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/../ DA ' April 8, 19%7

Tox James M, Landis, Chalirman
FROM; Milton Kotz

supsect. Attached draft of letter re Eonvarsionakssse 3%
Doller Honds

Attached le & draft of = proposed letter to "“"The
Economist®, London, England, prepared by Francis T. Greene.

I should like to make the following suggestionas!

{1} The scoond half of the letter, referring to
8o much of the dispatch in "The Economlst" as relates to
our comment concerning the possibilities of conflicting in-
terest and preferentlal treatmsnt for the bankers, should
be omltted. On thils subject, the comment 1n "Ths Economlath
amounte to ne more than an expresaion of an oplinion by thelr
Berlln correspondent concerning our actlon, and ls hardly
the sort of thing we cught to trouble to answer. g

(2) In regard to the first polnt made by "The
Economiet", I thlnk that Greene's dreft, while in form gome-

. wWhat too defensive, in substance sontaine the only poseible

anawer, It eseme to me, however, that "The Economlat!

mould have & come-back, Our statement speclificsally saye
that the data ooncerning the unrecorded debt "eame to the
attention af the Securitiss and Exchange Commiseslon' in
November, 1936, alter some glx or seven weeks of an attempt
on our part to get the ferman Government to make certaln
changses in the reglstratlon statement. There is very llttls
doubt that thle statement of ours can be g0 lsed as to meke
ue lock rather fatuous.

Since we obviouely don't want to get inte a running
argunent with "The Econcmlet", &nd eince we have no answer
that would concluslvely shut them up, I thlnk we ought to
drop the whole sublecet and refrain from sending any lettier
to them.

gEnelosures

Milton Katz-kb
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OFFISE OF THE CTHAIRMAN

SECURITIES AND EXCHANGE COMMISSION
WASHINGSTON

Bditor, WThe Eccnomisgt®
B Bouverie Sirect
Londor, England

llear 8ir:

The March 20, 123% issue of ""he Economist!
referring to the siptement published by this Commie-
slon relative to the guarantesd 3% Dollar Bonds of
the Fonverslonskasese flir cdeuische suslandeschulden
as recently offered in exchange for certain unpsid
Intersst cleins agalnst German obligors hes come to
Ly attention. Inasmuch as the comaent of your Berlin
correspondent Indleates possible misconcention as to
the regiatration ol securities under the United States
Securities Act of 1833, as amended, I am enclosing a
copy ol Helemse No. 1294 containing the text of the
statement as releaeed on the effective date of the
regilsirailon ol thisg lgsue of Fundlng Bondsa and, in
addition, I ehall explain brisfly the 1limifed funec-
Lions of Tne Commission In administering the regigtra-
tion requlrements of this Act.

The Berlin despatch on page €42 of this is-
sue eriticlzes the Securitiesz and Exchange Commlacsion
for not havling been famillsar with the facta bearing
agn the go=-called "eecret dent" of the Belch prilor to
Hovember ol 19365. But the registration statemente
covering thlia lesue of guaranteed Zords were not flled
by the Conversion Qfilce and the German Government
until the latter end of September. As you are prob-
abily eware, the Securities dct ol 18533 regulates the
digtribution ov new egecurlty lsaues and, 1ln substance,
creates only a mechanlsm Tor schieving publicity of
gll the clrecumstinces material to 2 consliered ap-
rraisal of the securlties registered. Under the Act
a registration etatemeni sutomatically becomea effect-
irve twenty daye alfter tne [lling thereof or twenty
days after the filing of the last amendment to the
regliatration stetezent unlssza the Commissaion insatlitutes
fermal actlon ageinet the statement braed on charges
that 1% 1= fzlse or mialesiing. The twenty days allowed
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Editer, "The Economisth

for examination off reglsiration statements is obvlously
so soocrt & pericd ol tiwe a&s o preclude extended in-
oulry inte all the extrancous factors, not discloaed in
the registration statement, which may bear uvon the ac-
guracy or adeguacy of the reupresentatlcons made 1n the
many reglstration stetements continuously belng Tiled.
Secticon 25 of the Sesurlities Act af 1833 recagnlzes the
tmpossibllity of such examinatione intg the truth of

all sTatements made by a reglstering issuer eng speciflli-
cally aorovides that neither tha filing nor effectlveness
af a regletration auvatement shall constltute a Finding
by the Commlaslon that the z2tztement is ftrue and acou-
rate on its face or that 1t dosgs noet contedn untrue or
migleading statements of material fact. The Commisasicn
of course gtrives to makxe 25 thorough an incuiry as pos-
sibtle intg all the clrcumstznceg relferred to in regis-
trefion sielencnte. Yet 1t iz not reguired ta end In
Tact cannot, make the lmmadiate investigatiaon of
gxtringle fects which the remerks of your Berlin corres-
pondent seem to presupoose,.  You will thus appreclate
thet thlag Commission, by no mesns owniscient axd wilith-
put nrevious gecasion to study the present internszl
aconom)y of the German Gorvernment, was not remiss in
feiling 2o dlscover reliable evidencs of the existence
and character of the =0-c¢rlled "unrecorded" "Iuture short
term obligations" of the Helich at the very gut=zet of 1ts
examinstisn of tlie pending registraticn statements.

The Serlln despzteh z2lso reflects upon the sug-
geatlion in Relepse Wo., 1294 that many of the American
bonkaing houses which hed ordpinally dlietributed the de-
faulted ligsueg of Geirman gbligations alesp held short
term oredclie, soae of which were siublect to the sp-called
botandatill agreemen%te" and hesd obteined better trest-
ment of fthelr claims than thoce of the bondholdars rho
may have looXed to such houses of l1lssue for protection.
The Commission of cgurse recognized that the firat
gtandstill agreement was negotiated and concluded prior
te the German Government's Torelgn exchange restric-
tiona, preventing service of Zerman funded I1ndevtedness.
However, the fect remalns that =28ter the dlscontlnusnce
1ln June of 1%33 of ilnterest zand zimilar payments on the
funded indeptednese held in this country, many of the
American banke znd banklng institutlons suceeszsfully
contlnued to precs for at least partial paymente 1n
resnect of the short Term credits, and, subaequent fo
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Edlteor, "The EconomigiM

that tinme, 4l4 occupy & positlon vprelferential e thet
of thc holders of the Germarn bonde which thosze houses
of iesue nad vrevicusly sold and dlstributed to the
American publle. Regeardless of the precise neint of
“ime at wnlen prelerential treatment of short term
credil vs comuenced, the exigtence ¢of thils adverse inter-
est on the part of the Srecizal Apentsz actlng for the
Conversion Office in connestion with the exchange of-
ferins aeemed a material fzoctor and was therefore
poainted ous.

I hgpe that this letter sdequately ecxplalns
the background of the publie =tatement of the Securi-
vleg and Exchange Commicsion relatlive to the registra-
tion of the XKonversionskasse bonde and the reason why
deflntite and authentle informaticn as to the unrecorded
short term Internal ovligations of the German Govern-
men% was not obtained antil the laoter etages of Lir
gxamination of these registration atatements.

Very wruly yours,
James ¥, Landis

Chairman

Encloasurea:
Delenas No. 1294



