


hlr .  S C F I E X K ~ ~ .I want to show yo11 n h t  i.; poqhil)le, S r ~ l a t o ~ ,  
wlml you pctlnit that.  If yon will lool\ at the top of t h  edtibit 
[~ntlicatirig]you wil we  what tlrr set-up w2ts in tllc l i t s t  i~~;t:~rlce. 
I thought i t  n-t~san Ohio cornpatly, hut i t  rvas u Dctroit, Rlicll., 
company. T l t e ~were first w t  up rrallp : ~ swpt~rwtc and distilict 
corpo~ations. 'Each one ur?s orga~timd sepnr:~tely. I n  19.30 yon find 
two separate comptmiw, 1r:triug no conr~rt.tmn u it11 each other, and 
t11et1 one hcing pyr:~~nidctl on tlw o t l ~ r l .  The followil~g year yo11 

co~npa~ iy ,  o ~ n i ~ l glrii\e one s ( \ p ~ r a t e  a d  t11e11 onc top C O I I I ~ ~ I I ~  two 
of thc  ot1iet.s. 111 I II:~,the :'ollov,irig FP:II, they I i d  (he ~1'l'illl'g~'Illellt 
set fort11 111 1931 tltcy l ~ g u n11 rhc)mplete cbircle, the . he r i cnn  
C ~ p j t d  ( 'orpornt io~~ owi~inq the I'ac~fic. L>ou t l~e~u  In\-rstot..;, Irrc., 
which, in ttrrn, owled Irivestmtwt C'onq,i~ilg of , i~ne~.ir, l ,wlliclt, in 
turn, had Rrl in t tws t  in the A I I ~ ~ ~ ~ : L I I  (2:tpit:~l Col.p~rntion 

Then the lollowing year the cirek ~ t r n i g h t c ~ ~ r d  out and \ \ P I I ~  illto 
~1 straigl~t h e .  I n  I!)% it took w different puzzle cbffrct, :tnd in 1936 
i t  has t~lif3l another ~)lizxJc elfect. 

Senator \Y. \c ,wm. ('tin ~ O I Itell 11s t l i ~I . C H S ~ ~ ~for :ill O C  these 
orgnnixntionsl You ~rlvestlgattd t111- w:~t tcr ,  did pot1 not? 

011, (~rti11i11).Tilt‘ ~ ~ C I I S W I1s t h t  by r l ~ i l ~ gLlr. S C I - I I - S K ~ .  this 
vo11 c:rll so!itlifj yorl: control of t l w  ~):u.t~cr~l:rrbitrlatio~t. T11r:p 
'could coritrol tlw one ( W I I L ~ I I I L V .  A h t i  it 1111s riot htlm U ~ I I S ~ I : ~ ,we:w 

I ~ a v pshowrl, tllat, thcy b u y  cco~!tl*ol,In t l i ~  iirst I ~ ~ ~ : I I I ( Y > ,by u G l e  
borrowetl r n o ~ ~ e p  ~ I I ~ ~ I ~ S P ~ Y ( ~ ~ .:ud ~.cb;~t,hur~~t> o l ~ tof tlw assets of blip 
~nvc..;trncr~tcsorlrj);lnyby wilily out tl1rhiou.: srctiln~ics T h y  also buy 
~ l ia~~i rvcr r~ent~focI\  ' I ' I I P I ~  i q  olle cS:1~c\ \ i ! c i ~S40,00o,000 of tllc 

h,pc~blics mo~icy wus r:11v~l ;!I) I t!lc r n : l i i : l i w i  :to('li nit+;~ o l ( lf o ~50 
cellis n sltarc, for $200,0(10 to i~r:ithrs. 

i~i~t :~nt ,c \  i t ,111 that  l j : t r ~ i ~ ~ ~ ~ l i L t  t h o  n ~ : ! ~ ! : ~ g t ~ i ) ~ t \ ~ ~ tI I I : I ~ ~ , ~ E ~ ~ I ~ P I I ~  

