as to
how they exisst. MP

Mr. Chamberlain: Mr. Stanley, I hope that you will assume y/
that I have charged you with anything? I am speaking not as %o
what pay be the Tacts or what you may be able to show %o be
the facts, but I am speaking as % what the staff has conocluded
%o be the facts in this report.

Yr. 8tanleys I quite understand that your reference is to
things in the.reporto My point ies that those figures do not
go far snough,

Ur. Dean: I want at this time %o ask Mr. Chamberlain a

few questions, if it is oo late? V//
4
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Mrf Chamberlaing Veey well.

Ko Dewnt Vhen yoa ware an officer of a public utillty
solpany, Jov seied o drdive ag herd a bergein ag -y'u'c,; could
fue $he :_i.s»mer?

kyr. Chambarialing I triel to get the Less p.m. e Tairly
cbtaiinahle undsr marckeh contivions for ail the =ecnritics T
fold.

lire Doy .D,‘Ld you ever fasl at that t.ﬁne what Bornhright
and Compeny dominated rou?

Mr. Chmmwberlein: Bonbright and Company dominated me at
that time?

lir, Deuan: ‘Y-af.!.

Mp. Cl;amber;aim Ko, I cannct cay that I ever Tels thw%
taey deminated s,

Mp. Dean: Did you feei u% a later period tha¢ Mr. Eaton
or O%lis & Guvmany dJorninated yould

My, Ghwberlain: 7 thought that Mr. Saton in a wey
doninnted "a.:s,, vecuuse he was the lurgest stociklinldsr we hé.ﬂ.,,
but hile partisrs continuzlliy compilained that wls Antererta
were 60 much greater in our business than in thelrs that he
wag 0T yr-id aii}g them. The complain® » in otber wurilse, waz from
the o%hwr way, I don't know,

iir. Dean: Did you at 2ny %ime during that poried aal

other undarwriters %o submit Hids?

g‘! 3 T 2 ° L4 T B wm® .
dr. Chosberlain: I den’t think we ever & .9ked wndorwrl
ers
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to submlt bide., I think we discussed underwriting problems
with other bankers.

Mr. Dean: Did you sell the securlties at prices that
you thought were too low from the standpoint of the 1ssuesr?

Mr? Chambeflaln: Oh, yes, we did.

Mr. Dean: Was it not vour duty &as an officer to get
the highest price that you could?

Mr. Chamberlaein: The highest price we could get was one
we thought was too low,

Mr, Dean: WhyAdldn“t you ask for competltive bldding?

Mr., Chamberlain: AWhat is that?

Mr., Dean: Why didn’s$ you gecure competitive bidding?

Mr. Chamberlain: I will have to say %to you, - I will
have to disavow any right on my part to manage that. ; was
merely & vice president; I did not handlse thevfinances, I don't
know why, but it was not the custom then as you know. This was
15 or 18 years ago and much has happened since then to change
my mind. I am perfectly frank about i1t. I have changed my
mind on & lot of things.

Mr. Dean: But you were a director of those companies at
the time? |

Mr. Chamberlain: Yessai wag,.

Mr, Dean: And you would not% have voted for a price that

you thought was unfalr?

ﬂ"!, 2 ~ . ~ ' S el <
Mr, CShamkerlain: O, y=s3, I would,
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Mr. Dean: You have voted for a price that you thought
was unfair?

Mr, Ghambeflain: Oh, yes, I would bscause we had to
have the money.

Mr. Deant: But you could gone to competitive bldding
a¢ the time?

Mr. Chamberlain: Possibly so, but what that would have
done I don't know, but I want to make it perfectly clsar that
there are often.times vhen men mus$ pay for money what they
¢hink is unfair. I have done 1%, We have pald 10 percent for
money, and 1le¢ me say %o you that despite the belief_I once
held that it was a great advantege to an issuer to stick to one .
banker because that banker would then come %o his re8ous when'
times got bad, I never had the expeﬁiemcé of having a banker
come {0 my rescue‘at all, and there is & reason for that and
i do not criticize bankers for that. I should have known
better mysslf. They cannot come %o your rescus when times are
bad, becameg they are just as bad off as you are and sometimes
a lot worse. That is not their business; they do not loan

money; they simply buy securities when there is a quiék marke $;

and I can tell you from 25 years of experisnce that they do not

buy securities unless they deem the market ripe for a quick

_%urnovqrg and no matter how badly you need the monsy, you won't

get it.

