
INVESTMENT TRUSTS AND INVESTMENT COMPAR'IES 

TUESDAY JUNE 4, 1940 

UNITED STATES SENATE, 
SUBGOM&~I'ITEE .4ND EXCHANGEON SECURITIES 

AND CURRENCYOF THE BANKING CO~I~BI~~TEE,  
Washi?~gton,D.C. 

The subcommittee met, pursuant to adjournment, or1 Friday, Map 
31, 1940, at 12: 30 a. m., in room 301, Senate Office Building, Senator 
Robert F. Wagner presiding. 

Present: Senators Wagner (chairman of the subcommittee), 
Hughes, Herring, and Downey. 

Senator WAGNER.The subcommittee will come to order. 
We have before us the confidential committee print of Jiuie 4, 1940, 

of S.3580. Judge Healy, n-e will be glad to hear from you. 

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

Mr. HEALY.Mr. Chairman and members of the st~bcommittee, we 
are still in agreeme~lt with the iavestment-trust industry. 

Senator JVAGNER.I believe there was one question left open at our 
meeting on last Friday. That was in reference to the face-amount 
companies so-called, was it not? 

Mr. HEALY.Thdt is right. 
~ ~ ~ ~Senator m 7 ~And yon expressed. at that time confidence that  

these companies and the Securities and Exchange Commission would 
reach an agreement. 

Mr. HEALY.Yes. 
Senator WAGNER.Has an agreement been reached on that matter? 
Mr. HEALY.Yes. We have reached an agreement with the only 

representative of the face-amount companies we have been in contact 
with, and that agreement is embodied in the redraft of sections 28 
and 29 as now appear in the June 4 print of S. 3580. 

I might say that the lawyer who represents one of the largest face- 
amount companies-and there are only two large ones-the Investors 
Syndicate, is here, and also one of their officials, Mr. Crabb. 

Senator WAGNER.Who will speak here for them ? 
Mr. HEALY.I presume the attorney-no; I am informed that Mr. 

Crabb will speak. 
Senator WAGNER.We will be glad to hear Mr. Crabb. 
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STATEMENT OF E. E. CBABB, PRESIDENT,INVESTORS SYNDICATE, 
MINNEAPOLIS, MINN. 

Senator 7T~c1r.n~How (lo you ipell y w r  Ilanie? 
bZr. CR.ZUII.It is sprllvtl C-Y-;I h-k). 
Senator VAGXER. 7T'iil you give jour  fu l l  name 50 n e  lllily hare  i t  

on the reord ? -
Mr. C~.znn.PlIy name i>E. E. Crabb, pre4tleiit, Invrstors Py~~dica te ,  

Riilinrapolis. hlinn. 
Senator WACXFR.We will be g1;d to licar from ynu. 
Mr. ( 'nam. ]I nllplit s :~g Illat our comp:tny \ra\ org:wizd in 1694 

:m! has loern in cont~nuons operation wer. siwe. W e  h a w  soinetliing 
o v ~RRC,O(;O c~rtificate holdtli i.and uur  p o \ s  n se t i  amount to sljglltly 
orel - ;/il(i0,0(10.0:10. 

I think \ie are the 1ai.gest in o i ~ r  fieid, ant1 prob,tbly r~prehext  in 
the neigl~borliood of 75 percent of the face-an~ount bu4nce.i of tlw 
Unitetl Stnteh. 

W e  11:lw golip over this bdl  T-erycarefully nit11 representatives of 
tile Securitirs :LIU[ E x c I I : ~ ~ ~ ~Co~nlnissi~n.'CVe are in agreement n ith 
111(m. :~m1 itw velar m ~ ~ c h  g~xtificcl to have tile bill. 

Senator Wacwcn.  Do yon think it important for thc investment- 
tiust industry t h t  a regulatory bill of this cl~aiacter be e11:wtetl i n to  
Ixw by tlie Clo i~gw~s  ! 

Mr. C R A ~ ~ .Ycs, sir. 
Senator ??'AGNER. T e l l ,  I niiglit say that tllnt lias been the attitude 

($1all otlicr repre~ent:~tives of the in\ estmrnt trust iriclustry niEcctec1 
by th:s legislation. Thry  h v e  heel1 cooperative, ancl I think this 
1egisl:itioii reprcswts :L V P I * ~s o ~ m la ~ q x o a ~ hto the prublem of regu-
Ia t i~ l l .  

a h .  C~zamc.TEfee! that that is true. 
ifSllllnlor lImnrsc. lTT~11:~t c~g re t~ iwn t ,  ally, \\-as rencheil :L< to 

tlel~osits placrd in States fol the paipcm of gun~.:~nteeii~gcertificate 
bolders in States. 