-;lock Tor :I v i . 2 ~wl)itilrlti:rl :llrrolmt, : l l r ( l  t o~ i t ro in a s  ttu 11t.d ovel lo 
somrl)otlv lit' ' l?hy get control O T P ~1)iil.t 01 tile m:~v:Iyenwnts h c k ,  
al!cI t nkc  tilo ulvestrncwt tnlst  f~uitls :111ri brly tilt. ( , P I I I ~ I I O I I  stocl\s of 
ottrer c o ~ n p i l ~ i i ~ s  [\:I ve I I I O W ~  h l o i qinq m!Iy to  W I I I O ~wm~r i tyw l ~ i c l ~  
ltoltlcrs, irntl ill tlult a:l>-t,hcy can bui l t1  111) il vt.1~~:lrl)sti~liti:i!pool of 

Il~ntls which tlwp rontrol : ~ t  littlr or rlo invest~r~cllt  p~~bl ic .  by I , l~cn~-
s t l \ - ~ ~  

1 tl1011gllt ~ O I II I I L ~ ! I ~be ~ I ~ ~ C ~ I X ~ S ~ C Y I  il C'CI\~IXI111 tz~L.li~c ~ O O La t  t11~ 
States, w\-iricll is th11 coiirp:lnv tlra t S 11.. f l : ~ l ~ ~ r o l tWilliams co71trols 
TLis is npProuiinntcl~: t t  t l ~ c  prcscnt tirne--1Iecwnbc~r 1939. 

I n  tlus situntion you see C'rntrd St;ltcs Etrctric Corpor:ltio!l lins 
~ I S S C ~ Sof $13,000.000 I t  h s  got olitstzl:tiil~g5 percent converlihle 
tlek,crltrlres d ~ win 1948; 55; percent c(?f1vt3rtib!e dchrntures d l l ~ .  i11 
1954; 7 percent pri>i'erred. stock; prcfcrrtd option divitlrnd \erle?, 
corrvertlhlr preferred stoch, iu~tl corl~nou stock. Thn t corupnny IS 

sliperimposctl olt other mvestment crjmpar~ies which also h a w  hanli 
lonns. It is a complirntcd cwpital s t ruct l~rc,  Sen:rtol-. s o t  only do 
yo11 lmve pyrnmithnp. but j ou  notice that the Central Stntes Elcctric 
Corporati011 llas :I 3 1  pcrcent intrrrst  m Blrlc 1EiJge Corpor,nt~on. 
The Blue Ritlge hns an 8 percent interest in ('t31ltrnl States Electric 
Corporatio~l You find ?ha t  tlw Central St ates Elertric Corporation 
bas n 7 pcrcent interest in Ckmeral S1r:lreholtline Corporation, nntl 
Geneml S1i:lrelioltling Corporation lms a :3 pcwcnt i~ l t r res t  in  Central 
Stntes Electric Corporixtion 

Senator TAPT.Arc thcst. five :ill opcrnting conlpunicr't 



Senator WIGNEE.How nluclr did the pablic put irlto this mvest-
m m t ,  approsinmtely? The larger share, of courw" 

~250,000,000of the !)llhli~'sT T I O I I ~ ~hfr. S C I I E N ~ ~ E R .  went mtn tlrt, 
w l d c  system. 

Scrlator \ T \ c 7 , \ t m .  W ~ I C I ~tll:lt UIOIICY ~ : l s  sought wllut were the 
rcpwsent:~tiorrsthat were made as to w l ~ twtlr to bc done? 

Mr. S C H ~ K F H .The u s d  representations t l u t  hc \\:IS going. to 
invest it  I T I  ntility stocks. 

Sellator T IFT. When they H ent iilto this, 11ow tlitl they come out? 
Mr. SCHENKLR.If they got out before October 1929, they did very, 

very \+ell. If they stayed along with him, they t l i t l  not cornc out 
very well. 

Senator TAFT.How- W:IS LIT. \Vill~tuns m:~lci~rg d l  his money out of 
cwrnrnon stock without the o t h ~ rpeople making some:' 

Mr. SCHENKER.He  at  that time owned 90 percent of the total 
outstnntling common stork of Centrd States. He did not know the 
fancy \vortl "leverage." He 11:d been in tlic bicycle business, and 
he is a most clmrmirig find interesting mall. He figured out that if 
he ~ s s u e dsenlor securities he  would have the finest margirl account 
111 the world. The debenture holder puts  up the money arid is 



entitled only to the r e t~ in l  of 111s princ~pal and interest, which corre-
sporitls to what the brolier 1s entitled to in a brolicrilgc firm. He l ~ t l  
this big pool of money of the public with which lie could spec~iltlte. 