Mr. Deans  If there is no differsnce in the price here
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8 between the price that you get for compsetitive bidding and the
price that you get on negotlated sales - and the data on both -
sldes seems to belganclusive - 1f 1t 1s your real question V//

here whether or not there is sufficlient bompetltion among

investment bankers, so that an issuer is free to turn to whatever

investment banker it pleasss in order to get the possibls price

for 1ts geeurities?

Mr. Chamberlain: I did not expect %o d iscuss that particu-
1ar.phase of competition, but I am quite glad to. I think there
is some difference. I think a Government might deem it to be
ite duty %o see that free economy were maintained'even if doth
sldes to the transaction were willing %o close it. In other words;
if I am selling the issues of a public utilit# company and if I
ingisted that I was going only %0 One banker regardless of ths
fact that another one came to me and saild, "I will give you more
monpey for your bonds than this banker does,” and I refuse to do
1%, I think 1% might be a matter of concern to Government under
a systsm of free economy.

Mr. Dean: I think it is, but in the situation where one
banker owned all of your stock and dominated youw, today that
condition could not exist unless it was a holding company.

Mr. Chamberlain: Yes, but you might have a board of directors
that came under that; wouidn“% you?

Mr. Dean: Well, that would come under Sections & and 7

ancd alse ueder Soeusion 1L
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Mr. Chamberlain: No ome could be more kindly dlsposed
tgwapd the principle of Government that resulted in the esteb-
lishment 6f a Commission such as this, I think that the small
investor has needed ite protection for a long time.

Mr. Dean: I am for that 100 percent, and I am for the
Commission, and I am for all the laws that they administer.

Mr. Chamberlain: Perhaps I did not understand your quee-
tion,

Mr. Dean: But 1t is not poasible today for a banker
to dominate a public utility company unless he 18 registered as
a holding company?

Mr. Chamberlain: That is the sort of securities that are
under consideration here, as I uﬁde?stand it, the securities of

rogisterad public holding companiesB.
Mr, Dean: And 4% is not possible for an investment banker

to be on the board of any public utilidy company undexr the
Commission's jurisdictlon wthout their approval?

Mr. Chamberlain: I think tha% is right.

Mr. Dean: So that at the present time there is no
possiblility of an investment banker dominating the dboard of
directors, is there? '

Mr. Chamberlain: Well, I cerialinly would not say that.

Mr. Dean: How can it dominate 1% unless by a atoek
interest?

lir. Chemberlain: Well, I will tell you that the ingenud sy
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of investment bankers 1s astonishing. (Laughter)
. Mr. Dean: Do you think lnvestment bankers are brighter
than the management?

Mr, Chamberlain: I have always been impressed, 1f you
want to know --- I am an old fellow now and out of business --
but I have always been impressed with the manner in which the
banking interests of New York draw awfully smart youngsters
into their service.

Mr. Deans Isn'% that‘true of the utilities also, and
isn't it true of anything today?

Mr. Chamberlain: We get what the bankere don't get.

My, Dean: You got along pretty well, didn't you?

Mr. Ghemberlain: Yes,

Mr, Dean: In recent years, Mr. Chamberlain, 4id you
personally participate in the preparation of reglstration state-
nents? | _

Mr. Ghémberlain: .Ohg no; thank God.

Mr. Dean: ginée the Becurities Act has gone into effect,

did you psrsonally participate in the preparation of Trust

‘1ndentmr@s or qualifications under the Trust Indenture Actt

Mr. Chamberlain: I gave out before that. No, I did not,
Y¥r. Dean: Do you think it is possible %o prepare one of
these reglstration statements and qualify e trust indenture

with all of the various investment bankers who might want %o

articipese Sn $¢? To - 2
b cipeve in 1%? Do rey +naqy the® wowdg pe Teasible from the
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standpq;nt qf being gensral counsel of the 1a§ue,-let us say?