Mr. ('R-IBIL T l ~ ti, covered by section 28 (b) .  I believe. 
A l l .  S C H ~ Y ~ R .I t  is brctiou 29, is it riot 1 
311.. CRmn. I b r l i ~ r r  it i i  hcvtioi~28 ( c ) .  
Fenator ~ Y ~ G A L R .Oil \ ; h t  p:tpe of the bill is thnt to be fourid? 
Mr. C ' ~ m n .Yagr: 107. 
All . .  Scsrx~crn.Mi~rlltI cbsplaiil tlint, Swator  H e m n g ?  
S a ~ ~ a t o r  yes; if you please.NLRKIXU. 

STATEMENT OF DAVID SCBENKEE, CHIEF COUNSEL, INVESTBIENT 
TRUST STUDY, SECURITIES AND EXCHANGE COMMISSION, WASH-
INGTON, D. C. 

3lr. Sc IrFslrm. The way the proposed law is cet ul), tlie Investors' -
Svntlic:~tc inay form H 11ew c o n t p : ~ ~  d t e r  tllc e~lactmcllt of this bill. 
rI 7llc1-y ni:F -top elljiq. ill tllr o!tl conyany, 21th )ugh they xi11 nialie 
collection> on certificate., 50 that this b111 in no -:I?, Senator &wing, 
touches cl~poii ts  t l ~ t  hare been made lo secure cert~ficatrs issued up 
to the tii~ic' of the I)ai\ape of this bill. 

IVith respecat to f u t  ure certifjcat~s \\ 11ic.h will he sold-in the event 
:I State law rc'quires a deposit the comy:my ha i  the right to make the 



clepokit. If such d e p o d  is r;ladc and tlie comp:~ny got, bankrupt, 
1hen certlfic ate holders of a s ta te  in wliicli tlie tleposit \\--as made viill 
get :i p~efclc~nce\-;it11 r eq )~c t  to 1:ioneys realized on liyuidation of this 
collateral. 111 event certificsate lloltiers in another State do not have 
the snnle amount of rollateral depositetl in their State, enough col- 
lateral to pay them in full, the11 the bill provitlez that people ill a 
particular Stat(. who had a deposit u l m ~  which they realized some 
payment will lmve to wait until the resichts  of other States receive 
a n  amount eqllnl to the :~monnt that the people living in the States 
having deposlts receirecl, and fro111 there on they all share ps11.i p s w .  

So wr l u r e  not abolisllerl deposits, but since the Congress is leg~s-
lating on a national basis we wlnted to have an equal1z:rtion provi- 
sion, to tlie end that a resitlent of one State will riot be preferred 
over a resident of anotlicr State. 

I tSenator HERRING.will be just a que4on  of >~hethera State 
nil1 bc willing for a conlpany to do busines~ in that State. I n  the 
case of our. State, we will expect protection for certificate holders. 

Mr. ~ C Z I E N I ~ E K .Tlie fact tliat this bill provitles tliat wch a deposit 
can be niatlr, and the deposit c:m be of any size, I think will meet that 
situation. Ilut a company can only gct credit with respect to certain 
reherre provisiom deposited under the h71 '  of tlie State. I n  other 
words, this bill does not prevent any State in the future insisting npon 
a deposit for the pl.otection of its certificate holders. 

Senator WXKER.I n  other words, it  does not cl~ange the present 
status. 
Ah.SCIIEXKER.No; except to this extent- 
Sen:~tor\Y.IGSEK (co~itiliuing).I ~liean.50 far  as the requirenimt 

of n tlepohit is coiiceriied. 
7'11:1t is riglit. The c ~ ~ i l y  Mr. S~HFXKI-R.  change the bill cloes iilake 

is thi\-antl i t  is really riot :L cliange, but an addition: Tlle atlclition 
is that nlicre yolt h a w  :r deposit in n State, arid the certific:tte 
holders get :I s ~ ~ n i  of nmwy on that tlepo>it. they c:tnnot share in the 
general f ~ i i d s  of the co111p:~11y until other people receivc an anlo~itit 
equ:li to nliat tlie pcople in  t h t  State recei~e. So tlli~t if a security 
c.onimiss!o~rerof  :L State has a 100 p e r c c ~ ~ ttleposit and 21 company 
goc, bankrupt, tlie tleposit Ile l~oltls will be l~quiclated ancl certificlrte 
lloltlers in t l ~ t  Stwte will rcceire the money allti be paid iii fu;l. 