Of course ~f you are under water and your margin ~ ( ~ o u n t  is >it tllc 
broker's, you will get il teleplronc call to put up margill; but  no matter 
how much 311.. Williilms is ~lrltlrr w:.:lter i n  the Centrid States, no1)ocIy 
can call on l>iin to put 1i.p more margin. 

Tllitt is o ~ t e  of the t h ~ l ~ g s  that motivatecl 11s ill put t i~lg >I probisiol~ 
in the bill t h t  sornrwi~erc nlotq the line there ought to be : r r l  eql~itablc 
distrib~rtio~iof voting po\+'rr. 

'I'll(- people u'llo rwlly o1v11 Cc11tr:11 States Electric Corpor;ltio~r 
11i~ke itctuitlly i ~ o  ~ o i c e  in it .  The income of the company is not 
sufficient to meet, the iuterebt reyi~iremcnts on debentures. Mr. 
~Ti l l i :~msis grirthltdly liquidating that company by selli~lg its portfolio 
securities to meet interest pny~ne~t ts ,  n r d  the debenture llolders iwe 
really getting their own money b:rrli. 

Senittor TAFT.He m4l lose rverything 11e has ill 0rntr:tl States if Irr 
liquidates. 

I f  11c slro111tl liquidate t,ll:tt cornp;ll)y today heAZr. S c - ~ ~ ~ h n a .  
would not get :1 dime out of it. Yet he is running thilt compiulp ant1 
119s some influence in this utility empire. 

T11:lt is one situatiorl wl~iclt we felt incritetl c?llsider,~tio~i. :t11d tlltl t 
is one of the reasons why wr put in t l~ i s  provision nbout t11c retlistri- 
butiorl of votii~p stocl i~.  Time tlchei~turcsdo not 1lar.v :1ny iorrll-ofY 
cla~isc. Thcp call go clow.11 to ~rotlling. 

Sent~tor I ~ H  U I E K .  H a w  110N ' ~ I : I  t:)
hfr. SC'HEUKEH.To~lcl~-off( * ~ ; I I I S P  17su:~11yit  deberlhwe h:i.: i k  

provisioi~ t11:lt if tlie i~ssrts go h l o ~:I c.er.t:mr percentage ol' the total 
amount 01 tlle debentures outstanding, then there is :I tlrfault i l l ~ < lt lw  
d e b e n t ~ ~ r r  i,alie tlw compilny. I d l e r s  c : ~ r ~  

t l ~ tp t m ~ ~ a c l ~ dT say, tlm t is onc o f  the  numerow i~~r tnucos  11s to 
make provis~on that thr  persons who wally own the company, a t  
least ought to hart. :I vottAi l l  some instances. 

Now, wlmt can bv tllc r~~u l t ' !  What do wc meail \)y this lligh 
leverage stock? 13p "lcverttged" we mean that  phenorncnon whch,  
whcn thc total itssets of the company incrcasc n cwtaln arnoul~t,  the 
osscht value of tllo conlnmn stock incrrnses in a greater proportion, 
~ C C ; ~ I L H Crtll of the incrcnsc, after a crrtnin point goes to the cornmon 
stock. 

Whnt is tllc cft'ect of that? 1 nrn not sityir~g this about  ,\I  r. Hiw'son 
Williams, Iwcnnsr I h a w  nwrr  met u more grucious uncl coopcrativc. 

him for (laps. I i e  was v c ~ yI~c~lpful.Inan in illy lifr. I ( w ~ n l i r ~ ( d  
Bu t  the onl-v way he c ru~make ally money, or. n person in a sirnilnr 
situation, is to tahc spcculutivc venturrs, because if  1w can makc i i  

profit in tllc first instnncc', thc pmfit will accrue to t11c. prratest cstctlt 
to  tlle common s t 0 ~ 1 ~  To nlmm dors he owe thc prlm:Lry ~ b l i g i ~ t ~ i o ~ t ?  
Every timrl 11o mnkcs il l1 invcstmmt, you h a w  got to ask tllc q~rcstiorr, 
Is it good For the coininon stock holclrt-- 