Mr. Chamberlain: I have thought 8o, Mr. Dean, because
as I understood the business -- I may be wrong about this =
but I have supposed g0, because in the days when I was active,
one banking house initiated, or you might say that he worked
up the deal, ahd the other housés went right along with him,
and of courss all of the dealers would take securities and
sell them from any of the recognized investment banking
houses, so I have assumed -that that condition continued and
that they continusd to do that.

Mr, Dean: You know today that wnder the Trust Indenture
Act that ocertain trus%ees.having certain relationships with
waderwriters would be disqualified from belng a trustse?

My, Chamberlein: ¥es, sir,

Mr. Dsan: Now, in getting one of thesse issues réa.dyB
the issuer would naturally want to pick out his own corporate
trus¥ee and work out the provisions of the trust imienture dnﬁ
then qualify him under the Trust Indenture Agt? |

My, Chamberlain: I never have supposed that the relation-
ship bedween the trust indenture and the trustee was so particu-
larly close or so particularly important. Any good trus$
company I think would ssrve the purposes of an lssusr,

Mr, Dean: But today that trustee might be disqualified
if there were certain relationships -

Mr. Chamberlain: Possibly jyes.
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Mr. Dean: 8o that if the underwriter that was the high

ranking bidder stood in certain forbidden relationships to the

- trustee, they would either have to throw the bld out of throw

the trustee out?

Mr. Chamberlain: Here is the way that I have assumed
that 1t work. Le¢ us say that I am an issuer under these
circumstances -- I am just applying my 0ld experience. I would
of course look at the market carefully to see whether there was
a market, because there is no use in going to New York to sell
vour securities if there is no marke$; we all know that. Then
if I cowld not satisfy myself, and I probably could not, as to
what was the best type ﬁf security wnder the circumstances to
sell, i would then take 1% up --- I am speaking about what I
would do if this were in effect o= I would then undoubtedly
go to someone whose &dvice and judgment I valued and wiﬁh vhom
I could have pleasant relagions, and I would dlscuse 1% with
them. That would wnquestionably as things now stand be an
investment banking house., I might discuss 1t with ¢two invest-
ment banking housss and get theolr ideas, and for that I would |
be wllling %o pay of course, because I would not expect them to
give me their time without pay. When I had gotten that done,
then I would make the decision with their advice as to what sort
of:s&curi%y ought to be sold. And I them would register it
under such oircumstences ag %o make it right and then proceed

with the advertisement of it. That is the way 1% has visualized
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i%self in my mind.

Chairman Frank: Mr. Dean is asking this specific ques=
tion: A successful bidder under a compe®itive bidding system
might be an underwriting house which had a forbidden relati§n~
ship under the Trust Indenture with the trustes that had been
gelected by the issuer prior %o the time the blds were le%,
and Mr. Dean's quesflon is wouldn't that create a great diffi-
culty? I do not think Mr. Chamberlain knows the statute,
and I think I can answer by saying that I do not believe it
would oreate any great difficuliy, because we hawve had the
problem within the last two weeks of where difficulties arose
and the issusr was able to find another %trustse. He had to,
and he did.

Mr. Dean: Bu%, Mr. Chairman, assune that the letting
hd been made on the basis of 30-year 3 perocent bonds with
X¥Z aa the trustes, and certain pseopls having great comnfidence
in that X¥Z ¢$rust company had decided $o put in a did Xnowing
that that particular bank belng the Yrustee would have a great
effect upon certain investors. Then the investment banker
making the highest bld would be found %o be in one of the
forbidden rslationships wlith the trustes, 80 we would havg to
throw out the top bid or the trustse would have to resign,
Wouldn'$ you them have to have a re-letiing?