If a s~rnritieq cotnmissioi~er of :I State 11::~ it depmit ~ I l i c l i  he 
thought nx:, sr~fficient in the tirst instance to pay in full, but in the 
process of liyuiciatioii the cc:lla:cral rcalizes less, then tlie certifiq~te 

do not get 100 perceni, but, sty. !)3 percent. Thtrt 1i1ca11~ l io l (1~1~  that 
the resitleuts of otlier Stclki. wo~11~1 ]law to get 03 percent, and the11 
they nll \vould sll:~re equally after tlixt. 

Sen:~tosHUGHES.But they get the full benefit of their deposit? 
Mr. S c a m ~ i ~ xYes. - h l  the securities commissioner of a State 

can require :L dcposit in any amount he wants. 
Senator HEKKING.I think t l ~ t  is d l  right. 
Mr. SCHENKER.I believe we have noihiiig further to present. 
Senator WAGNER.IS there arljthing else to be presented? [A 

pause w~thout  response.] Before we resolve ourselves into executive 
session to vote on the hill does any member of the subcommittee wish 
to  ask any representatiws of the inrestirlent trusts who may be pres- 
ent any questions with reference to the bill? 
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Senator DOWNEY. DO I understand that the representatives of the 

investment trusts and of the Securities and Exchange Commission 
are virtually in agreement now? 

Senator WAGNER. Not virtually but actually in agreement. 
Senator DOWNEY. That is a most amazing thing in this chaotic 

world right now. 
Senator WAGNER. I think it is. -Senator DOWNEY. I t  is really the first encouraging thing I have 

heard in several weeks. How was this miracle brought about? 
Mr. SCHENKER. I think I might fairly say that a great deal of it 

is attributable to the cooperative spirit of the industry. 
Senator DOWNEY. I am glad to hear that and hope i t  is an index 

of what me may expect from now on. 
Senator HERRING.Mr. Schenkw, could you not say a kind word 

for the subcommittee? 
Mr. SCHENKER. Certainly. 
Senator WAGNER. It is another illustration of the value of coopera- 

tion. I clo not care to recall particularly the fact that I was Chair- 
man of the National Labor Relations Board, in addition to being a 
Senator. I t  mas a busy time, let me tell you, along in 1933 and 1934. 
I learned that notwithstanding people may appear to be very f a r  
apart, yet when they actually sit down at a table and look a t  one 
another and talk to one another, in 99 cases out of 100 they reach an 
agreement. I think all too often we keep apart when we should sit 
down and talk things over. 

Senator HUGHES. Mr. Chairman, I think you should hold that job 
now. 

Senator WAGNER. Oh, I do riot know about that, but was merely 
trying to point out what can be achieved when people are willing to 
cooperate by sitting down and talking over their differences. 

Mr. HEALY.I think we ought to give full credit to the members of 
this subcommittee: and I think, further, that Mr. Jaretzki, co~znsel 
for the closed-end investment trusts and Mr. Motley, counsel for the 
open-end companies, have been very patient and very able in handling 
their end of this matter. I think they are entitled to a large share 
of the credit, if there is any. 

Senator WAGNER. I am milling they shall have it. We recognize 
Mr. Jaretzki in New York as not only a Tjery able and very conscien- 
tious attorney but one who is interested in public affairs. 

Senator DOWNFY. Mr. Chairman, is i t  not a fact that enerally con- Bscientiousness and ability go together in the legal pro ession? You 
seemed to emphasize one of them. 

Oh, no. I was just explaining how we in New Senator WAGNER. 
York feel about Mr. Jaretzki. 

STATEMENT OF ALFRED JARETZKI, JR., MEMBER OF THE FIRM 
OF SULLIVAN & CROMWELL, NEW YORK CITY -". 

Mr. JARETZKI. Might I just say this in response to Senator Eerring's 
suggestion : I think both the representatives of the Securities and 
Exchange Commission and of our coup have been very conscious 
throughout our discussions of the point of view of the members of 
this subcommittee as indicated by the varlous questions propounded 
during the hearings. I think we have endeavored to be guided, in 
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reaching this agreement on recommendations, by the thoughts ex-

ressed by the members of this subcommittee. I hope we have satis- 
fied the subcommittee in doing that. 

Senator WAGNER.The subcommittee had that in mind very early 
in the hearings, because Senators generally mentioned that fact to 
me. They wondered why the representatives of the investment trust 
industry and of the Securities and Exchange Commission could not 
get together and guide us in this matter. 

We now wish to thank you gentlemen, one and all. We will go 
into executive session and consider the bill. 

Will you stay around for a short time in order to be available in 
event any member of the subcommittee wishes to ask you m y
question ? 

Mr. HEALY.Certainly, Mr. Chairman. 
(Thereupon a t  11:12 a. m., Tuesday, June 4, 1940, the subcom- 

mittee went into executive session.) 