S ~ n a t o rTAFT( i n t ~ ~ y o s ~ n g ) .I do not quitr gct thc' point. \Yhitt 
vou arck 11ow sityiug is that in rill irl\estmcnt trust the prc~fc~rrctl stock 
i lol t l r~ sllould I~avo more voice it1 the rnanng~ment') Tllrre is no 
mt~~lagc~rncwtstock; kliis wl1olc 10,000,000 s h m w  of' ~ t o ~ l i - c o ~ ~ ~ n m ~  
5toc.k -has \ o t h g  powcr? 

111..S(*HENKER.Thnt is right, Scniitor. 



Scnatol. TAF'I'. I incan, what 1s your suggestion as to t'he remedy 
for the situation? 

l l r .  SCHENREKThe r e m d y  is, Sellator, not tl simple matter, and 
1)ecausc of the conlplcx nntmc of the problem, we could not make 
specific provision for that  in tlic statute. For instance, if the re-I'fened stock passes its divitlcnds twicc, tlw pr~ferrcrl stock ho der 
should have a vote, and if tlic corrrn~orl stock has had no asset value, 
t h r  p w f t ~ r d  stock holder can say, "You are gnmbling with my money. 
I sluodtl lrnvc somt.thing to say with respect to my inrt~stment." 

The tlchenturv Iroltlers rrltly 1~:tve said, " l l r .  li:~rrison V'illit~ms, you 
l~nve  had llse of our money for many ye:m. You could 11:1\-e lnatle 
millions. Don't p u  tliinlc we sl~oulcl have sonw ~.epr~srr\tntion in tlicr 
Innrlngemei~t?" 

We Irtlve 21 vctinn in tllcl hill which .lays solnetl~iirg about t h t .  I 
l~iivc:I little difficulty with tlic l;~ligunge, h i t  tlw ~ ~ ~ l d t ~ l y i ~ ~ gpl~ilosophy 
iq that tllcre comes :r tinw wlwn the pcrsoru nlio o\qrls tlre stock drould 
11;1-\-e to say in tlie sn;r~~ngenwnt sorni~tlri~~g of it. T l ~ ti=the whole 
purpose of tho section wluicll say$ tlittt there ~liould hc u n  equit:~hle 
1ctli5trihutio11 of votirg powel. T l ~ tis one of t l i~nr .  

The ot l ie~ o ~ l e  is w11rrc ;I l)erxni g i ~  ee liimsdf stock at 50 cents ih 

slrare :~nd r:~jses .qi30,000,000 from the puhlic. The w l d e  i u d n ~ t r v  
says that sliould be ilholislietl, hut tlw fact of the matter is thnt such 
t37c of btoci, is outstandiug. I t  is not in the 11mds of the persot) to  
whom it n 21s oiiginr~lly iswecl, but 1i:ls betw trwnderred from person 
to pe1.so11. Yo11 have the situation where tlic puhlic lrns n~illions of 
Oollnr~ i r ~  that picture, and the people \duo l~:;\e the mni~nge~niwt 
~ toc l i  have tlir n~:lioritp rote in t11:rt s i t~~a t ion .  

Sm:~torTAFT.Of C O U Y S ~ ,if the conlpnt1~ lr:~q 1:ot c~lcoligh : ~ i v t r  t o  
cclual the tlebcnturcs, then it is i~~solvent .  

\TI.. S~WE:?;I(~:K. is just t l ~ e  point.T l ~ t  
Sent1tor TATT.Does thn t not 1ll:lke it  illsol~esl t ? 
Air. SVIICNKI,IL No; that  is rhe pecu1i:v nature of :11i ill\ P Y ~ J ~ ~ ( \ I I ~  

c.onq):ir~y Tf you arc ;a11 illdustrial company you have a plant, you 
have equipnle~ut, 3 1111 have senice, yo11 ha\ e help, and lnany cliarges 
t h t  you must meet. An iui-estnwnt trust, rund T am not heing face- 
tious, is ~~o t l i i ng  but ;1 s:~fe deposit boy. I t  hzrs practitnlly I I O  expemes. 
I t  rnll rut  its expenses dowi  to nothing. YOUenn reduce an inrest- 
~rieilttrust. t o  l~otliing and not he insolvent. 170u map he i~wolverit, 
h t  T (lo 71ot think yo11 are conr~lritting :III ; ~ c tof bmd;ruptcy. 