Ghairman Frank: I think we are getting down to minutiae

of the rule. I think i1t is unfair %o ask Mr. Chamberlain that
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question.

Mr. Dean: I have no further qusestions.

thirman Frank: Had you completed, Mr. Chamberlain?

Mr. Chamberlain: Yes, sir. |

Chairman Frank: Do you have gsome other person'who
were to be heard?

Mr. Stewart: I merely attempted to say a little while
ago that we had attempted to discuss the problems --=

Ghairﬁan Frank: (Interrupting) I understand. Have
you any other people that you want %o be heard?

My, Stewar%$ If you will ask those who cannot be here
tomorrow {0 speak now?

Chairman Frank: . Will anybody who won't be here fomorrow
and wishes to say something now speak up?

STATEMENT OF JOHN C. LEGG, JR,,

of MacKubin, Legg & Company, Baltimorag Marﬁlanau

Mr. Legg: I do not wish %Yo re-open any con%roveésial
subjects, andlz em going %o be very shord.

Chairmen Frank: Why not?

Mr. Legg: Ilmow that the hour is getiing late and that
you all want 0 get away. I have no any brief %o file with
you, but simply some notes that I made on the train coming
over, but im xsading this report of the department’s there were
a few things thaﬁ i falt I was not in full agreement with that

I would like to take up,
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The thing that I hesitated to bring up was the point
of whether or not if the Commlssion should declde to have
competitive bidding for holding company bonds, whether or not
that might lead %o compeditive bidding for other securities.
1 am aware of your explanation and aware of the fact that there
is not anything in the Aot now which would lead to that, but
I have had a long number of years of experience in thls busi-
negs and I know how one thing leads %o another°

Chairman Frank: May I juse® call this to your attention?
Under the very Act which we are discussing, this Commission is
required to devermine whether a ssourity meets the standards
of adequate relation to the security structure, to the earnings,
or whether 1% will bs de%rimental to the investor, and so on,
whether the spreads are falr and the like. That statuts has
been on the books and has been in opsration since 1835 - over
5 years < with reference %0 utili%y sesuritiesg and daily we
have been applying those standards. I have heard as ya¢ no
suggestion thét éhe geme standards be applied to the security
companise other than utility companies, so that if you are
correct that such an example would permeate to securities of
other corporations, it certainly would be very slow in operat-
ing,- and why it should be so in comnection with this particular
problern of whether & security shdgld or should not be sold

competisively I do not undsrstand,

In other words, we are deslirs nct with an ordinary corpora
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tion but a regulated corporation, a %ype of corporatlon vhich
has been regulated in this country for many; many yéarso 8tand-
ards have been erected by Congress with respect to them. Nobody
is suggesting that those same standards be taken over and
applied elsewhere, althoug h they have been operated for five ,
years,

Mr. Legg: I have the feeling that because competitive
bidding has been so limited‘that you really have not had
enough examplés for investors, geperallyg to know whether or
not they think i% is a fair thing. You have given a very small
nunber of companiss who under your New England laws have to have
this cpmpetitionD but if it works out that you do dgmand
competitive bidding, it would certalnly be because you thought
1% was fair and in the best in%erests of the public and investors.

Chairman Frank: In utilities.

Mr. Legg: How could it work in utility bonds and not work
in other bonds? If a thing is fair for one brand of securities,
namely, the bonds or sscuriiies of public utility holding
companies, certalinly that same thing would apply to industrials
and general corporate bonds?

Chalrmen Frenk: There are lots of other siandarde in our
statue which Congress has Lelt were applicable %o utility
companiee, and they have been working out with considerable
fairness for five years, and yet no one has suggested that they

]
i

be applied %o industrials, 1 wor't go into the reasen here, but
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the long history of public service cdmpanies make them unlque;
The operating companies have monopolles vhich are granted by
public authorities, they are not competitive, they are peculiarly
affected with a public interest. The preample of this statute
prescribes wh this ¢type of company is unique. I say if your
enalogy 1s correct and if what is done in this field will very
promptly be availed of and taken up in the other filelds, then

1t ought to be true, and i% ie not true tﬁat many other things
which are uniquely epplied in this statute pgrtalnlng.to public
utility companies would be applied to other companies and 1t

has not besn done. This applies to registered holding companies
and their subsidiaries, Which_méans operating utilities,

Mr. Legg: Suppose you take a direct operating company.