S~nntoi .TAFT.Oh, that is different. 
l l r .  SCHI :XK~~R.  T :m s o ~ ~ y .  
Senator 'L'AFT. I do lrot 4t3e why :IIIY i ~ ~ v e s t n l ~ n t  trust wlric11 is 

i~isolve~rt slroultl not be thrown illto the l~nrltls of $1 receiver. just like a 
hnnl;. 31y general appronch is that  they should be trcatetl like bnnks  
:mtl i f ,  on n pcriotlic esnmin:~tion, it is found to he insolvent, appoint 
:In eulmilrer ant1 take it oTcr trntl the11 liquidate ~t or not, \\-l~ichever 
seems to be tlesir:lble. Of course, t11:1t .ivo111tl no t  he t r w  of preferred 
stock. You still Ii:~\-r the prc~fcrretl stock qnestion. 

Sellator W ~ G S E ~ .  to limit tile k i ~ dTlicre is uo attempt, l ~ o w t ~ e r . ,  
of securities that n r ~iruvcqtrulent trust may hike I supposth t h t  u-ill 
come srwt. I \$:IS going to ash vou this q~restiosa, perhaps b~cause  of 
ignorance or1 ~uiy part. \ V l ~ e r ~is the couflict between the c o m n ~ ~ r ~  
stock ant1 the tlcbe~~tures? For instance, the cornmorr stock does not 
get ally dividend or profit until :~fter tlw dche~lt~rreshnve been cnretl 
for and tlie fixed l)nymerlts nuntie. 





hlr .  IIEALY.The inlplllse on the conlmon stock is to specr~late to 
get prolits . . .orl tlre capitid s t~.~lcture.  Tha t  is the worst policy for the 
srcunty holders. 

Senntor l T T i ~ s ~ , ~ .I 1i1~krst:111d,b ~ i t  solnebody rnllst h v e  to blly 
tha t  stock, if you are specul:~ting with it ,  and there m > ~ v  he suffic~ent 
of i t  sold so that the control cl~i~rrpes. 

Mr .  HEILY.Yes, hut \\-11Je I l~oltl tlrt. stock 1may get tiividentis 011 

i t  after the interest h:15 heen p i t l .  
Fhct1-j-. T11erc is no conflict there, is there? Senator W II'~GNEIH. 

Mr.  HE.'IL~.Solnetilnes the welfare of the senior security holders 
mrd the j ~ i n ~ o r  :tre in quite opposite ilirections. 

Senator WIGSER.j7~11,I do not understwntl yolu esplunntlorl. 
I l r .  HE1 ~ 1We I);]\ e i~rstnricrs Iwrc\ \ j l~cre  it seems quite clear tlwt . 

policythe 111v~\t1ne1itpolic? or tile ~ p t > ~ ~ i l i ~ t i ~ ( \of the trust 
~711011~in thv nllercst of the commo~l stock and not in the interest of 
the senior s c c ~ ~ r i t y  lroltlt~ri. They wew led into cstremrly specula ti^-e 
channels, ml~iclr were gootl for tltc conmolr stock anti i-rot good for the 
senior sec~irit,>- lioltler. 

Senator \T..\GNER1rn:~?;be :ible to  r le t r~rt u p  111 I I ~ .lni~rtlby :~sliiilg 
this question : As the :lluq of tho ~ o n l l n o l ~  l t  ill- s t w k  ~ I I C Y C ~ L S ~ S ,  

creases becnuse the cnterpnsr ii prolit:tblc, 1111d if the interprise is 
profitnble, then t1let.e is ;I tlivitlentl (lire :rfter f i v d  cl~irrges irre paid; 
is tl~tlt no t  t ~ w ?  

Mr .  HEALY.Yes, S I ~ .  
KO\\ ,  hew is the cw~~flict Seixator Kac;s~~:a. t l ~ c ~ ~ ~ "  

31r. HEAI,I. T h y  are not al\viiyb profiti~ble. 
Yemitor W A G X L ~ LDo the stocl\s go 1111 men  tl~oup11 t l i ~ y  iwtL r r o t  

profit:^ hle? 
h l r .  SCHI,KKXR.Iio, Scirator. 

r c l  ht:~t(>:, thii t 1111 i l l \  ~ ~ t m e n t  
rol,c~*tigr firm, ;I dibtributing 

Silyqconlpany, or tin 1111-est~ncnt b:u~l,iirg I l o l ~ ~ c .  Tt yow fu l t l~cr  i ~ i d  

~ ~ I S ~ I ~ P S S  if e n p ~ ~ ; e d  tllitt if i t  is ~ u p g e c li ~ r  the 1111(1~~\+1.iting itself in 
that  huiincw t l r~vlq l i:I \\1w11y on nrtl ~ubsitliiiry it is pcr~nlshihle 
to do  P O .  

You call scc the re:tsoli for t l~t i t .  'I1lley1naj7 not \v:l~~t to uubject 
:ill the assets of thc i i n  e s t ~ n e ~ l ttrust to tlw risl,s of t h  u~~tlerwr~tlrrp 
bl~si~res:, So we see 110 tiifficulty if t l l r . ~ -:1v:111 tl~eniseh es of the cor- 
porate fictiou 2nd liinit tlwir linhilities to the irlnount of ~rloney they 
wnnt to invest, so u7e say, "It YOU u n ~ l tto go into tlre u~rderwriti~rg 
h s i ~ r e s sand \r:l~rt to  (lo it tlrrough tlrc ~ ~ l r o l l y  (I\ \  11c.d ~ubsitlinry, there 
is 110diffirnlt,y with that 5ituetiolr." 

Section 1.3,1thinli, \ \e Ira, r elahor;~tetI 11pol1, :nrcl t l ~ i ~ t  1s the section 
\vl~ichdcsrls \+it11 the r1m1gt.s in tlw f~urtl:~~nerltul policy of the company. 
I do lot tlri~ll, the industry does or ~ : L I I  I1:1\e m y  conflict \\it11 tllilt 
:~ppronch. T l~e re  may be some qlrest io~~,  110~-eyer, with ~ e s p c r t  to 
tht. sente~icr \\lliclr strys 

The Cornn~i.s~on, rcpi~lat~o~~.. tlloic. i~~\c..t-bv r11lt.5a ~ ~ d  or o ~ d r r ,,hall r l r~ ig l~ar r  
po l l r~ t - ivhirh are fundaule~~tsl,merit and ~ ~ ~ n ~ l a g e l ~ ~ r n t  gibing cluc ire~ght,amol~g 

other things, to  thc~~ . c j > r c ~ ~ ~ ~ r t a t i ~ ~ ~ ~ <  vrnrit~e,clnatlc in  -rllir~gt1w o l : t~ ta110111~ 

and various other things. 
If youNow, why \\>IS p~m-ision in& f01 ~ulvb  : m 1  ~ ~ ~ g l i l t ~ t i o ~ ~ s ?  

in\ ~ s t i n e n t  ( Y ~ I ~ H I ~ J .\$ o ~ l dstop :rt tllv srntmc.r. L ' K oI w i i ~ t ~ r e d  s11xI1 



1 

change :my fund:rlrrcrital invrstriwnt or. manngemtnt po1ic.y unless 
each sucll change is antlrorized by tllc vote of a majority of its out- 
standing voting ,rvcu~iti(~s."yol~ would IIBVC this s i tu~t ion.  A 
rrlnnagerlirvt mtty say, lL\'17c311. I H I I ~coins into tlw c011modity husiilt~ss. 
Js tlln t n fundnn~cntrxl c~l~:rnpe?" 