If this thing becomes effective, 1t would not be a very lomg.
step to drokers applying i$ to the operating companies, the
direct operating companies.

Chairman Frank: This proposed rule does apply to the
operating companises.

Mro Legg: Then if it goes into ﬁhatg'then what is falr
for this particular type of securities would make 1t fair for
other invesiuents. _

Chairman Frank: You s%till have not followed me. I don't
know whether you are familiar with the gtétu%e we ars discussing.

Mr. Légg: I followed jou on that.

Gh&im&ﬂ Brie o TS renen . ' - .
! F?a ..1,. < Ol GGEh e me S"S&ﬂdafda I am talking
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sbeut - apply to the operating companies, and yet those same
gtandards --<if you will see our releases, at least four or
five times a week we are applying the standards of that
gtatute to operating utility companies in a manner which nobody
has been suggested should be applled to ordinary industrial
companies. .And it has been five years. Why should suddenly
the sole concept of competitive bidding be 1ifted out of the
fleld of utiligy companies and applied elsewhere when the
other standards, to-wit%, as to whether a bond is a propsr
percentage of the eapifal structure, which we have been applying
for five ysars to the utility dompaniesg wmy éhould that any
the less be applied %o indusirials than competitive bidding?

I have not heard anybody suggest that 1% should be applied.

The reason is vwery clear, and it 1s that we are dealing
with public utility companies which might I name are quasi ‘
publioe They are affected peculiafly with the public interest.
They are not the same &8 a dry goods business or any other
business where men are competing; thgy have an unlque position
in our national economy and Congress so recognized.

Mr. Leggs Well, I just wanted to suggest the advisability
of compelling a utility company to pﬁt its bonds up for competi-
tive bidding. I can give you a concrete example of how that
would have acﬁed to the disadvantage of a company that I am

familiar with.

Chairman Frank:

You are talking of a utility company?
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Mr. Legg: Yes, a utility. Where a small company
gtarted about ten years ago and we supplled it with sufficient
money neceasarily at a high rate of interest -- they were 6
percent bonds -= I think it was 6 percent -- until that
company could start its operation. I% grew and the demands
for money grew, and severél times in the last ten ysars we
have been called on io supply money to the company %o take
care of its growth. Because we were very closs to the company,
had seen it start and knew the management and its territory,
we continued %o insﬁ@ct its properties and familiarize ourselves
with the operation of that company. I% involved an inspeotion
Trip cersainly on an average of OnNee & year,

If we had been faced With the possibility and that company
had been faced with the possibility of losing the advice of our
firm beocause some O%her house could take the bus;ness away by

a fractionally higher bid, certainly we would never have had an

‘incenteive to continue the time and the effort that we put in

in famillarizing oursslves with the company. Because of that
familiarity we were able to recommend those bonds to & number of
our own cliepts who rely on us for advice., By doing that and
constantly replacing outstanding bonds, we were able to keep up
with the company’s growth and advancing 1t credit until they
were.able $o refund a-high rate 6 percent bond with & 4 percent

bond.

Whet I em driving at is thie, that 1f you hawe compe®itive
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bidding and the bankers afe’cbﬁs%anti& going to be changed,
you are not going to have that kind of personal contact with
the company-

Commissioner Healy: Is there any reason why you do not
wish to give the name of the company?

Mr. Legg: I have no objection. I¢ is the Houston
Natural Gas Company of Houston, Texas. I think we registered
an issue about thirey dajs 8go.

Commissioner Healy: I% is no longer subjsect to the
Holding Company Act?

Mr. Legg: No, it is not, I am trying %o skip a lot of
things that were discussed so that I won't keep you.