it i ~ l c u i n l ) ~ i ~  T l ~ csecond sentcnw 1111~lios t ~ [pon  t l ~ c  C'onuliib4on to 
tell t h ( m  what i\ fulid~tl~~ontnlc h m p  of policy is, SO that he does not 
act at  his omn risk and pe~il .  Hr is :y)priwd spcciiic~ully whnt is a 
funtlamentnl change of policy and  \ ~ h i ~ t  ~11:ingt1is not a fundt~iil(\~~t:ll 
of policy. The11 yo11 i,clievc 11im f r o ~ ~ i  tlw dimpr  of g~imsing L ' A i ~ n  
rl~anging t l ~ c  i'11nti:~rncrrt:11 poliry or cull 1 riot c~11mginp the funda- 
lnerltal policy'" 

as 1 an1 ronrc~~nc~l  Frmkly, as i ' ~ .  and :is f:tr as dutlgtl IIcaly is 
c.onc*crned, if the u m n ~ i t t c c  \v:irrts to t : ~ l i ~  II blue pencil and cross out  

\vhch S : L ~ Sthat t h ~  tell t11tw people t,hat s ~ n t ~ l l c ( >  Conmlission ~ l l d  
what is a furidwinent:r1 policy :tnd ml~irt is !lot ri fundnn~crlt:rl ~mliry, 
tlrat is all right wit11 us. 

Tllcn you Iccrve thein i n  this p ~ w h ' a ~ i w n t :  HC\\ m t s  to go into the 
vommodity buSiness. 11c wrlnts to huy fowipn p:tpcr. He wants to 
do a littJe cliscount 1)usinc.s~. Then 11c 11r1s the probleln of tleter-
mining tllc ansu-cr to  the q~~est ion ,  "d\nl 1cll:tnh4ng the fllrtda~nrntal 
policp or sln T not?" 

This provision tlot.s not tcll 11im w11:lt he c-m't or ~m do. This 
pro~ision>ass, '(If'yon n m t  to c.lrwnge froin A to H ,  you ran do it." 

only thmg 11c has to This scct,ion (low not say Iic c3;lnnot do it. T ~ P  
nnd say, " l ' l ~ i ~ c  do is tell his s t o c ~ l h l d c ~ r ~  t:~kc noticc. 1 going

to clrwnpc my funtli~rnentd policy, r ~ n dbecnuse I nrn going to cllringe 
my fm~dnnwntal policy, I 11:tve got to 11:i\ c your rtpprornl." 

The only effect of that situation is tlint we will :Issunw the burden 
01 not this is :I futtcl~ment:~lof si~ying w l ~ e t l ~ t ~  policy, which will 

irnlnetliatc-ly relieve the mnt~:lgeinent of t l ~ t  tror~ble and uu~~oyance.  
,Is I say, if tlrc in(1rist1.y 11ns diffic~iltp wi th  i t ,  you can just blue 

pencil i t  o ~ ~ t .  
Of course, the committee 1n11st be coirwious of tliv fi~ct tlmt we 

have a prnvisio~l in section 36 on page 78, whicl~ wys this: ( ( a ) ,  

No prokis io~~of this title mll~oslugally liabilit? ,!:a11 appl) t o  all? act  dew ur 
omitted ill good faith i l l  conformity \\it]( ally rtlle, rrgnlation, or order of tllr 
Comnlia~ion,~~ot~\it!~st::r~di~~gthat such rrrlc, repul:ttion, or order I I ~ J ,aftel ~ I L C ~ I  

act or omisiiorr, i ~ calne~~dedor rrsi~rdedor 11cdc+rrn~ineclb p  jr~diclfilor other 
authority to 11r1:11alidf . ) r  all\. Icawtl. 

Now, that provision is :i tlnplicatc of \Aat  is in ;11I tlw sccnritics 
ml~~i r t l sant1 exchange :~cts, :111(1 i t  1.~:111y, s ~ ~ b s f : r t ~ ~ e .  \~illfulness:111(1 

intenl. l f  you act in good faith and if you violate n rule or regulation, 
there is no liability. 

Senator WAGNER.May I ask a question there about sometlling T 
want to untlerstaiid? You speak o f  fundarne~ltal policy. Now, how 
do you ascertain what t,he fundamental policy was? Do you go to 
the charter and the limitations there, or how do you ascert~in what 
the fmiclamentxl policy WRS that was being pursued by the investment 
trust, and whether It is being modified or changed? 

Mr. ~ C H Z N I ~ E R .  NOW, the fact is, Senator, that i t  is provided in 
our registration provision, section 8, t h t  he has to say, "1 nm a diversi- 
fied investment company." 