The other thing that I did want to bring out, however,
is that if a company is forced to sell its bonds to the highest
bidder, it is demied a management decision when a company might
dscide that it would be to their advantage %o sell their bonds
slightly lowsr than they could be sold at.

Chairman Frank: As I unders®and i%, the proposed rule
would not provide by any manner or means that the other factors
could not en%er im. The manner of compeditive bidding would
help to aseerialn whether all things considered the thing shouwld
go %o the highest bidder, but if the company could reasconably
show why & lowsr Did would be ===

Mr. Legg: (Interrupting) 'I% would be one of those

8xXceptione ¢hsot wovid not he wery often used, but again yov com-



WLC

21

END

WLC

200

cedve of a company even being advlised by their banker friends
that the bonds could be sold at a higher price than they actually
agreed upon? Well, you could not do that 1f the bonds were

put up for competitive bidding without coming to the Commission
and having an exception made, which then would mean a big delay.

Chairman Frank: We do not f£ind it means very much delay
%o bring up that kind of a question.

Mr. Leggs I Jjust wanted to say this, too, that I disagree
with some parts of the report which were rathar give tﬁe feeling
that bankers were unfair to their clients, the issuers., The
last large underwriting that my firm parﬁicipa%ed in was the
Coneolidated Gas, Electric Light and Powser Company of Baltimore,
I know that the manager of that group wag even more concerned
that he had advised the management %o sell those bonds t%oo
cheap, or as much concerned as he wae that he was getting a fair
price from his customers.

I7 I can rest assured that there ig nothing to disturb us
about this epreading to other issues of securities other than

utilities, I will wighdraw.



aj-l Chairman Frank: Before we go on, I would like to sugzg:t
oyl #19

Yo Mr. Stewart that it seems toe me - this matter is suggested
in the interest of fairness - there was some reference made
this morning to & report made many years ago by Kuhn-Loeb &
Company, anf as we are going on tomorrow, it might be well to
agk gomebody from Kuhn-Loeb & Company whether they ocare teo
come in and comment% on 1it.

Mr. Stewart: Ws have had no conversations with them at
all, |

Chairman Frank: I was wondering whether you cared to do
that,

Hr, Stewart: If you should 1like me %o, I will be glad

to,
Chairmen Frank: I think i% might be desirable.
Mr. Seribney: May I say a fow words?
Chr.F? Chairman Prank: Before you do - are you leaving tonight?
g:ggb Mr. Seribner: No, but I have got this right on my mind,
ag

and I would like %o get 1% off.

(Laughter) .

Chairman Frank: The sample of your mind that we had here
1n&i@a§ea that it would keep overnight. If there is anyone
else here that wants to leave tonigh§, --

Mr. 8%tovart: (Interposimg) I don't know of anyone,

Mr. Van Court: I am leaving tonight.

Chairman Prank: Then we will hear from you, Mr. Van Gours.
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STATEMENT OF . ALBERT E. VAN COURT
of William R, Staats & Co.,
Los Angeles, Qalifornla

Mr. Van Court: I am Vice President of the firm of William
R. Staats & Co., of Los Angeles, Califormia.

I am speaking not only for the firm that I reéresent, and
the ideas of the partners, but I think that I am also speaking
for the other members of the Aistributing organizations in
Southern California, and possibly others in Northern California.

I have been here since Christmas, becauves my son has been
in the'hospitgl, and therefore I have had correspondencs and
communications with several of them, and I am sure thatAit is
as & result of those communications that I ask to present this
testimony, because they were so insistent that their ideas, as
well as my own, be expressed,

We are a distributing house primarily. We are an ooccasional
underwriter, but our job primarily is to diastribute securi-
ties in our market, and consequently we haye to look at our
livelihood largely from th@t point of wview,

We feei, ag other witnessses here feel, that compulsory
competitive bldAing is entirely injurious to our business,
and as a small dlstributing dealér, and I can only look at
it from the selfish pdint of view - I can not go into the
high prinoiples, and éo forthQQ-I am going td tell you Just

how it affects us as a small dealer trying to make a living.

We feel, as others have here, and I do not want %o take
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up your time to go into the matter of over-prieing, beocause
I think that this point was fully coverefl so that would be
merely repetition, |

There is one thing which I would like to convey to you
which I do not think has been stressed sufficiently, and that
1s that under the present system of negotiated sales, we, as
dealers, feel reasonably confident that we will be offered
securities whether the deal is a success or not; in other
words, the gelling group is a thing that is contemplated be-
fore the orice is set, before it is determined whether or
not the issue, when offered, will be a succesg. Those who
have given & gertain performance in their distributing ability
with the various underwriters, they know that they are going
%o be offersd a ceyrtain number of securities depen&ent upon
the size of the issue,

We feel that under competitive bidding that that would
not necessarily be the case. Groupé in New York or Chieago
or elsewhere would purchase thevariougeourities only after
they had determinsd upon the price at which they purchased
in a market by competitive bidding, and that price not deter-
mined until then would, having once undertaken the obligation,
they would feel that the first thing that.they ghould &o is
to dispose of theiyr obligation, which is human nature, with

no commitments that you take., They would probably take those

seocurities - I am simply surmising what would be the case %o
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try to think through the situation to séé where wé would get
off - they would sell them as they could and take the entirs
profit., If they could not eell them, they would in many
cases form & selling group, and, the selling group so formed
would not be nearly so desirable as you can 1mag1ne; ag if
they méde up that selling group before it was determined
whether the issue was going %o be a success or not.

Consequentlfg.we could not feel nearly as certain of
a source of supply of issues generally to offer to our clients
in the territory. We must give tiem gobd securities, and we
must be reasonably certain that we can offer a client an
Opportunity fo participate in issues during the year, and
when they come out. If we oan not feel a certain confidence
in the continuity of the supply, we are at a Aisadvantage
there, which is just as anxious to seocure issues when broughf
out as they are elsevhere,

I do not want to take up your time any longer, because
I reallize you have been very patient, but we, as a distribut-
ing dealer, are definitely in favor of a negotiated sale
rather than compulsory competitive bi&&imgo

Chairman Frank: Thank you very much.

Now, Mr, Scribner.

Mr. Scribne?§ I will wals until %omorrow.if you want
me Yo, but I will only take about five minutes,

Cha irman Frank: Very good.
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STATEMENT OF JOSEPH M. SCRIBNER
of Singer, Neane & Scribner,
Pittsburgh, Pennsylvania

Mr. Secribner: My name is Joseph M. Scribner, of Singer,
Deane & Soribner, Pittsburgh, Pennsylvania.

We do a general investment anf security banking buslness
in Pittsﬁurgh and Youngstown, Ohio.

There is one thing which I think, from where I have
sat today, we have proved, and that is that the small Adealer
is going to be seriously hurt by competitive-biadingo I under-
stood you to say that the Commission Aid not want that to
happen.

If I uwnderstood Mr. Spencer’s remarks corrsctly, he
developed quite conclusively that the successful bidder for
an issue in competitive bidding was probably the-house who
had the largest retail organization. I think I understood
Mr., Stanley %o say that he would be forced %o change his
form of business if competitive bidding came about.

I am assuming by that that Mr. Stanley meant that he
would be forced into the retail field.

My, Stanley: Correct.

Mr. Scribner: Where Aoes that leave us? Where Aoes
that leave the forgotten man? I am a small Aealer. I don't
welcome My, Stanley’s competition in Pittsburgh, knowing be-

fore he starts to give 1% to me that he has had to buy an

issue with about a point in it or about $8, and that he
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can not afford to give me any wholesale price out of that,

Thank you very much.

Chairman Frank: We will adjourn until 10:30 tomorrow.

I would like to. say that the Commission will consider
and announce, I think tomorrow, its reactlion %o a suggestion
that as there are certain people who were not able to be
here or ready, it may have a further session next week. It
will consider that and advise you tomorrow.

(Whereupon, at 6:60 o'clock p.m., & recess was taken until

10230 o'clock a.m., Tuesday, January 28, 1941.)
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